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M The world this week 


Politics 


Anti-war protesters planned 
marches in cities across Eu- 
rope as the United Nations Se- 
curity Council awaited 
another report from Hans Blix, 
its chief weapons inspector 
for Iraq. 


A rift widened between the 
United States on the one 
hand and France and Ger- 
many on the other. The Amer- 
icans, backed by Britain and 
more than half the 25 coun- 
tries of Europe that are in the 
European Union or soon to 
join it, seemed poised for war. 
The French, Germans and Rus- 
sians argued that the UN's in- 
spectors in Iraq should be 
given more time. 


Another, no less ugly, rift 
opened within NATO when 
France, Germany and Belgium 
refused to authorise defensive 
weapons for Turkey, which is 
a fellow member of the alli- 
ance and which borders Iraq, 
arguing that this would lock 
NATO into a "logic of war". 
Most of the other 16 countries 
in the alliance criticised the 
trio's actions. 


An alleged audio message 
from Osama bin Laden, 
broadcast by the al-Jazeera 
television station, called on 
Muslims to resist American at- 
tacks on Iraq. Though the tape 
repeatedly condemned the in- 
fidel nature of the Iraqi re- 
gime, it was cited by Colin 
Powell, America's secretary of 
state, as evidence of a link be- 
tween al-Qaeda and Iraq. 





Some 2,300 soldiers and po- 
lice patrolled London's Heath- 
row airport as the British 
authorities gave warning of a 
possible terrorist attack. 


Prospects of another terrorist 
attack scared America, too. 
The Bush administration 
raised the national terror alert 
to "code orange", the second- 
highest level. The rFBi's direc- 
tor said that "several hundred 
members" of al-Qaeda might 
be in the country. 


Iran's nuclear ambition 

Iran announced that it was 
poised to start enriching ura- 
nium as part of a "peaceful" 
nuclear-power programme. 
The United States, which sus- 
pects the country of nuclear- 
weapons ambitions, ex- 
pressed "grave concerns". 
America and the Eu called on 
Iran to sign up to tough new 
international inspections. 


Ariel Sharon formally began 
the process of creating a new 
coalition government, which 
he hopes will include the La- 
bour Party. Labour supports 
talks with the Palestinians, 
and it was confirmed that last 
week Mr Sharon had had his 
first meeting in nearly a year 
with senior colleagues of 
Yasser Arafat. 


Israeli tanks went into Bethle- 
hem after an army officer was 
killed, and both the West 
Bank and Gaza were totally 
sealed from Israel for the 
week-long Eid festival. The UN 
gave warning that its emer- 
gency food programme for 
Palestinian refugees was in 
jeopardy unless donor coun- 
tries responded to its appeal. 


The Commonwealth looked 
set to end its suspension of 
Zimbabwe after Nigeria and 
South Africa argued that the 
situation had improved. The 
EU is expected to renew sanc- 
tions but Robert Mugabe will 
be allowed to travel to Paris 
for a meeting. Two Zimba- 
bwean cricketers wore black 
armbands during a World Cup 
match in Harare. One has 
since been suspended from 
his local club. 


A meningitis epidemic has 
claimed the lives of some 200 
people in Nigeria and at least 
58 in Burkina Faso. The World 
Health Organisation has an- 
nounced that millions of Afri- 





cans are to be vaccinated 
against a new killer strain. 


Ever closer union? 

A draft constitution for the 
EU gave hope to those want- 
ing tighter integration, though 
the promise of "ever closer 
union", prominent in previous 
treaties, was dropped. The first 
article of the draft, however, 
said that the Union would 
"administer certain compe- 
tences on à federal basis". 
Rousing stuff. 


Kim's birthday gift 


p» 





In a move to bring pressure on 
North Korea to abandon its 
nuclear plans, the Interna- 
tional Atomic Energy Agency 
reported to the UN Security 
Council that the North was in 
breach of UN safeguards. The 
Security Council has the 
power to impose economic 
sanctions on the North. In 
Pyongyang, the streets were 
being decorated in prepara- 
tion for the 61st birthday of 
the North's leader, Kim Jong Il. 


The Philippines expelled an 
Iraqi diplomat, Husham Hu- 
sian, claiming that he had 
been in contact with Abu Say- 
yaf, a Muslim group blamed 
for terrorism in the south of 
the country. 


In what was seen as a concil- 
iatory message to Myanmar's 
ruling generals, the demo- 
cratic leader Aung San Suu Kyi 
called for immediate talks “for 
the good of the entire people". 
She said that she did not “con- 
sider anyone as an enemy". 


American bombers pounded 

a mountain ridge in central Af- 
ghanistan after ground forces 
spotted a number of armed 
men, believed to be members 
of the Taliban. Afghan au- 
thorities in the area said 17 ci- 








vilians had been killed in the 
bombing. 


Wang Bingzhang, a Chinese 
dissident, was sentenced to 
life imprisonment for "terro- 
rism". Mr Wang, a resident of 
the United States, is believed 
to have been kidnapped by 
China while on a visit to Viet- 
nam. An American spokes- 
man suggested that China was 
misusing the war on terrro- 
rism to repress dissent. 


Blast in Bogota 

A huge car bomb in the car 
park of an exclusive social 
club in Bogotá, Colombia's 
capital, killed 35 people and 
injured over 160. Government 
officials blamed the FARC 
guerrillas. In a separate inci- 
dent, Juan Luis Londono, the 
health and labour minister 
and a prominent reformer in 
President Álvaro Uribe's cabi- 
net, died when the light plane 
in which he was travelling 
crashed in the Andes. 


At least 14 people were killed 
and more than 100 injured in 
La Paz, Bolivia's capital, after 
striking police and civilians 
clashed with troops in protests 
at austerity measures pro- 
posed by the government. 


Brazil's new left-wing govern- 
ment, which is battling to reas- 
sure investors that it can 
service the country's debt, an- 
nounced a tightening of fiscal 
policy, involving cuts in social 
spending. 





The 1Mr said that its board 
would vote on a $200m loan 
to Ecuador next month. Lucio 
Gutiérrez, the country's new 
left-leaning president, said 
after meeting George Bush in 
Washington that he wanted to 
become one of the United 
States’ “best allies". 


. r 
Pe ell 


al 


The Ect 


nomist 





Business 


BP brushed aside political and 


^ economic uncertainties to in- 
West $6.75 billion in Russian 


oil. The British oil giant will 
take a 50% stake in TNK, Rus- 
sia's fourth-largest producer. 
BP also announced that it 
would invest $20 billion in 
production in five less tradi- 
tional oil-producing areas, in- 
cluding Angola and Trinidad. 


British Airways confirmed 
the gloom surrounding the 
world's airlines. It said that it 
thought 2003 would be 
tougher than last year, with 
no revenue growth. The air- 
line made a pre-tax profit of 
£25m ($39m) in the last quar- 
ter of 2002, but a war with 
Iraq is likely to set back the air- 
line's recovery. 


Reuters announced a loss of 
£370m ($556m) at Instinet, an 
American electronic stock ex- 
change of which it owns 63%, 
after restructuring costs and 
the write-off of goodwill asso- 
ciated with the purchase last 
year of Island, a rival ex- 
change. The business has 
been a victim of America's 
poorly performing markets. 


Renault's profits rose in 2002, 
to €2 billion ($1.9 billion), after 
a strong performance at Nis- 
san, its part-owned Japanese 
carmaker. 


Philips made a record loss of 
€3.2 billion ($3.0 billion) in 
2002, despite earlier assuring 
investors that it would return 
to profit after a mammoth loss 
in 2001. The Dutch consumer- 
electronics group was forced 
to write down various invest- 
ments, including chopping 
some €2 billion from the 
value of its minority stake in 
Vivendi Universal. 


Not calling any more 

PCCW blew hot and cold on 
an offer for Cable & Wireless 
after investors took fright at 
suggestions that the Hong 
Kong phone company might 
buy the British firm. PCCW 
surprisingly halted its ap- 
proach to C&w, to the relief of 
shareholders, who fear a re- 


turn to the overambitious ex- 
pansionism of Richard Li, the 
company's youthful boss. 


Microsoft faced a new assault 
from competitors on the Euro- 
pean front, after the software 
giant emerged relatively un- 
scathed from American anti- 
trust proceedings. An 
umbrella organisation repre- 
senting Sun Microsystems, Or- 
acle and Nokia, among others, 
filed a complaint with Eu- 
rope's competition watchdogs 
against the latest version of 
the Windows operating sys- 
tem, complaining about the 
bundling of software de- 
signed to secure a grip on 
communication- and enter- 
tainment-software markets. 


Qualcomm followed the lead 
of Microsoft by announcing 


that it would pay a (small) div- 


idend, and buy back shares 
worth $1 billion, rather than 
hang on to all its cash. Many 
technology firms have tended 
to think that any spare money 
could be put to better use in 
their hands than in the pock- 
ets of shareholders. 


Rupert Murdoch's aim of 
buying Hughes Electronics 
and hence acquiring DirecTV, 
to fulfil a long-standing ambi- 
tion to be a leading satellite 
broadcaster in America, met 
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with potential opposition. 
sBC Communications was 
said to have begun discus- 
sions with Hughes's owners, 
General Motors. SBC hopes to 
shore up its profits by offering 
entertainment products along- 
side its increasingly unprofit- 
able telecoms business. 


Viacom reported a fourth- 
quarter profit of $652m, after a 
loss of $43m a year ago. The 
giant American media com- 
pany benefited from a healthy 
increase in television advertis- 
ing revenues. 


A French court acquitted Ya- 
hoo! and its former boss, Tim 
Koogle, of crimes against hu- 
manity for allowing the sale 
of Nazi memorabilia on the 
internet firm's American auc- 
tion website, after a complaint 
by French Jewish groups in 
October 2001. Yahoo! now 
bans the sale of most Third 
Reich mementoes. 


Far from stimulating 

Alan Greenspan, chairman 
of the Federal Reserve, criti- 
cised President George Bush's 
plans for tax cuts. He hinted 
that any such cuts should be 
matched by reductions in 
spending, rather than allow- 
ing a destabilising increase in 
the deficit; and he suggested 
that emergency stimulus 
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might not be necessary if un- 
certainties over Iraq are 
cleared up. 


Family business 

Sir Evelyn de Rothschild, 
chairman of London-based 
N.M. Rothschild & Sons, en- 
sured continuity at the long- 
established investment bank 
by giving his cousin David de 
Rothschild, chairman of the 
family’s French bank, a bigger 
role. Edouard de Rothschild, 
David's younger half-brother, 
will take over more of the 
French business. 


i Weill's woes 

Citigroup's share price, $ 
50 
40 
30 
20 
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2002 2003 


Source: Thomson Datastream 


Sandy Weill, chief executive 
of Citigroup, decided to forg 
his bonus for 2002 because o 
the poor performance of the 
financial conglomerate's 
shares, which declined by 25: 
over the year. In 2001 he trou 
sered an extra $17m. 


Other economic data and new 
can be found on pages 96-98 
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What is Altria? 
Altria Group, Inc. is a parent company 
whose roots are firmly planted in success, 


through years of strong financial 














performance and global reach. 
A parent company whose branches 
are blue chip operating companies: 
Kraft Foods, Philip Morris International 
and Philip Morris USA. 
And from these branches grow many 
brands each worth a billion dollars or more. 
Altria Group, Inc. is the parent company of a family 
of operating companies, that makes the world's 
best-known brands. For more information, 


visit altria.com. 
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How deep is the rift? 


Nota shot fired, but the Iraq war has already inflicted needless collateral damage on the western alliance 


HERE are some things for 
which even The Economist 
~~ does not blame Saddam Hus- 
sein. One of these is the sudden 
collapse this week of a common 
. western stand against the Iraqi 
= dictator. For this—and for the se- 
— rious danger that this collapse 
poses to the health of the Atlantic alliance, the NATO alliance, 
the United Nations and the European Union-the West has 
only itself to blame. How did it all go so wrong? 

The answer is more complicated than it looks. Ostensibly, 
all that has happened is that some of the leading powers have 
fallen out over Iraq (see page 23). George Bush and Tony Blair 
say that Mr Hussein has failed to take his last chance under Se- 
curity Council Resolution 1441 to give up his weapons of mass 
destruction (WMD) and must now be disarmed (and re- 
moved) by force. Jacques Chirac and Gerhard Schréder, the 
French president and German chancellor, say that the di- 
plomacy has not yet run its course. Instead of a swift move to 
war (France), or instead of war (Germany), they want to send 
in more arms inspectors. Russia’s President Vladimir Putin is 
siding with the French and Germans, though his desire for 
American friendship may soon persuade him to peel away. 





Failure in three dimensions 

If Iraq were the whole story, mending this rift might be simple. 
Diplomats are practised savers of faces. America has not yet 
finished its military preparations, so Mr Bush can easily afford 
to let the inspections run a bit longer if that would placate 
France and Germany. Or Hans Blix, the chief inspector, may at 
some point tell the Security Council (he was to report again on 
Friday, after The Economist went to press) that inspectors, no 
matter how numerous, can achieve nothing more if they do 
not get the full co-operation that Iraq has so far withheld. Once 
Mr Blix says this, Messrs Chirac and Schróder might feel able 
to concede that the "serious consequences" promised in Reso- 
lution 1441, which France helped to design and Germany wel- 
comed, had now to entail the use of force. Or Mr Blix's men 
might actually find something seriously incriminating on the 
ground, paving the way for a Franco-German conversion on 
the road to Baghdad. 

But Iraq is not the whole story. To make sense of this rift it 
helps to think in three dimensions. One is geological: the tec- 
tonic shifting of attitudes in different bits of the world. An- 
other is institutional: bodies such as NATO, the UN and the EU 
shudder at the grinding of the plates beneath them. The last is 
personal. If the West is at sixes and sevens this week it is be- 
cause the earth moved, the institutions wobbled and a hand- 
ful of politicians-notably France's Mr Chirac-reacted by tak- 
ing all the wrong decisions. 

Geology matters most. Generalisations are odious. But 
there exists a widening gulf of incomprehension between the 
people of America and the peoples of Europe. Since the felling 
of thetwin towers, Americans have by and large come to think 
that the world is a dangerous place from which unexpected 


threats are liable to emerge unless the western powers take 
forceful and timely action to nip them in the bud. Iraq, say 
most Americans, poses just such a threat. Most Europeans 
think the opposite. They say that September 11th has clouded 
the judgment of the superpower, which like Gulliver has em- 
barked on a programme of blundering adventurism and must 
now be calmed or tied down by the good little people of Lilli- 
put. Iraq, on this view, provides a perfect test of whether the 
little people can tether the giant. 

Institutions come second. The argument over Iraq has 
come just when NATO, the EU and the UN are making delicate 
adjustments. Since the melting away of the Soviet threat it was 
set up to guard against, NATO has been striving to find a new 
reason to stay together. The European Union is amending its 
rules and learning the changed politics of a club that is ex- 
panding from 15 to 25. No formal change is under way at the 
UN. But the Security Council, designed to deal with the stale- 
mate of the cold war, is now being tested by America to see 
whether it will help or hinder the superpower against the 
emerging threats of terrorism and weapons proliferation. 

This is the fragile landscape over which assorted statesmen 
have chosen in recent days to clomp with their hobnailed 
boots. France's president is clomper-in-chief. Mr Chirac justi- 
fies blocking a second resolution on Iraq by arguing thatitis a 
noble thing to avert a needless war. And so it is—if the war is 
needless and a credible alternative exists. But Mr Chirac, un- 
like Mr Schréder, still accepts that war might be necessary, at 
some point. He seems chiefly interested in making sure that 
the point will be of France’s choosing, not America’s. This is 
not only a folie de grandeur, given that it will be American sol- _ 
diers who will end up doing the fighting. It is also an unforgiv- 
able pose to have struck just when the threat of imminent mili- : 
tary action might have extracted a last-minute change of heart 
from Mr Hussein. By proposing the “alternative” of more in- 
spections, Mr Chirac has succeeded brilliantly in telling the 
dictator that his last minute is not nigh. 


An inspector calls. And calls, and calls 1 
Worse than this is the frivolous contention of France and oth- 
ers that increasing the number of inspectorsis a serious wayto — 
disarm Iraq. It might be a way to prevent the Americans from 
going to war, which is a different matter. It might even be a 
way to “contain” Iraq, which is more debatable still, but alsoa — 
different matter. But it is no way to implement the Security 
Council’s oft-repeated instruction to Iraq to disarm itself. Mr 
Blix himself said in his first report to the Security Council that 
playing inspector hide-and-seek was not the way: under Reso- 
lution 1441 the inspectors’ job is to accept and verify Iraq's sur- 
render of its WMD paraphernalia. Far from surrendering any 
outlawed material, the Iraqis have denied that it exists. 

To those who say it is not worth war to strip Iraq of its mass- 
killing weapons, any ruse that prevents fighting looks wel- 
come. But Mr Chirac’s campaign will probably not stop the 
war. And it has meanwhile inflicted collateral damage, not 
least on the very institutions in which Mr Chirac says he be- 
lieves. These institutions had to change anyway to adjust to a >» 












changing world. But they did not have to change like this. 
^. One victim is the Eu itself. Though it was impolite of Do- 
nald Rumsfeld, America's defence secretary, to have dwelt 
ith such high glee on the divisions between *old" and *new" 

_ Europe, he gotit right. For many decades France and Germany 
. gave the EU its sense of direction. But as only two countries in 
. an EU that will soon number 25, they should not have pre- 
tended to speak for the rest. A fortnight ago the leaders of Brit- 
ain, Spain, Portugal, Italy, Denmark, Hungary, Poland and the 
. Czech Republic expressed solidarity with the American posi- 
. tion. A week ago another ten European countries joined this 
. gang of eight. Mr Chirac wants Europe to be a counterweight 
_ to the Americans. History may judge that he did the opposite. 
. America, to adapt an old saying, may have called a new Eu- 
- rope into existence to redress the balance of the old. 

_ A second victim is NATO. With Germany and Belgium, 
- France has tried to stop the 16 other members from responding 
. to a Turkish request for help ahead of any Iraqi war. Snapping 
_ this most basic pillar of the alliance's defence arrangements 
_ has outraged the new members from eastern Europe. It can 
. only strengthen the voices of those Americans who have long 






USINESSES all over the 
E LJ world have seen China gob- 
B bleupthetoyindustry, and they 
now look on in horror as it does 
| the same for shoes, fridges, mi- 
crowaves and air conditioners. 
This country of 1.3 billion peo- 
ple has an apparently inex- 
austible supply of woe willing to work long hours for 
- pitifully low pay. Boosted by its accession to the World Trade 
_ Organisation, China is sucking in foreign investment by the 
. bucketload-last year, it became the world's biggest net recipi- 
.ent. How can anybody compete against this gigantic new 
x Workshop of the world? 

- ` There is no doubting the immense impact of a surging Chi- 
“nese economy; or denying that for many, adjustment to the ar- 
_ rival of anew industrial goliath will be painful. But most of the 
| economic fears that China arouses—that it will drive every- 
_ body else out of business, that it will always be super-compet- 
_itive in everything, thatit will cause mass unemployment-are 
_ plain wrong. They ignore all the benefits of China's growth. 
| They also ignore elementary economics. 


Ass scary as Japan 

_ The world has been here before. In the 19th century, business- 
Menin many countries were convinced that Britain, the origi- 
1al workshop of the world, would steal their industries. Later, 
imilar fears were expressed about the United States; as re- 
ntly as the 1960s, the French were preoccupied with the 
'conomic défi Americain. Even closer parallels are the rise of 
apan in the 1960s and 1970s and of South Korea in the 1980s 
and 19905, both of which triggered worries about unfair com- 











argued th i 
they feel the b lade at their throat-and that in matters of de- 


etition. And remember Ross Perot's fears of a "giant sucking ing alii kc e exponi. to China. 





ill no longer fight for anything until E 


fence Americans must therefore depend upon themselves. 

If Mr Chirac persists in blocking the new Iraq resolution 
that America and Britain are now seeking, he may be able to 
add the weakening of the Security Council to this hat-trick of 
own goals. He will not be able to stop the war: if Iraq does not 
disarm, the Americans will fight without such a resolution. 
For going it alone they will pay a price, no doubt, both during 
the war and in the rebuilding of Iraq that follows. But they will 
cite as justification both their own security and Iraq's dozen 
years of non-compliance with all the previous resolutions. 
The only thing France will have achieved is to ensure that this 
American president will not trust the Security Council again. 

When Mr Bush took the Iraq issue to the council in Septem- 
ber, the unilateralists in his own administration were aghast. 
They shut up when it passed a unanimous resolution warning 
Iraq of serious consequences if it failed to comply. Now the 
perverse Mr Chirac looks set to prove their original point. A 
body which thinks that "serious consequences" spells *more 
inspectors" does not deserve to be taken seriously. s 






sound" as a low-cost Mexico hoovered up jobs from the Un- 
ited States after the North American Free-Trade Agreement? 

At their crudest, such concerns betray an abject failure to 
understand the economics of trade. Trade is never a zero-sum 
game; it profits buyers and sellers alike. It depends for its bene- 
fits not on competitive advantage, but on comparative advan- 
tage, a crucial distinction. Thus China may indeed be a 
cheaper place to manufacture everything than, say, Japan. But 
that does not mean that all manufacturing will or should shift 
from Japan to China. The central insight of trade theory is that, 
in such a situation, both countries will gain from specialising 
in goods in which they hold a comparative advantage (China 
in low-end manufacturing, Japan in higher value-added 
goods and services, say) and then trading with each other. 

It is also easy for pessimists to overstate the magnitude of 
the problem. For all its rapid growth, China's share of world 
trade is only around 4%—about the same as Italy's. Its trade sur- 
plus, at around $30 billion, is similar to Canada’s and smaller 
than Japan’s, Germany’s or even Russia’s; and it has been 
shrinking. Although China has a big bilateral surplus with the 
United States—as which country does not?—it is running bilat- 
eral deficits with most of its supposedly threatened neigh- 
bours, including South Korea, Malaysia and Thailand. 

Those deficits point to another factor that the fear-of-China 
brigade tends to ignore: the country’s potential as an export 
market. Especially when other economies are stuttering, 
China’s contribution to world demand is vital. Its share of 
world GDP, properly measured, is 12%; but its share of world 
GDP growth last year may have been as high as one-third. AI- 
though much foreign investmentin China is aimed at exports, 
even more is intended to satisfy domestic demand. Far from - 
being flattened by Chinese exports, the rest of East Asia is see- 
olkswagen ^ ye. 











> counts China as its second-biggest market for cars after Ger- 
many. Legend Group, China's biggest computer-maker, is 
mostly supplying rising domestic demand. As WTO member- 
ship opens China's markets to competition, its importance as a 
source of demand will grow. 

None of this is to say that China's rapid industrialisation 
will be problem-free for other countries. The shift from lower 
to higher value-added activities that it necessitates can be 
painful for companies and workers alike. It will be especially 
hard for the East Asian tigers that have only recently moved 
into low-end manufacturing. And some specific factors may 
obstruct China's own economic adjustment—and thus im- 
pose a bigger burden of adjustment on others. 

When a country's economy grows fast and its businesses 
grab markets from rivals, either real wages rise to match rising 
productivity, or the exchange rate starts to appreciate, or both. 
Japan and South Korea experienced both. The effect is to erode 
an initial cost advantage and to ease the burden of adjustment 
in other countries. But in China's case, the pool of underem- 
ployed labour in the countryside and in inefficient state- 
owned enterprises is so vast that real wages may rise only 
slowly. Meanwhile, its exchange rate is fixed against the dollar, 
and protected by capital controls (see pages 63-65). 


Energy and the environment 


A greener Bush 


Little can be done about real wages, although in practice it is 
certain that, even in China, they will eventually rise in line 
with higher productivity-as they have always done else- 
where. The exchange rate is trickier. China's price deflation 
and the dollar's weakness mean that the yuan is actually de- 
preciating in real terms (though it is nonsense to accuse China 
of exporting deflation: its cheap exports are changing relative 
prices, not generating deflation overall. Some have urged 
China to scrap capital controls and float the currency. To do so 
immediately would be to invite a financial crisis, as China's 
banks, laden with bad debts, would collapse under the strain. 
A better idea would be to repeg the exchange rate at a higher 
parity, and move towards phasing out capital controls only 
after the banks' bad-debt problems are resolved. 


A billion blessings 


The focus, though, should not be on such obstacles, but on the E 


great benefits of China's growth. Millions of consumers in 
other countries are gaining from the low prices and high qual- 


ity of Chinese goods. A billion Chinese are escaping the dire 


poverty of the past. Businesses across the globe will profit 


from supplying a vast new market. These are wonders to be 
celebrated, not threats to be agonised over. m 


George Bush deserves praise for his recent environmental moves—but he could be bolder still 


€6"T^HE American way of life 
is not up for negotiation." 
That was the stance struck by 
the elder George Bush at the first 
Earth Summit in Rio de Janeiro 
in 1992. He was responding to 
the thousands of green, anti- 
| | capitalist and other activists 
who were claiming that the United States, then as now the 
world's biggest energy consumer, was also its biggest polluter. 
That makes it all the more striking that his son has just pro- 
posed environmental policies that, he says, will “funda- 
mentally alter the American way of life in a positive way." 

In recent days, Mr Bush has unveiled a vision of a clean-en- 
ergy future based on two ideas: promoting hydrogen and con- 
straining carbon. His administration has declared its unquali- 
fied support for a shift from the internal combustion engine to 
fuel cells, which use hydrogen to produce energy without 
harmful emissions (see page 73). And this week it gathered a 
group of industrialists in Washington to declare their support 
for Mr Bush's policy of pursuing voluntary cuts in emissions 
of greenhouse gases as a way of responding to climate change. 

Mistrustful environmental groups immediately de- 
nounced both policies as chicanery. By talking up a hydrogen 
future that may be many years away, they argued, the presi- 
dent was seeking to distract attention from short-term mea- 
sures, such as the corporate average fuel economy (CAFE) law 
that dictates car fuel-efficiency standards. They point accus- 
ingly at the fact that Mr Bush's vision of hydrogen energy al- 
lows the continued use of fossil fuels such as coal—albeit in a 
cleaner way, by “sequestering” the carbon emissions—and at 





the support he has received from the oil and car industries. As — 


for climate change, they insist that Mr Bush, who summarily 
rejected the Kyoto Protocol two years ago, cannot be trusted to 
push his industrial friends into accepting enough voluntary 
cuts to make much difference to America's rising emissions of 
greenhouse gases. 


Outflanking the greens 

The environmentalists are wrong to be so sceptical. Mr Bush is 
unlikely ever to be a born-again green—or so we must hope— 
but there is no reason to dismiss his ideas for a shift to clean hy- 
drogen just because car and oil companies may benefit. Their 
support is necessary if hydrogen is ever to take off. The shift 
from internal combustion engines to hydrogen fuel cells envis- 


aged by Mr Bush could eventually lead, in the words of a se- - 


nior administration official, to a “low-carbon energy system" 
in America. Moving away from CAFE would be welcome in it- 
self: it is an overly bureaucratic, inefficient law whose objec- 
tives would be better achieved through the tax system. So far 
as climate change is concerned, economical cuts in green- 


house-gas emissions are surely to be welcomed, notwith- - 


standing the continuing controversy over the urgency of tack- 
ling the problem (see page 72). 

Even so, if Mr Bush is to burnish his green credentials, he 
needs to do more to turn fine visions into practical actions. He 
has given a glimpse of the right strategy by declaring that *we 


have a chance to move beyond the...command and control | 


era of environmental policy, where all wisdom seemed to em- 
anate out of Washington, DC...we can move beyond that 
through technology." He is spot on in denouncing an overly 


Amm h 


centralised approach to greenery, and in pushing instead for ^ 






> market-based solutions. The success of pollution taxes in Eu- 
rope and of emissions-trading systems for sulphur dioxide in 
America show that these are a far better way of encouraging 
innovation than technology mandates or direct subsidies. 

On hydrogen, Mr Bush has offered much talk and $1.2 bil- 
lion in public money. That is unlikely to be enough to spur 
industries with hundreds of billions of dollars in sunk assets 
to think of shifting to hydrogen-especially when petrol is so 
cheap. On climate change, his insistence on a voluntary ap- 
proach alone runs counter to the experience of the past de- 
cade, when greenhouse-gas emissions have continued to rise 
despite a string of voluntary initiatives to reduce them. 
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The best way forward, on fuel cells as on climate, would be 
through the use of taxes. A higher petrol tax, or better still a tax 
on all carbon emissions, would mean that the full cost to the 
environment and human health from the use of petrol (and 
other fossil fuels) was reflected in the price. Unlike the CAFE 
law or any other central target, taxes of this kind would en- 
courage the development of cleaner energy without biasing 
energy users in favour of any specific technologies or energy 
sources. Best of all, Mr Bush could use the extra revenues to fi- 
nance tax cuts elsewhere, or to trim looming budget deficits. 
An intelligent green policy that improves America’s fiscal po- 
sition—now that really would be visionary. = 





Road pricing 


Traffic decongestant 


Charging is the right way to go, evenif London’s scheme is flawed 


HREATEN a man’s freedom 

to drive and you strike at the 
core of his being. Anybody who 
doubts that has not been to a 
London dinner party lately. In 
the run-up to its introduction on 
February 17th, the congestion 
charge has overtaken the war as 
a topic of conversation and a cause for complaint. 

From February 17th, drivers entering an eight-square-mile 
patch bounded by Park Lane, Euston Road, Commercial Street 
and Vauxhall will have to pay £5 ($8) between 7am and 
6.30pm on weekdays. Ken Livingstone, London's mayor, 
hopes to cut traffic by 15%, leading to a 25% reduction in traffic 
delays. The net proceeds—expected to be around £120m a 
year—are to be used to improve public transport. 

Other cities have tried similar schemes, but nothing on 
London's scale. It is a measure of the city's desperation that a 
socialist mayor is introducing a practice—road pricing—nor- 
mally advocated by free-market rightwingers, from Adam 
Smith in 1776 to Milton Friedman in 1951. Mr Livingstone is 
brave. If the scheme works, it will be taken for granted, and if it 
fails, he will probably lose the next mayoral election. 

All over the world, people are finding themselves increas- 
ingly bogged down in congestion (see page 51). Governments 
can either choose to leave people fuming in their cars (which 
wastes people's time and pollutes the air) or they can ration 
road space by regulation or by price. Regulation—banning peo- 
ple from driving in certain areas at certain times-is relatively 
clumsy. Rationing by price is more efficient because it allo- 
cates road space to those who value it most. 

Charging people for new, fast roads (the French autoroutes, 
for instance, which were built alongside crowded routes na- 
tionales) is uncontentious. But governments fear that if they 
introduce charges on existing roads, drivers will revolt at the 
idea of paying for something they have been getting for free. 
The Dutch, for example, have been discussing a scheme for 
crowded motorways for years, but no coalition government 
has ever felt that it could hold together in the turbulence that 
would follow such a radical scheme. Even in highly disci- 
plined Singapore, home of the most sophisticated road-pric- 
ing system in the world, citizens have had to be cajoled into ac- 





cepting the latest flexible charging system with reductions on 
other motor taxes. 

Still, if congestion charging can work anywhere, London is 
probably the place. It is the most congested part of Europe's 
most congested country. Since the idea of a motorway box in- 
side the city was abandoned because of local opposition in 
the 1960s, nobody has put forward a better idea for what to do. 
And Mr Livingstone can claim a mandate to try congestion 
charging: it was part of his pitch to the voters before he was 
elected two years ago. 

Some criticise the charge on the grounds that it is a flat tax, 
and therefore regressive. That doesn't wash. Most weekday 
drivers in central London are affluent. Poorer people tend to 
use the public transport systems that will benefit from extra 
spending. Other critics complain that the charge is unfair on 
particular groups—small businesses, for instance, and parents 
living just outside the zone who find themselves paying £25 a 
week just to take their children to school. That's true, but if the 
overall effect is good enough, it is worth a bit of injustice. 


Don't give up 

There are more serious grounds for worry. The crude technol- 
ogy, based on cameras reading number-plates, may not work. 
The charge may have little impact, since people who have 
company parking-spaces or are prepared to pay parking fees 
of as much as £20 a day will hardly balk at another £5. If it 
makes a difference, it is likely to divert cars from central Lon- 
don (where the traffic is already inhibited by high parking 
charges) to areas that are even more crowded outside the zone. 

Even some of those who support road pricing argue against 
Mr Livingstone's scheme on the grounds that its flaws could 
lead to failure, and that if itis abandoned it will set the cause of 
road pricing back by ten years. But if it does not work at first, 
the correct response is not to give it up, but to change it—raise 
the charge, widen the area it covers, switch to better, satel- 
lite-based technology, which would allow flexible charges ev- 
erywhere within the M25 motorway encircling London, and 
indeed on that overcrowded motorway too. 

With their awful commuter trains and creaking under- 
ground, Londoners are used to failures in their transport sys- 
tem. That is no reason to shirk a bold attempt to make things 
better, nor to retreat if it does not work at the first go. m 
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Letters 





The case against war 


. SIR - Why have George Bush, 
ony Blair, Colin Powell, Jack 

.. Straw, The Economist and 

_ Other assorted worthies not 

. even nearly convinced me 

|. that war against Iraq is desir- 

. able, even if a “smoking gun" 

_ is found ("Burden of proof", 

-February 8th)? I do not doubt 

_. that Saddam Hussein is an 

_ evil and brutal man, who has 

_ been leading the United Na- 

_ tions weapons inspectors a 

. merry chase. I have few 

doubts that he has chemical 

. and biological weapons 

_ stashed away somewhere. But 

none of these is a casus belli. 

_ ANTHONY RALSTON 

oS London 


| Si - It is insulting to state that 
those of us who oppose a war 
vith Iraq “prefer to shut their 
yes to future danger" (^On 

1e brink of war", February 
st). We have our eyes wide 
pen and see the possibilities 
f future danger very clearly. 
Ve simply believe that the 
egative effects of a war, in- 
uding many thousands of ci- 
ilian casualties and the 
kelihood of increased terro- 
sm, are worse than the fu- 
ire danger. One could just as 
asily say that The Economist 
prefers to shut its eyes to the 
likelihood that thousands of 
nnocent Iraqi civilians will be 
.. killed. That, of course, is not 
true and therefore not worth 

- Saying—just as the quote 
-above is of no value. 

_ GILBERT HEROD 

- Carmel, Indiana 


















|. SIR - You cite NATO’s inter- 

' vention in Kosovo as a prece- 
. dentfor the West invading 

. Iraq without Security Council 
. authorisation. The analogy is 
. inappropriate. NATO bombed 
- Serbia to prevent genocide, 

. not to destroy an unproven 

_ threat to western security. 

- Slobodan Milosovic fell from 
_ power not because of NATO 
_ bombs but because of his sub- 













stitution to give himself 
nother eight years in power. 
nically, were Mr Bush and 
Blair proposing a “regime 
ange" war with Iraq on Ko- 
ovo-type humanitarian 








quent attempt to amend the 


grounds—albeit without UN - 


authorisation—then there - 
would probably be more pub- 
lic support on the left, if not 
on the right. 

JOSEPH PALLEY 

Richmond, Surrey 


Mexico’s seat 


SIR - You mention that “for 
the first time Mexico sought 
(and won) a seat on the UN 
Security Council" (“A maver- 
ick departs", January 18th). 
Mexico has had a seat on two 
previous occasions. The first 
was after the organisation offi- 
cially came into existence in 
1946; the second in 1980-81. 
ALMA ROSA MORENO 

Mexican ambassador 

London 


Fair copy 


SIR - Copy protection is a 
blunt instrument that lets pub- 
lishers limit how you can use 
a work (“A radical rethink”, 
January 25th). When copying 
content had the cost structure 
of the printing press—high 
set-up and low marginal 
costs—copyright made sense. 
Copying was almost entirely 
done in large batches making 
temporary monopolies eff- 
cient and natural, Reproduc- 
tion was clearly a commercial 
act and was hard to conceal. 
Prohibiting copying did not 
limit consumers’ actions 
much. Each of the three par- 
ties—creators, publishers and 
consumers—knew they 
needed the other two, so the 
social contract was clear and 
widely supported. 

Digital distribution re- 
moves the high set-up costs 
and everything else changes 
with it. Copying is practical 
and often done in small 
batches without a commercial 
purpose. Creators and con- 
sumers still need each other 
but the publishers' primary 
business activity, making 


physical copies, i isno longer 





ce: consumers often 
face situations in which the 
law prohibi actions they 
would otherwise take and 
support for the old social con- 





t tract is crumbling. We have no 











| tries. Eventually, anew Koad 


contract and economic model 
will emerge but until we have 
a consensus about what the 
contract is, we will not know 
what laws will support it. 

DAN UPPER 

Corvallis, Oregon 


SIR - You suggest that legal 
backing should be provided 
for copy-prevention technol- 
ogy in return for a shorter 
term of copyright. However, if 
the means to copy a work are 
unavailable then the public 
can never make a copy, re- 
gardless of legal status. "Fair 
use" is eliminated and copy- 
right is effectively perpetual. 
Nobody has yet produced 
an effective copy-prevention 
system but this will change. 
Computers will be fitted with 
a device that will refuse to de- 
crypt films or soundtracks un- 
less the player program has 
been authorised by the pub- 
lisher. Future laws must not 
just set limits on copyright, 
they must also set limits on 
copy prevention. Once a work 
is no longer in copyright the 
publisher should be required 
to make unprotected versions 
available. If we do not limit 
the scope of copy-prevention 
technology then we face a 
world where individuals can 
only gain access to informa- 
tion at the whim of its creator. 
PAUL JOHNSON 
Chelmsford, Essex 


Big v small 


SIR - Charlemagne makes a 
strong case for giving Europe's 
big countries more voice in 
forming European Union pol- 
icy (January 25th). However, 
bigness confers power but it 
does not confer rights. Democ- 
racy is not purely about ma- 
jority rule, itis about pro- 
tecting the rights of the 
minority. The mechanisms in 


- some international institu- 


tions, including the Eu, can al- 
low a handful of “smalls” to 
obstruct things, not always for 
the greater good. However, 


most smalls are as concerned _ 
about the world's greater good 


as any big counny Froma 





the smalls of Europe. Best of 
luck in your efforts to ensure 
that the EU represents the i in- 
terests of all Europeans. 

MARK SPEECE 

Bangkok 





Staying in London 


SIR - Your article on invest- 
ment banking includes a quite 
extraordinary assertion: 
“some American investment 
banks are now talking about 
pulling out of London en- 
tirely: Goldman Sachs is the 
name most often churned out 
by the rumour mill” (*Good- 
bye to the city”, February 8th). 
Let me be very clear. Gold- 
man Sachs has absolutely no 
intention of leaving London. 
London has been central to 
the global success of this firm. 
We have some 4,000 people 
based here and our business 
has been consistently profit- 
able. Goldman Sachs intends 
to be a major presence in the 
City of London for many 
years to come. 

PETER WEINBERG 

Chief executive officer 

Goldman Sachs International 
London 


Naked ambition 


SIR - What sort of belligerent 
policies do I have to espouse 
to persuade 30 or so naked 
women to demonstrate 
against war on the grass out- 
side my window (“Emperor, 
shedding clothes?”, January 
18th)? Although the article 
which the photograph illus- 
trates concerns public opinion 
in America, the scene looks 
very like the South Downs in 
southern England, near where 
i once lived. Would you be 
kind enough to print an en- 
largement in a subsequent is- 
sue; I may discover that I 
know some of the protesters. 
PHILIP INMAN 

Debrecen, Hungary 9& 
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Economic Regulation in 
Electricity, Gas and Water 


IPA Energy Consulting works at the forefront of designing 
| and implementing liberalised electricity and gas markets for 
Governments and Regulators, and providing analysis for 
major energy and utility companies. IPA is based in the 
beautiful city of Edinburgh - www.edinburgh.org. 









The quality of our work and originality of thought continues 
to create significant growth. We need further high calibre 
staff who have practical experience in regulation, preferably 
|. with a major utility or industry regulator in electricity, gas or 
| water. 























Visit out website — www.ipaenergy.co.uk - for 


further information 
(or fax! e-mail Shona Harcus on +44. 131.220.6440/ 
=- shona.harcusQipaenergy.co.uk 

if you do not have internet access) 


To apply you must have the right to live and work in the EU. 
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successfully on the world stage. 


industry would be preferred. 









LEADERS unlimited 


| Executive Search Excellence 
Economist February 15th 2003 





s leading companies and a major foreign exchange earn 


The candidate: The ideal candidate will have proven experience in leading and motivating a management team ina 
manufacturing environment; a strong marketing and commercial orientation and sound financial acumen. A technical university 
degree or similar qualification and intellectual ability is essential. Experience in chemicals manufacturing or other procesi 


Remuneration will be market related and includes a performance bonus, a large air-conditioned house, company car, etc. 


Interested? Contact John Parsons, Leaders Unlimited-Korn/Ferry Internationa 
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Senior Economic Analyst 
Salary to £50k plus car and excellent benefits 
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IGD is in the knowledge business. It sits at the heart of the European and Global food 
and grocery industry and is the only organisation in the world that has members 2 
from ail parts of the food and grocery market - retailers, caterers, wholesalers, - 
manufacturers and farmers. Our enviable position brings with it unique refationshi 
with industry leaders across the globe allowing us to keep close to the latest - 
developments and issues. 


The role 
A lead player in a large team of retail and business analysts. Providing thought leadership 
on strategic developments across the food and grocery industry from fam to: consumer. : 
Lead author for strategic analysis in the sector involving scenario building and. D SE 
forecasting. Networking at highest levels and briefing Boards within the food industry 
and investment community. Opportunities for international travel. SEDE 






















Key Requirements 
* University degree and possibly a relevant post graduate qualification, 









* Minimum of 5 years relevant professional experience. 
* Excellent numeracy skills - economic modelling plus macro-economic understandi 


* Fluency in spoken and written English including excellent writing abilities Pur 
reporting research documents, business reports: uide speeches, 






vit skill with an ability to mee 


See www.igd.com/jobs 


he Magadi Soda Company extracts and processes soda ash at Lake Magadi, 115km south west of Nairobi, Kenya. Magadi Soda, 
` 48 a subsidiary of the British Brunner Mond Group, is one of Kenya’ 
is a substantial contributor to Group turnover of £175m pa and employs a staff of approximately 500. The company has steadily imp 
the capacity and quality of its production, and plans further major investments to entrench it as a world-class supplier of soda ish 


Managing Director 


Magadi Soda Company (Kenya) 


The position: The immediate challenge of this position will be to improve profitability whilst bringing on stream major new 
developments to improve the purity of the product. The Managing Director will be expected to provide leadership to a competent. 
and enthusiastic management team, making Magadi Soda a customer-focused market-oriented business, able to compet 























PO Box 784657, Sandton, 2146, South Afri 
Tel. po 7221600; Fax 42711 72216 






ee F M TREASURY | 
FINANCIAL SERVICES AUTHORITY: CHAIRMAN 


:. The Treasury is seeking to appoint a new Chairman of the Financial Services Authority, the single regulator of the financial 
services industry in the UK. The financial services industry plays a key role in the UK economy and has a direct effect on the life 


d i of every UK citizen. l 
The Chairman of the FSA will be responsible for leading the Board of the FSA in delivering the FSA's four statutory objectives: 
* To maintain confidence in the financial system; 
* To promote public awareness of the financial system; 
* To secure the appropriate degree of protection for consumers; 
* To reduce financial crime. 


The Chairman will be supported by a Chief Executive, which will be a new position in the governance structure of the FSA. 


| The person required for this demanding role will be of undisputed integrity, standing and authority. Candidates need to have 
j| had a strategic leadership position in a large complex organisation whether inside or outside the financial services industry, or 
]  inarelevant area of public policy. A commitment to securing effective regulation on behalf of consumers and firms is essential. 










[x . All appointments are made on the basis of equal opportunities. Applications are particularly welcome from under-represented 
groups, including women, members of ethnic minority groups and disabled people. It is Government policy that those taking 
on appointments should be selected on merit through open processes. 


To apply: 
For an application form and role description please email FSA- intments@hm-treasury.gsi.gov.uk or contact Victoria Robb, 
Financial Stability and Markets Team, HM Treasury, 4/16, 1 Horse Guards Road, London SW1A 2HQ. Fax: 020 7451 7524. 


A Braille or taped copy of the role description is available on request. The closing date for applications is 5pm on Monday 10 
larch 2003. 












IDRC 3t CRDI Challenging International Positions in Research for Development 


dea 7 The International Development Research Centre (DRC) is one of the leading institutions in the world concerned with generating and applying new 
gee aes d ipsis edat knowledge to meet the challenges of international development. IDRC supports research in developing countries on key problem areas and builds 

i id oen NEES — international networks to share and apply this knowledge. IDRC is a Canadian Crown Corporation, headquartered in Ottawa, with Regional Offices located 
in Africa, Asia and Latin America, 


Chas 3 positions to fill: 
xecutive Director, International Model Forest Network Secretariat (IMFNS), Ottawa (Ref: PO-838) ($81,711 - $96,117) under review 
g Executive Director IMFNS provides strategic intelligence, intellectual leadership and direction in the overall management of IMFNS personne! (4 full time staff and a number of expert consultants), and in building capacity, 


partnerships, and support for the global network of Model Forests. The ED is accountable to the Board of the IMFN which is comprised of representatives of the sponsoring Canadian partners. The ED is directly responsible 
fora program budget of CAD $1,5 to $2.0 Million per year. 


|. The successtui candidate wil have: 

| +a Ph.D or equivalent in a field relevant to the work of IMFNS + a minimum of ten years of professional experience including extensive experience in field(s) related to the issues and challenges posed by Model Forests and 
| network development « proven managerial experience including finance and human resources management + working experience in a developing country * English and French are essential 

| . Senior Program Officer/Specialist, Community-Based Natural Resource Management (CBNRM), Regional Office for East and 

| South-East Asia, Singapore (Ref: RO-A05) ($55,843 — $80,113) under review 

: " The Senior Program Specialist will initiate, develop, evaluate and manage projects, and perform other professional activities in close collaboration with other members of the program team located in Singapore, New Delhi and 
.  inCanada. This task requires a strong background in implementing and supervising applied interdisciplinary research and a commitment to a collegial team working environment, 

| The successful candidate wil have: 

: . *@ Ph.D. or equivalent in a field relevant to the work of CBNRM +a minimum of 8 years of related experience in a natural or social science (promising candidates with less experience may be considered) « a familiarity with 
‘| participatory research methodologies, and the application of both quantitative and qualitative tools to data acquired under the constraints which typically prevail in developing countries + working experience in a developing 
] Country, preferably in Asia « fluency in written and oral English and knowledge of French, knowledge of one Asian language would be an asset. 

I Senior Program Officer/Specialist in Rural Water Management, Ottawa (Ref: PR049) ($55,843 - $80,113) under review 

| The People, Land and Water (PLaW) Program Initiative supports research and development activities that help communities enhance their food and water Security through equitable, productive, and sustainable use of land 
and water resources in Africa and the Middle East. The Senior Program Specialist is expected to provide intellectual leadership in the field of rural water management and related aspects of the Program Initiative and to manage 
a portfolio of projects with a large degree of independence and discretion within the policies of the Centre and the plans set out in the PI prospectus. 

The successful candidate will have: 

sa Ph.D or equivalent in a field relevant to the work of PLaW » a minimum of 8 years of related experience including a background in research and research management in the field of water management for rural livelihoods 
(promising candidates with less experience may be considered) « experience in environment and natural resources management sciences + a strong rural water management perspective with a demonstrated familiarity with 
participatory research approaches * working experience in a developing country, preferably in Africa and/or the Middle East « fluency in written and oral English and knowledge of French is essential, Knowledge of Spanish 
Would be an asset. - nos TA 














je ts qualifications and experience. We offer a very competitive benefits package, and relocation assistance, if necessary, will also be provided. e 
PO-838 RO-A05 or PR-049 no later than March 7, 2003, by e-mail to: competitions @idre.ca, or by fax to (613) 238-7230. Mailed applications should be sent to: Human Resources, 


e postions please visit our website (httpifmwwidrc.calcareers) 
















Executive Focus 


C a Al N STATISTICS COMMISSION 


The Statistics Commission was established in 2000 to advise on the quality, quality assurance and priority-setting for National Statistics, 
and on the procedures designed to deliver statistical integrity, to help ensure National Statistics are trustworthy and responsive to public 
needs. It is independent both of Ministers and of the producers of National Statistics. It operates in an open and transparent way, making 


its operations publicly available for scrutiny. 


The Commission consists of a chair and seven members and is based in London. 


Role of Chair 


The Commission is seeking applications for the post of Chair. The appointment 
will be for three years, has a commitment of five days a month on average and 


receives an annual salary of £28,000. Key aspects of the role include: 


e Determining the strategic direction of the Commission and the allocation of 
the Commission's resources. 


Continuing to raise the profile and authority of the Commission with its 
stakeholder groups. 


Securing effective channels of communication with the Government and the 
National Statistician. 


Maintaining and developing strong relationships with users and producers of 
National Statistics. 


Acting as the Commission's primary spokesperson with the press and 
the public. 


HM Treasury will be responsible for the appointments process. HM Treasury is committed to the principles of public appointments based 
on merit with independent assessment, openness and transparency of process. Political activity will not be a barrier to appointment but 
candidates must subscribe to the objectives of the Statistics Commission. We welcome, in particular, applications from suitably qualified 
women, disabled people, and members of ethnic minority groups, who are currently under-represented on the boards of public bodies. 







Director General Appointments (2) 
£89,085 - £126,816 


DFID, is committed to eliminating poverty in poorer countnes through achievement 
of the Millennium Development Goals. To achieve this we work in close partnership 
with governments and international organisations 


The Department is widely regarded internationally as being at the leading edge 
of best practice in promoting development and eliminating poverty; it is the 
responsibility of the senior management team to keep it there. 


The Department's headquarters are in London and East Kilbride. We are seeking 
to fill two posts which may be based in either location 


The successful candidates will be members of the Department's Management Board 
Their responsibilities may be modified from time to time to reflect changing priorities 
The post holders will need to be flexible and responsive to these changes 


Director General, Policy & International 


The Director General, Policy and International, supervises DFID's Policy and 
International Divisions. These Divisions are responsible for the promotion of coherent 
policies towards developing countries, for our research programmes, for our 
relations with the UN system, the International Financial Institutions, the European 
Union and the Commonwealth, and for conflict and humanitarian policy and 
operations. Familiarity with international development policy issues is essential 


Director General, Corporate 
Performance & Knowledge Sharing 


The Director General, Corporate Performance and Knowledge Sharing is responsible 
tor DFID's three central Divisions: Finance & Corporate Performance, Human 
Resources and Information, Knowledge & Communications, and for its Evaluation 


INVESTUR D* PRLS 
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Qualifications 


The successful candidate need not be a professional statistician but must have 
a high level of numeracy and be able to demonstrate experience of working with 
statistics, an understanding of their value and use, and some understanding of 
statistical methodology and terminology. The successful candidate must also 
show strong leadership skills; excellent communication skills including the ability 
to maintain and develop effective relationships with a number of external 
stakeholders; and sound judgement and the ability to take an independent and 
objective view with an awareness of the needs and concerns of stakeholders. 


An information pack on this position, together with an application 
form, can be obtained by contacting Simon Page or Zoe Laird at 
Egon Zehnder International, telephone: 020 7943 4876. Applications, 
including a supporting letter, a full CV and details of three references, 
should be sent to Simon Page at Egon Zehnder International, 
Devonshire House, Mayfair Place, London W1J 8A), fax: 020 7943 4874; 
or by email to app2@ezi.net. Closing date for applications: 10 March 2003. 
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London/East Kilbride 


Department. An interest in development issues and familiarity with large-scale 
management and delivery challenges is essential 


We may offer the successful candidate a fixed term or permanent contract and 
we are happy to consider candidates on secondment. Based on proven performance 
in the job, the normal salary range quoted above may extend to a substantially 
higher fiqure for the very top performers 


The successful candidates would need to start by mid-April 2003 or as soon 
as possible thereafter 


Assistance with relocation may be available subject to negotiation. 


DFID is an equal opportunities employer and applications are welcomed from 
all parts of the community and we actively encourage interest from women, 
ethnic minority groups and those with a disability. Interviews are likely to be held 
in the week commencing 17 March 2003. To be eligible, candidates should 
be Bntish or Commonwealth citizens or nationals of member states of the European 
Economic Area. The successful candidate will have to satisfy the British 
Government's developed vetting procedures. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website at www.dfid.gov.uk Alternatively e-mail 
dfid-recruitment(dfid.gov.uk to request an application pack quoting reference 
DG(CS)/DG(PIP). 


Closing date: 28 February 2003. 


Working to eliminate global poverty and promote 
sustainable development 


SERVICE 


Department for 
international 
Development 


~ www.dfid.gov.uk „A 











Executive Focus 


% INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 


Via del Serafico No. 107, 00142 Rome, Italy 
Fax: +39 06 5043463, E-Mail: vacancy@ifad.org 


COUNTRY PORTFOLIO MANAGER (P-5) 


DUTIES AND RESPONSIBILITIES: Under the general supervision and policy guidance of the 
Director, Africa 1 Division, Programme Management Department, the incumbent will work 
independently, managing the IFAD programme and projects in the countries assigned. In particular, 
the incumbent will be responsible for: 

* Strategic analysis of country-level poverty reduction opportunities, policy dialogue, and 
development of stakeholder co-ordination and partnerships, 

* All phases of the project and programme design, development and management of the project 
cycle from country strategy analysis, inception, formulation, appraisal to implementation in 
compliance with IFAD's mandate and goals. 

* Arrangements for co-financing with co-operating institutions. 

* Loan and negotiation with borrowing donor governments in accordance with IFAD's 
lending policies and criteria. 

. tion of project reports and other documentation support to programme and project 
implementation for achievement and measurement of impact. 

* Integrated management of country portfolios including loans, research grants, grants to NGOs and 
stakeholder consultation mechanisms. 

* Contribution to knowledge management systems in key areas of rural poverty. 

* Providing leadership in teamwork. Leading missions, when necessary; selecting and supervising 
technical consultants. 

* Making presentations to decision-making bodies, including OSC and Executive Board of IFAD. 
* Coaching and guiding staff under his/her supervision. 

* Any other duties as assigned by the Supervisor. 


QUALIFICATIONS AND EXPERIENCE: 

Education and experience: The position requires advanced university degree in rural development, 
, economics or related studies. Over 10 years of professional experience of which at least 

5 years at international level within the United Nations Common system and/or international 

development/financial institutions, including experience in the areas of design and/or supervision of 

rural development projects, as well as loan and grant preparation. 

Requirements: Computer literacy. Commitment to the problems of the rural poor and openness to 

learning combined with creativity and ability to work in a team environment. Outstanding 

communication skills, analytical ability and understanding of socio-economic issues and both 

regional and global trends. 

Languages: Full command of French is essential, working knowledge of English an advantage. 


Please forward your application in duplicate to Personnel Division no later than 14 March 2003. For 
more details please visit our web-site at www.ifad.org. Please note that any application received by 
IFAD after the deadline will not be considered. 


cations anticipated, only short-listed candidates will receive an acknowledgement 
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Executive Director 


Competitive salary + Benefits Based in Brighton, UK 


The International HIV/AIDS Alliance is o non-governmental organisation that 
assists communities to play a full and effective role in the global response to AIDS. 
Established in 1993, the Alliance has supported programmes reaching tens of 
millions of people in over 40 developing and transitional countries, working with 
over 2000 portner organisations. 


The Alliance is looking for a credible, influential and determined individual to serve 
as its chief executive officer. As Executive Director your authority will be equal to 
your responsibility, You will be responsible to the Trustees for every aspect of the 
world-wide work of the Alliance including policy, strategy and programme direction. 


You will oversee the development and implementation of operotional plans ond 
represent the Alliance to extemal audiences. Working closely with the Alliance's 
professional, committed team and with partners and donors you will ensure the 
organisation's continuing success. Your powerful communication skills will enable 


you to influence decision-mokers ot the highest level. You will also be an 
inspirational leader with proven senior management and strategic skills and a 
strong commitment to developing the work of the International HIV/AIDS Alliance. 


Fluency in French or onother major international language would be an asset. 
Qualified candidates living with HIV/AIDS and qualified women are particularly 
encouraged to apply. 


To apply for this position, please contact Wingyee Chan at: 
Charity Recruitment, 40 Rosebery Avenue, London ECIR 4RX 

Tel. 00 44 (0) 20 7520 2212 

Email we@charityrecruit.com or you can download the information 
pack by visiting our website: www.charityrecruitment.co.uk/alliance 


Closing date: 7 April 2003 
First interviews: Mid June 


Li 
Final Interviews, international 
Brighton: 17/18 July — ( 
Registered Charity number: — 


1038860 Supporting Community Action on AIDS in Developing Countries 








The Eurasia Foundation 


The Eurasia Foundation (EF), an international non-profit 
organization supporting the development of civil society and 
private enterprise in the countries of the former Soviet Union, is 
accepting applications for the following positions: 


* Regional Vice President for Central Asia; 
* Regional Vice President for the Caucasus; 
* Country Director for Armenia; 

* Country Director for Azerbaijan. 


The Regional Vice Presidents will be located in their respective 
region and will oversee the work of all Foundation programs in 
their region. As the Foundation's key representative and 
decision-maker in the given region, the Regional Vice President 
leads the strategic programming, evaluation, and outreach 
activities - ensuring program consistency and optimum 
effectiveness in the region - and broadly represents the interests 
of the Foundation with donors and partners. The Country 
Directors are responsible for specific program design within 
their country, grants management, evaluation, and local staff 
and office management. 


Requirements: 

Previous field experience in the former Soviet region required 
and program management experience; fluency in written and 
spoken English as well as high degree of proficiency in Russian. 
For the Regional Vice President positions, at least ten years 
professional experience in business, nonprofit, academic or 
government sectors required. 

Preferences: 

Graduate degree in the area of public policy, economics, or 
business management; proficiency in local country language. 
No specific citizenship requirements. All qualified candidates 
welcome to apply. 


For more details: www.eurasia.org 


IDS M 


institute of Development Studies 





Director 





Institute of Development Studies 


IDS invites applications for the post of Director, to be taken up in 
July 2004. The Institute, located at the University of Sussex, England, 
is recognised as a world leader in development research, policy 
advice, teaching and training, and information services. 


The new Director will build on the rapid growth of recent years 
under the leadership of Dr Keith Bezanson, who will retire in 

June 2004. 

You will have the vision and skills to ensure that IDS, which now has 
over 200 staff and more than 100 postgraduate students, continues 
over the next decade to make its unique contribution to the better 
understanding of poverty reduction and other salient 

development issues. 


The Director should have international experience and command 
respect in both academic and policy circles. You will need strong 
leadership and management qualities, along with a high level of 
personal energy, commitment, entrepreneurial flair and 
communication skills. 


The appointment is for five years, renewable, with an attractive 
salary and benefits package. 


IDS is a registered charity and an equal opportunities employer. 
Recruitment is on an international basis. 


For further information, including how to apply, please contact the 
confidential email address: idschair@sussex.ac.uk 




























Applications close on 14 March 2003. 

Institute of Development Studies at the s 
University of Sussex, Brighton, UK. We 
www.ids.ac.uk "T 
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Executive Focus 


Chief Technical Advisor - Capacity Building For Decentralized 


Service Delivery Project Addis Ababa, Ethiopia. 


Responding to the emerging challenges associated with state transformation, 
the Government of the Federal Democratic Republic of Ethiopia has established 
the Ministry of Capacity Building to plan, co-ordinate and monitor a National 
Capacity Building Program (NCBP). 


As part of the implementation process, the Government has received a credit 
from International Development Association to establish and run the Capacity 
Building for Decentralized Service Delivery Project, and it's through this funding, 
that you will join us. 


A major focus for the NCBP is civil service reform. You will oversee the full 
implementation of a Civil Service Reform Program, bringing international 
expertise, and experience, in planning, co-ordinating and monitoring such 
programs. The main elements are co-ordination and change management, 
resource management and control, and transparency and accountability - 
as well as performance and service delivery improvement - and you will 
ensure these are carried out in line with the considerable capacity needs 
of institutional transformation across all spheres of Ethiopia's federal system. 


Reporting to the State Minister of Capacity Building responsible for this reform 
program, you will take on both short and medium-term tasks - with your 


immediate priority being to aid the Minister in transitioning relevant institutions, 


from the prototyping phase to the full reform implementation. So supporting 
transition strategy will be a primary focus, and you will also be responsible 
for CBDSD implementation support and quality assurance, and assist 
in the design, preparation and implementation of the Public Sector Capacity 
Building Program. 


2 Senior Directors 








You will need a PhD or MBA in Economics, Public Finance, Public Policy 
or Public Administration - or equivalent — and at least fifteen years’ practical 
and/or managerial experience in public sector settings, comprising significant 
experience implementing complex public management reforms particularly 
in a developing country environment. A track record of intellectual and 
professional leadership in one or more public management fields — including 
civil service reform, performance improvement and measurement, restructuring 
and functional review, and change management - is also important. 
Strong negotiating and communication skills, a high degree of credibility 
evidenced preferably by effective ministerial level dealings, and a strong 
commitment to sharing expertise and experience in order to develop others 
are also pre-requisite, and you must offer innovation, creativity in problem 
solving, and a background in federal system of government, ideally gained 
in Ethiopia. 


You will join the CBDSD under a renewable contract on a long-term, residential 
basis for a period of 12 months. Upon satisfactory performance, your contract 
will be extended for the second phase, covering another two years. 


To apply, please address the job requirements above and send your application - 
quoting Ref. CTA 01 - to The Ministry of Capacity Building, Mr. Kumlachew 
Aberra, Director, Civil Service Reform Program Office, P.O. Box 5517, 
Addis Ababa, Ethiopia. You can also call 251-1- 55 01 02, fax 251-1- 57 24 72 
or e-mail cspptms@telecom.netet Full details about this position (TOR) can be 
found from or any queries can be sent to Mr. Kumulachew Aberra. 


Closing date - 7 March 2003. 


£46,000 - £57,000 pa (negotiable depending on experience) - Based in London 





Amnesty International (Al) is a worldwide organization campaigning on human 
rights issues. The International Secretariat in London is the movements centre for 
international research, campaign action and policy making. It employs over 400 
staff across international, regional and resource programs. As part of an extensive 
change process the International Secretarial has been reorganized and the 
management system is being restructured to strengthen leadership, delivery and 
accountability of all staff. To this end, Amnesty International wishes to appoint two 
new Senior Directors, who together with the Secretary General and the Executive 
Deputy Secretary General will form the senior leadership team 


Senior Director (Movement Support) 


You will be responsible for leading the preparation and implementation of a 
movement wide strategy for membership development and growth; promoting the 
understanding of development as a challenge for the entire Al movement; leading 
the implementation of human rights education to strengthen Al's role 

in the global human rights movement; and participating In the corporale 
management of the International Secretariat. Ref: 0$G/03/02. 


For further information and to apply online, please visit our website 


www.amnesty.org/jobs or fax (+44) 20 7413 5822 quoting the above reference. 
Closing date: 6 March 2003. Interviews: Week commencing 31 March 2003 


niérnational active 


The International Secretariat of Amnesty 


promotes cultural diversity and equal opportunities 
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Senior Director (Regional) 

You will be responsible for providing political advice on regional operations; 
leading the planning, development and implementation of regional strategies; 
overseeing regional programs, including the application of policy, research, action 
and development standards; and participating in the corporate management of the 
Internationa! Secretariat. Ref: 0$6/03/03. 


As a key member of the senior leadership team, you will report directly to the 
Secretary General. Your vision, leadership and team spirit must be complemented by 
personal confidence and professional expertise in your field. You will have had 
significant experience at a senior management level and must be able to work 
collaboratively, making decisions swiftly and effecting Strong delivery. You will be 
recognized as a leader in your field; have a number of years of experience in 
innovative application of your expertise; bring commitment and energy to match the 
weight of your responsibilities; and offer demonstrated capacity to motivate and 
empower others 






amnesty - 
international < 


international Secretariat 


Executive Focus 


THE CENTRAL ELECTRICITY BOARD has embarked upon a major restructuring of its Finance 
Department and is inviting applications from high calibre professionals for a challenging post of 


CHIEF FINANCIAL OFFICER 


This is a Senior executive management appointment reporting to the General Manager of the CEB 
with total responsibility to the Board of Directors for the financial management and control of a 
strategic sector of the economy. 


THE CENTRAL ELECTRICITY BOARD 
REPUBLIC OF MAURITIUS 


The selected candidate will be called upon to assume overall responsibility for the financial 
functions of the organisation, encompassing. inter alia, the following 
To be responsible for cash flow, funding operations, treasury services, asset management 
and risk managements 
Managing the financial implications of the enterprise risk profile and loan terms 
Ensuring that the profits of the organisation are protected through proper and thorough 
financial analysis and controls 
Qualifications and skills 
Appropriate qualification in Accounting and registered member of a professional accounting 
institution 
A post graduate qualification in Management or M.B.A. (Finance). 
At least 5 years of proven commercial/operational experience at a Senior Management level. 
Strong IT background and proficiency in working with accounting packages. 
Ability to display strong personal qualities of leadership, integrity and professionalism and 
innovative managerial skills 
- Electricity Utility experience highly desirable 
Remuneration and Benefits 


The right candidate will be offered a renewable contract carrying an attractive package to 
commensurate with his/her qualifications and experience 

Interested persons should send their applications with a detailed C.V. highlighting their 
qualifications, experience and significant achievements with a subject title "C.F.O. Selection" to 
the following address 


The Human Resource Manager 
Central Electricity Board 
CUREPIPE 
before 14th March 2003 
c-mail: raj. gunnoo @ ceb.intnet.mu 
fax (230) 601 1103 
All applications will be treated in strict confidence, Only the best qualified candidates will be 
called for interview 
Interested candidates are invited to visit our website ceb.intnet.mu for further details 


United Nations Relief and Works Agency for Palestine 
Refugees in the Near East (UNRWA) 


Has a key position available for a suitably qualified and 
highly motivated 


Senior External Relations and Projects Officer, P-4, 
to be based in UNRWA HQ-Amman, Jordan. 


Prime responsibilities include developing and implementing 
fund-raising strategies, mobilizing resources, acting as focal 
point on the Agency’s food aid programme, and representing 
UNRWA's needs to several important national donors. The 
maintenance and building of collaborative relationships with 
donor governments and other stakeholders are crucial to the 
success of this position, as are project preparation, monitoring 
and evaluation skills. 


Further information about this exciting opportunity and how 
to apply are available from www.un.org/unrwa/emp/vac.html. 


Applications close 9 March 2003. 








THE UNIVERSITY OF THE 
WEST INDIES 


The Vice-Chancellor 


Applications are invited from suitably qualified 
persons for the post of Vice-Chancellor of the 
University of the West Indies. 


The Vice-Chancellor exercises general supervision and 
leadership of the regional University with three Campuses and 
Centres in all of its 15 contributing countries and is expected to 
direct its academic, administrative and financial operations. 
In 1996, the University implemented new governance structures 
and procedures, w hich devolved greater autonomy and 


decision-making to its three Campuses, particularly in relation 
to first degrees and sub-degree programmes. 


Candidates for this post should have a distinguished record of 
academic achievement, successful administrative experience, a 
capacity to provide leadership and vision to the University and to 
build confidence and support among the region’s public and 
private sectors through successful interaction at high levels. 
Candidates should have a thorough grasp of the potential and 
demands of the multi-campus, regional institution. 


The successful candidate will be expected to assume duties by 


1 August 2004. 


Please submit application, under confidential cover, with detailed 
curriculum vitae and at least. three. references, 
by 14 March 2003 to: Mrs G P Barrett-Sobers, Director of 
Administration/University Registrar, Office of Administration, 
The University of the West Indies, Mona, Kingston 7, 
Jamaica, West Indies, Fax: (1 876) 977-1422; E-mail: 
gbsobers(v uwimona.edu.jm. Visit http://www.uwicentre.edu.jm 
for further information. 








(SA International Plant Genetic 
IPGRI Resources Institute 


The International Network for the Improvement of Banana and Plantain 
(INIBAP) is a programme of the International Plant Genetics Resources 
Institute (IPGRI). The objective of the INIBAP programme is the 
LY À improvement of smallholder banana and plantain production. IPGRI is 
secking candidates for: 











Director, INIBAP 


The appointee, based at the INIBAP headquarters in Montpellier, France, 
will lead and manage the INIBAP Programme and contribute to the overall 
programme and administrative management of IPGRI. The work will include 
running of the Montpellier office, supervising staff, reviewing and 
implementing the strategy of INIBAP, fund raising and extensive 
international travel 





Potential appointees will have a higher degree (preferably doctoral level) in 
a relevant field (c.g. agricultural sciences/biology) and experience in 
research management and networking. They will also have work experience 
in à developing country, good interpersonal skills in a multicultural 
environment, outstanding communication skills (oral and written) in English 
and a good knowledge of French. Potential appointees will also have a track 
record in fund raising and knowledge of Spanish would be an advantage. 
Experience in banana research is highly desirable. 




















Terms and conditions: Initial appointments will be for a period of three years, 
IPGRI offers an internationally competitive salary and benefits package and 
assistance with relocation expenses 


Applications including a letter of application, full curnculum vitae and the 
names, addresses, e-mail and/or fax numbers of at least three referees, should 
reach INIBAP no later than 31 March 2003 and be addressed to: Susan 
Faure, INIBAP, Parc Scientifique Agropolis II, 34397 Montpellier Cedex 5, 
France. Please also quote the source of advertisement 

Tel + 33-4-67 61 13 02, fax: +33-4-67 610334, e-mail § faure@cyiarorg 
website: http://www. inibap. org 

For further information on vacancies at IPGRI, consult the website: 
hitp.//www ipgregiar.org 

IPGRI is an equal opportunity employer and strives for staff diversity in 


FUTURE" gender and nationality. 


HARVEST 
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Special report Dealing with Iraq 


TEES 


When squabbling turns too dangerous 


Far more lies behind Europe's disarray than honest disagreement 


C6"T" HERE are moments in history when 

the judgment and resolve of free na- 
tions are put to the test. This is such a mo- 
ment." America's defence secretary, Do- 
nald Rumsfeld, is quite right: this is such a 
moment. As protesters planned their 
marches in cities across Europe to oppose a 
war with Iraq, and as the United Nations 
Security Council awaited another report 
on Iraq's behaviour from Hans Blix, its 
chief weapons inspector, a huge interna- 
tional row still raged over what best to do. 

Dealing with Iraq's weapons of mass 
destruction is straining the transatlantic al- 
liance, NATO and the European Union as 
few other issues have done. Yet it started 
with an apparently unanimous resolve to 
press Iraq to disarm. How did the 
would-be disarmers end up at each other's 
throats? 

On the surface, the dispute is a practical 
one. All agree that Iraq must be parted 
from its weapons of mass destruction. 
Resolution 1441, passed unanimously by 
the Security Council in November, pro- 
claimed Iraq in material breach of the ob- 
ligations to disarm imposed on it 12 years 
ago after the Gulf war. But it gave the re- 
gime of Saddam Hussein “a final opportu- 
nity" to comply. Failure to do so would 
bring "serious consequences": meaning, in 
well understood diplomatic code, disar- 
mament by force. 

But that was already an uneasy com- 
promise. It spanned those, including a 
number of President George Bush's senior 


advisers, who assumed Iraq could not be 
disarmed except by force; those, like Brit- 
ain and now an increasing number of 
other European governments, who were 
ready to see force used if Iraq refused to 
disarm; those prepared to go along with 
the threat of force in the hope that Iraq 
would finally cave in (or Mr Hussein 
would be dislodged from power) without 
a shot fired; and those who went along 
with a tough resolution only because they 
did not want to see the UN's credibility 
damaged by unilateral American action. 
These last two groups overlap consider- 
ably and appear, for now, to include 
France, Germany, Russia and China. 

Ever since Mr Blix first reported back to 
the council on January 27th, when he con- 
cluded that Iraq “appears not to have come 
to a genuine acceptance...of the disarma- 
ment that was demanded of it," its unity 
has dissolved. America and Britain argue 
that without immediate and full compli- 
ance, Iraq will be in further breach of its 
UN obligations, and force must be applied. 
But France and Germany, abetted by Rus- 
sia and China, are digging their heels in. 


"Project Mirage", indeed 

This week, at the UN, France circulated a 
"non-paper"-not a draft for a new resolu- 
tion, but an attempt to embellish the exist- 
ing one. It was a cut-down version of a sup- 
posedly “secret” French-German plan that 
was leaked, to huge consternation, during 
an informal security meeting of senior 
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American and European officials in Mu- 
nich last weekend. The proposals recom- 
mend, as an alternative to war and a way 
to contain Iraq, a doubling or tripling of the 
number of inspectors there at any given 
time; extra surveillance aircraft, to be sent 
by France and Russia; extra experts and 
translators; and more personnel not just to 
secure the inspectors' bases, but to moni- 
tor and "freeze" sites under inspection. All 
these enhancements, the paper said, 
would “compel Iraq to co-operate.” 

Germany, not a veto-wielding member 
of the council but its current chairman, 
claims to have done a head-count and 
found that 11 of the 15 council members 
support extending inspections, rather than 
resorting to force. Possibly. Plenty of dip- 
lomatic arm-twisting remains to be done 
before a decision is made on any further 
resolutions, and the White House declared 
on February 12th that it was busy discuss- 
ing the wording of a new one. Of the 15 
council members, only five hold a veto 
(America, Britain, China, France and Rus- 
sia). In order to pass, any resolution must 
win nine votes and no vetoes. And though 
Russia and China have aligned themselves 
with France and Germany for now, argu- 
ing that all peaceful solutions must be tried 
first, neither is as rock-solid as France and 
Germany might like. 

What is more, say American officials, 
obvious logical flaws bedevil the French 
proposals. How, for example, might Iraq 
be made to disarm by peaceful means,» 
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* when peaceful means have so patently 
failed over 12 years and 17 previous resolu- 
tions? “Project Mirage”, the name France 
gave to its new proposals, was quickly dis- 
missed by both America and Britain as just 
that. 

Jack Straw, Britain’s foreign secretary, 
says such ideas are a fundamental mis- 
reading of Resolution 1441. The onus is on 
Iraq to disarm, not on the inspectors to 
catch him out; and if he maintains his re- 
fusal to co-operate, how will higher num- 
bers help? Such proposals, claimed Mr 
Straw, “represent the clearest admission 
yet that Iraq is not co-operating.” 

Mr Blix agreed this week that Iraq's 
non-readiness to disarm remained the nub 
of the problem. He summoned missile ex- 
perts to try to determine whether recent 
Iraqi goings-on, including the importing of 
missile engines and the testing of missiles 
beyond permitted ranges, offended 
against Resolution 1441. They decided they 
did. Iraq has now handed him more docu- 
ments about its chemical and biological ef- 
forts, though there is said to be nothing 
new in them, and has agreed at last to let 
U2 intelligence-gathering aircraft fly over 
Iraq, as Resolution 1441 demanded. But al- 
though the inspectors welcome such signs 
of willingness on procedure, they still 
need active co-operation on substance: 
that is, full disclosure of all weapons, ma- 
terials and documents. If Iraq fails to 
change on that score, Mr Blix's report is un- 
likely to get it off the hook. 

That has not stopped France and Ger- 
many claiming that inspections are having 
some effect. Hence their argument, likely 
to be made again after Mr Blix presents his 
report on Friday, that with more time and 
more powers for the inspectors, even bet- 
ter progress could be made. 


The deeper trouble 

All this could be seen as nothing more 
than an honest, if deep, disagreement 
among friends. But the pitch of anger in 
this debate proves there is much more to it 
than that. 

France and Germany were incensed 
when, two weeks ago, Britain, Italy, Spain 
and a clutch of other European govern- 
ments (followed by ten more from eastern 
and south-eastern Europe) affirmed their 
backing for America. Since the Eu had is- 
sued a joint, and more restrained, state- 
ment on Iraq only a few days earlier, this 
was seen as treachery in Paris and Berlin. 

Yet the move to support America was it- 
self a response to events that seemed, to 
others, to be aimed at sabotaging the effort 
to put pressure on Iraq. First came the deci- 
sion—made by Germany's chancellor, Ger- 
hard Schróder, without consulting anyone 
else—to rule out any German participation 
in military action, even under a UN man- 
date. Then followed the long weeks of ne- 
gotiation at the UN, in which America bent 
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over backwards to bring the French and 
others along with Resolution 1441, only for 
France's president, Jacques Chirac, and Mr 
Schróder to try their sudden joint blocking 
manoeuvre. 

In fact, both governments have genuine 
concerns about the course of American 
policy. Unlike Germany, France has not 
ruled out the use of force entirely, but like 
Germany it worries about the effect of a 
conflict on the fragile Middle East, about 
the economic impact at home, and about 
hostility to a war among Muslims, 4m-5m 
of whom live in France. 

Until now, France has always relished 
facing down America more than Germany 
has. But Mr Schróder, too, has recently 
stressed to his party followers that the spat 
can be seen as an issue of “European sover- 
eignty"—in other words, whether America 
alone should be able to determine the 
course of events. France and Germany 
both worry about America's claim to a 
right to pre-emptive action to deal with 
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new threats from terrorism and weapons 
of mass destruction. 

It was Mr Schróder, however, who 
leaked the news that he was working with 
Mr Chirac on new proposals designed to 
avoid the use of force in Iraq. Unfortu- 
nately he leaked it to the press before con- 
sulting either the Bush administration or 
his other allies on its substance, or evi- 
dently his own foreign minister, Joschka 
Fischer, on the timing, thus causing maxi- 
mum offence all round. He then further an- 
gered eastern European governments, 
who will soon be joining both NATO and 
the Eu, by including the Russians (whom 
many of them still distrust) in his consulta- 
tions in preference to them. As one west- 
ern European official summed up the Euro- 
pean end of the row this week: “France 
and Germany do not seem to realise that 
their claim to leadership in Europe does 
not extend to foreign policy." 

Thus a scheme that Mr Schróder had 
hoped might put Germany back closer to 
the mainstream, by coupling it with France 
and Russia, appeared to backfire. His mis- 
handling of the French-German plan on 
inspections, combined with Germany's 
refusal, along with France and Belgium, to 
let NATO begin planning to defend Turkey 
in a war with Iraq (see next story), has 
brought down a barrage of criticism, both 
from his conservative opponents in the 
Bundestag and from virtually all sections 
of the German press. Although the Ger- 
mans largely oppose a war, they also, un- 
like the French, have long thought kindly 
of America, Germany's close ally and 
chief defender during the cold war. NATO 
and the EU, now badly divided by the row, 
are central to Germany's view of where it 
fits in the world. There is now a growing 
chorus for Mr Schróder to step down for 
his poor handling of both Iraq and Ger- 
many's sickly economy. 


France's game 

Mr Chirac faces no such pressures. On the 
contrary, he seems determined to press his 
argument with America to the hilt. He in- 
sists that the argument is really about en- 
suring that the UN retains the ultimate say 
over how to deal with Iraq. But that claim 
is starting to ring increasingly hollow. Hav- 
ing subscribed to a tough resolution that 
was meant to pile pressure on Iraq, Mr 
Chirac's attempts to vary the inspection re- 
gime and to shift the onus on to the inspec- 
tors releases some of that pressure and 
makes the Security Council look indeci- 
sive. If France presses its opposition to the 
point of vetoing any effortto back up Reso- 
lution 1441 with force, then America will 
probably bypass the UN altogether, mak- 
ing it look feebler still. 

Until now, France's allies in NATO 
have seen it as a "bad-weather friend"— 
carping and difficult over many things, but 
ready to help out in a crunch. But Mr Chir- »» 


The Economist February 15th 2003 


Eres 


wm 


ectors 


Thelidea of more 
a diversion 


Colin Powell 


Jha solution 


* ac, who seems to have taken day-to-day 
control of France's diplomacy on the issue, 
appears to see this dispute as a personal 
mission to clip America's wings. He might 
have got away with that if the rest of Eu- 
rope had rallied to his cause. But most of it 
hasn't. As American officials have been 
quick to point out, Europeans are more di- 
vided among themselves than Europeans 
and Americans are. 

Those less inclined to believe in Mr 
Chirac's self-professed high-mindedness 
see France as merely a spoiler. They note 
that France and Russia both have consider- 
able economic interests in Iraq. Russia is 
owed some $8 billion in past debts. And 
both French and Russian companies have 
been striking oil deals with Mr Hussein's 
regime, although agreements cannot be 
implemented while Iraq remains under 
UN sanctions. This week Iraq cancelled a 
production-sharing agreement with Lu- 
koil, a Russian company, possibly in retali- 
ation for earlier comments by President 
Vladimir Putin that Russia could yet 
toughen its stance if Iraq hampered the 
weapons inspectors. 

American officials, for their part, worry 
that France, Germany and Russia want to 
prolong inspections in Iraq as a way of 
simply avoiding the “serious conse- 
quences” of Resolution 1441. They are also 
genuinely put out and frustrated that, hav- 
ing listened to their European allies, in- 
cluding the French, and tried to deal with 
the Iraq problem multilaterally through 
the UN, Messrs Chirac and Schréder now 
appear to be trying to sabbotage these ef- 
forts. Other Europeans worry too that by 
raising the costs to America of operating 
multilaterally, the French and Germans 
are undercutting America’s chief multilat- 
eraliser, the secretary of state, Colin Pow- 
ell, and reinforcing the arguments of those 
in the Bush administration who have long 
held that operating through the uN, and 





even NATO, crimps America’s freedom of 
action. That hard-line camp, with Mr 
Rumsfeld at its head, feels pretty well vin- 
dicated now. 

The damage to European and Euro- 
pean-American ties will not be quickly 
mended. Greece, which currently holds 
the presidency of the Ev, has called an 
emergency heads-of-government summit 
next week, to try to bring Europe back to a 
common position on Iraq. Unless Europe- 
ans can manage that, they will not be lis- 
tened to, goes the argument. But there is lit- 
tle sign that the squabbling countries can 
be induced to agree. And America has 
made it clear that there are some European 
voices it is getting quite tired of hearing. 8 


The row in NATO 


A fractured 
alliance 


The battle of Brussels, 2003 


ER since the cold war ended, critics 
have demanded to know what NATO is 
really for. Now many of the alliance's own 
members are wondering too. At its Prague 
summit, in November, the “most success- 
ful alliance in history" appeared to rein- 
vent itself for a new future. It anticipated a 
global role to help face threats from terro- 
rism and weapons of mass destruction; 
the capabilities such a get-up-and-go outfit 
might need; and new recruits from eastern 
Europe as well as a partnership with Rus- 
sia. Now NATO has stumbled badly, not 
over these fresh and difficult responsibil- 
ities, but over a core treaty commitment: to 
offer help to an ally, Turkey, that feels un- 
der threat. 


The row, at the start, was about when 
NATO should start organising defensive 
measures—sending Patriot air-defence 
missiles, AWACS surveillance aircraft and 
anti-chemical and biological protection 
units—to protect Turkey in the event of a 
war in Iraq. Planning had been held up for 
weeks as France, backed by Germany and 
Belgium, argued that this would lock 
NATO into a “logic of war". Then on Febru- 
ary 12th, the three objectors turned downa 
compromise. Though 16 fellow alliance 
members, out of 19, have no problem with 
the planning, it is scuppered for the mo- 
ment. America’s ambassador to NATO 
said this week that the organisation faceda 
“crisis of credibility”. 

NATO as an alliance will not be in- 
volved in any conflict in Iraq. It was hoped 
that the defensive measures planned-in- 
cluding protection of American bases in 
Europe, and the provision of extra troops 
for Balkan peacekeeping in America's 
place—would pass through on the nod. 
When formal objections were raised, Tur- 
key, which will be on the front line should 
hostilities break out, had little choice but to 
invoke Article 4 of the NATO treaty, oblig- 
ing all allies to consult if any one of them 
feels threatened. But the objectors refuse to 
budge, at least until after Hans Blix, the 
UN's chief weapons inspector, reports to 
the Security Council on Friday. 

Prudent planning for the protection of 
Turkey is not a declaration of war, the 
other allies have argued, but a treaty ob- 
ligation. Germany, itself once a front-line 
state, relied on such protection. Turkey has 
long acted as a "shield for all of Europe", its 
prime minister pointed out this week, and 
should be given the help it has asked for. 
France is anyway already making its own 
military preparations, as are the European 
Union and the uN-in their case, for relief 
efforts after a war. 

Germany, France and Belgium have all 
expressed solidarity with Turkey; they just 
refuse to do anything about it yet. But that 
elevates a "technical" issue to the point 
where alliance solidarity is threatened. Eu- 
ropeans wanted America to consult NATO 
more after the September 11th attacks, 
when the alliance had invoked Article 5, 
committing it to help defend an ally under 
attack. Now that America is doing its best 
to work through NATO, why cause it to 
think again? 

And the damage does not stop there. 
Part of the effort to produce new military 
capabilities, both for NATO and the Eu, re- 
quires countries to pool resources in ways 
they have not done before: to provide 
planes to get troops quickly to trouble- 
spots, and smart communications and 
weapons for them to use. But relying more 
on others requires confidence that every- 
one will be there on the day. Germany, 
France and Belgium have undermined 
that confidence, perhaps fatally. m 


as 


6 Special report Dealing with Iraq 


The view from elsewhere 


We'll help, but um.. 


OTTAWA, SYDNEY AND TOKYO 


Three friends of America try to get their act together 


HE war of words between bits of Eu- 

rope and America, and of Europe with 
itself, has become so all-involving that far- 
ther-flung interested parties are often for- 
gotten. Yet America has other allies in this 
debate who are struggling to decide what 
best to do. We consider the chief three, 
Australia, Canada and Japan: none of 
which, as it happens, has a seat on the UN 
Security Council. 

So far, Australia is the only significant 
country, besides Britain, to have sent 
forces to the Gulf in support of a possible 
American attack. In a place so far away 
from Iraq, with a small defence force al- 
ready stretched by regional commitments, 
the deployment has caused great contro- 
versy. A recent poll showed 60% of Austra- 
lians opposed to sending their troops, with 
only 35% in favour; 76% were against Aus- 
tralian involvement in an attack on Iraq 
without United Nations approval; and a 
less-than-overwhelming 57% supported a 
strike sanctioned by a second resolution. 

This rebuff has shaken John Howard, 
the prime minister, who has backed 
George Bush and Tony Blair unquestion- 
ingly. Traditionally, Australians have 
tended to trust their leaders over when, 
and whether, to commit forces abroad. 
Australia has sent troops to back Britain 
and America in almost every conflict from 
the first world war to the 1991 Gulf war, 
mostly with public support. The Howard 
government announced the deployment 
of aircraft, ships and 2,000 troops to the 
Gulf in late January, when Australians 
were distracted by summer holidays and 
bushfires. Simon Crean, the Labor Party 
opposition leader, promptly told the de- 
parting troops they should not be going. 

But opposition to Mr Howard is coming 
equally from his own conservative Liberal 
Party. John Valder, a former party presi- 
dent, recently wrote to a Sydney newspa- 
per suggesting that "Washington needs a 
regime change as much as Baghdad." Since 
then, Mr Valder says he has had an “ava- 
lanche" of conservative support, much of 
it “quite ferocious”. 

Mr Howard, usually one of Australia’s 
most wily political operators, is now 
caught between his desire to bolster sup- 
port for his government and his commit- 
ment to friendship with America, the cor- 
nerstone of Australia’s foreign policy. His 
government, he says, has not yet made a 
decision to commit the deployed forces 
and could still withdraw them. Few be- 


lieve him. On February 10th, during a visit 
to Washington that seemed to confirm Mr 
Howard, to his detractors, as aman march- 
ing to America’s tune, Mr Bush made it 
even harder for him to back out when he 
said he regarded Australia as a member of 
the “coalition of the willing”. Mr Howard 
is hoping desperately for a second Security 
Council resolution to save him. 

In Canada—-America's biggest trading 
partner, but also a country viscerally un- 
willing to be seen as a mere adjunct to its 
neighbour-roughly the same divisions oc- 
cur. An Ipsos-Reid poll of February 7th 
shows that only 28% of the public would 





support action against Iraq without a sec- 
ond UN resolution, while 67% would dis- 
approve of it. On the other hand, 60% ac- 
cept that Canada should provide military 
assistance if the UN sanctions action. 

The government of Jean Chrétien, hav- 
ing long insisted that a second resolution 
was needed, now seems to be shifting to 
America's side in any event. Canadian 
forces are hovering already. Two frigates 
are patrolling the Gulf of Oman as a resid- 
ual part of the Afghanistan operation, and 
two others are on their way to relieve 
them. A Canadian commodore has been 
put in charge of "coalition" naval forces in 
the Persian Gulf, and 25 senior Canadian 
officers have been installed to help the 
Americans in Qatar. Senior army officers 
are keen to send a 3,000-strong brigade un- 
der Canadian command, or Canada might 





sneak a compromise by sending more 
troops to Afghanistan, thus freeing Ameri- 
can soldiers for Iraq. 

A decision to back America without a 
second resolution would probably split 
Mr Chrétien's own Liberal majority. As a 
lame duck, who has already laid out the 
road-map to his retirement, he cannot 
hope to hold his troops in line, especially 
with the public so opposed to unilateral 
action. His likeliest successor, Paul Martin, 
has cleverly avoided committing himself. 
Nonetheless, Canada seems unlikely to do 
as it did in the Vietnam war, when it ab- 
stained from giving America a hand. 

Compared with Canada and Australia, 
Japan has faced few tough questions over 
Iraq. Its pacifist constitution ensures that 
its military role in any intervention will be 
indirect and limited. (In the Gulf war, it did 
nothing) Japan need not help America 
plan ahead for war. Given that, the prime 
minister, Junichiro Koizumi, and his team 
have been surprisingly supportive of the 
United States. They would like a second 
resolution, but they also keep hinting that 
Iraq's actions warrant an American attack. 

Mr Koizumi will face harder choices, 
however, if and when the United States 
uses force. Should he help by sending 
ships? He might. After September 11th 
2001, Japan's parliament passed laws that 
allowed several supply ships and escorts 
to go to the Indian Ocean to support, indi- 
rectly, the campaign in Afghanistan. It re- 
cently replaced one of those escorts with 
one of Japan's four Aegis-class destroyers, 
an even bolder move. 

Sending more ships to the Indian 
Ocean, technically as part of the Afghani- 
stan effort (what might be called the Cana- 
dian option), would free American and 
other vessels for a military campaign in 
Iraq. It would also be a tangible endorse- 
ment of any American-led attack. Security 
experts in Tokyo reckon that Mr Koizumi 
could do this simply by getting the cabinet 
to rewrite the existing mission plan for Af- 
ghanistan, with no need for new legisla- 
tion. A new law would meet stiff resis- 
tance, and probably could not be passed in 
time anyway. 

How would the Japanese public take 
that? In a late-January poll by the Asahi 
Shimbun, a big daily, 62% said they op- 
posed an American attack. But when 
asked what they would think if the Secu- 
rity Council approved, a majority—52%— 
said they would back the use of force. 

North Korea's threat to go nuclear will 
also shape the debate. Those who oppose 
helping America will try to turn the ten- 
sion to their advantage. Why pull more 
ships away from home when a greater 
menace lies just across the Sea of Japan? 
But precisely because of that fearsome 
neighbour, Mr Koizumi may find it easier 
to win public support for Japan's closest 
ally—and its only real line of defence. m 





China 
The not-so-great power 


BEIJING 


It may be a permanent member of the Security Council, but China's concerns 


remain primarily domestic, not global 


ELCOMING President Jiang Zemin 

of China to a meeting of Asia-Pacific 
leaders in Mexico last October, President 
Vicente Fox called China *a great power 
with major influence, playing active roles 
in international affairs". China's state-run 
news agency happily played up the flat- 
tery. But as crises now approach in Iraq 
and North Korea, China is playing only a 
marginal role and, more to the point, 
seems disinclined to exert whatever influ- 
ence it could bring to bear. Much as it likes 
to be seen as an important world power, it 
is stillin the middle ranks. 

The Americans are annoyed at what 
they see as China's reluctance to put pres- 
sure on North Korea to give up its nuclear 
programme. On February 9th, the Ameri- 
can secretary of state, Colin Powell, said 
China had "considerable influence with 
North Korea". Half of China's foreign aid 
goes to its ally and neighbour. Indeed, 
“Eighty percent of North Korea's where- 
withal, with respect to energy and econ- 
omic activity, comes from China. China 
has a role to play, and I hope China will 
play that role," he said, pointedly. 

China does have a strategic interest in 
preventing North Korea from acquiring nu- 
clear weapons and in dismantling the 
ones it may have already built. An overtly 
nuclear North Korea could prompt others 
in the region, notably Japan, to go nuclear 
too. But China responded dismissively to 


Mr Powell's remarks, repeating its usual 
line that the nuclear dispute should be re- 
solved through direct negotiations be- 
tween America and North Korea. In fact, 
the Chinese are quietly encouraging the 
North Koreans to talk to America in the 
margins of a multilateral setting, which 
would provide a face-saving way around 
America's refusal to negotiate directly. But 
China is unwilling to do anything more 
than ask the North Koreans politely. 

A western diplomat in Beijing says, 
however, that much as China would like to 
block North Korea's nuclear ambitions, 
"there is not a hell of a lot China could 
have done" to stop North Korea acquiring 
nuclear weapons, given that country's pro- 
found fear of American attack. As far as 
China is concerned, cutting off aid is notan 
option. It would risk bringing about North 
Korea's collapse and perhaps precipitating 
an even greater security crisis if the mori- 
bund regime were to lash out at South Ko- 
rea and Japan. China is sure to oppose any 
attempt to sanction North Korea, after the 
UN'snuclear watchdog this week declared 
North Korea in breach of its obligations, 
and reported it to the Security Council. 

China's diplomatic style has evolved 
since the early 1990s, when its language 
was far more shrilly anti-American. But its 
actual behaviour is much the same as it 
was during the North Korean nuclear crisis 
of 1993-94 and in the aftermath of Iraq's in- 
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vasion of Kuwait in 1990. In other words, a 
decade of rapid economic growth and an 
unusually prolonged period of political 
stability in China have not caused the 
country to change its generally passive ap- 
proach to international affairs. Regionally, 
China has flexed its muscles a little more, 
with a military build-up along the coast 
facing Taiwan, though its response to 
strengthened American military ties with 
Taiwan has been low-key. 

During the current Iraqi crisis, China 
has often repeated its desire for a peaceful 
outcome and for the UN to play a leading 
role. Yet it has offered no original ideas nor 
taken any public initiative. Though Mr 
Jiang has expressed support for Franco- 
German-Russian calls for a diplomatic sol- 
ution, diplomats think China is unlikely to 
threaten a veto should the Americans seek 
another resolution authorising the use of 
force. The greatest imperative of Chinese 
foreign policy, after all, is to preserve good 
relations with America, since it is on these 
that China’s continued economic develop- 
ment depends. 

For above all, China’s preoccupation is 
with affairs at home rather than reshaping 
the world order. A sweeping change of 
leadership that began at the Communist 
Party’s 16th congress in November will not 
be completed until the annual two-week 
session of the legislature next month. Hu 
Jintao, who was appointed party chief at 
the congress, has hardly any experience in 
foreign affairs. Even if he picks up the addi- 
tional title of president in March, which is 
thought to be all but certain, he might still 
have to defer on security issues to MrJiang, 
who may well stay on as supreme military 
commander for the next few years. 

Barring a direct threat to China’s secu- 
rity, the country’s new leaders will con- 
tinue to concentrate on keeping up the 
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pace of economic growth-a strategy that 
the late Deng Xiaoping persuaded his col- 
leagues a decade ago was essential to the 
regime's survival. And a crucial guarantor 
of growth, they will as always argue, is the 
maintenance of social stability. This week, 
a Chinese court sentenced Wang Bing- 
zhang, a Chinese dissident resident in 
America, to life in prison for alleged espio- 
nage and terrorism. Mr Wang's friends say 
he was abducted by Chinese agents while 
ona visitto Vietnam and taken to southern 
China where he was put on trial. Mr 
Wang's unusually heavy sentence was 
clearly intended as a warning to activists 
abroad hoping for political change in 
China to keep well away. China seems far 
from enjoying the sort of confidence in its 
own political system that one expects of a 
great power. E 


India and Pakistan 


The frost before 
the thaw 


DELHI 
The channels of communication 
narrow still further 


OST days, the Wagah border post be- 
tween India and Pakistan-the tiny 
funnel joining two countries with a total 
population of 1.2 billion—sees little traffic: 
a few foreign tourists, traders and officials 
cross on foot. Among them this week were 
several diplomats on their way home, the 
Indians expelled from Pakistan, the Paki- 
stanis from India. The expulsions reduce 
the chances that the nuclear-armed neigh- 
bours will talk their way out of another 
nervy confrontation later this year. 
After India blamed a terrorist attack on 





Ready for the spring 


its parliament in December 2001 on Pak- 
istan, all transport links were severed, and 
staff numbers in the respective high com- 
missions (embassies) in Delhi and Islam- 
abad cut by half and downgraded to the 
level of chargé d'affaires. More tit-for-tat 
expulsions followed last month, initiated 
by India, as was the latest round, an- 
nounced on February 8th. India's stated 
motives went to the heart of its grievance: 
Pakistan's failure to fulfil its promises to 
stop sponsoring terrorist attacks in the In- 
dian-controlled part of Kashmir. Pakistan's 
acting high commissioner, Jalil Jilani, was 
accused of handing over cash to Kashmiri 
separatist groups. He and four colleagues 
were sent packing. Pakistan, which called 
the charges "trumped up", reciprocated. 
India used the incident to renew its ef- 
forts to convince the rest of the world of 
the evils of Pakistan's "proxy war" against 
India in Kashmir. On February 10th, Atal 
Behari Vajpayee, India's prime minister, 
complained to an international confer- 
ence on terrorism in Delhi of Pakistan's 
"double standards" in justifying violence 
in Kashmir as part of a freedom struggle. 
An implicit co-defendant on the charge 
of hypocrisy was America, seen as having 
been too soft on Pakistan because of its 
help during the war in Afghanistan. In fact, 
America has of late been nagging Pakistan 
in public. Last month, Pakistan-based Is- 
lamist groups even called for the expulsion 
of the American ambassador, Nancy Pow- 
ell, after she told her hosts to stop provid- 
ing a "platform for terrorism". With Amer- 
ica now concentrating on Iraq, Pakistan, 
currently a member of the Security Coun- 
cil, faces hard choices. Opinion at home 
will make it hard for it to acquiesce in war. 
Pakistan accuses India's ruling party of 
playing a "dirty game of escalating ten- 
sion" before forthcoming elections, and, 
after India reported its third successful test- 
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firing of a medium-range cruise missile on 
February 12th, of "massive militarisation". 
Indian analysts, though dismissing the lat- 
est tiffs as routine, expect tension to mount 
in April and May, when the snows melt in 
the passes between the Indian and Paki- 
stani parts of Kashmir. Then, infiltration 
and violence are likely to increase, as will 
the pressure on India to respond. 

Some are already arguing for retaliation 
against any fresh provocation, calling for 
air strikes on the militants' camps in Paki- 
stani-controlled Kashmir. Military types 
scoff even at this, seeing little point in 
blowing up a few dormitories and assault 
courses. But in plotting how to raise the 
cost to Pakistan of its covert war in Kash- 
mir, they remain constrained by the big 
unknown: how far can confrontation go 
before it turns nuclear? 


Indonesia 


Autonomy or 
anarchy? 


PEKANBARU 
Devolution isn't working as planned 


HE people of Riau say that their prov- 

ince, which lies opposite Singapore on 
Indonesia's side of the Malacca Strait, has 
oil below ground and oil above. But it is 
neither crude oil from Indonesia's biggest 
fields nor palm oil from its biggest planta- 
tions that has really brought prosperity to 
Riau over the past two years. It is Indone- 
sia's new "autonomy" or devolution law, 
which confers a quarter of central-govern- 
ment revenue on the country's districts 
and provinces, plus a hefty slice of the in- 
come from local natural resources. Signs of 
Riau's new riches are everywhere: shiny 
new four-wheel drives clog the roads, 
flashy shopping malls are springing up, 
and the city's main mosque is getting a fa- 
celift, complete with six new minarets. 

All this makes Riau a poster child for 
the devolution law, which the govern- 
ment of the day pushed through parlia- 
ment in 1999, in the hope of buying off In- 
donesia's most restive components and 
thus keeping the country in one piece. As 
the province's economy has boomed, its 
separatist movement-true, never very 
strong—has dissipated. 

But Riau is also a showcase of the many 
unexpected tensions the new system has 
brought on. The province's 15 regents (dis- 
trict heads) exercise their new adminis- 
trative and financial clout so imperiously 
that locals refer to them as “little kings”. 
Stories abound of reckless extravagance or 
outright corruption. The provincial gov- 
ernment, meanwhile, is making controver- 
sial forays into the oil and airline busi- » 
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nesses, to name a few. In other parts of the 
country, regents have simply seized com- 
panies belonging to the central govern- 
ment, or imposed arbitrary new rules on 
businesses. Fears of decentralisation run 
amok are beginning to replace fears of In- 
donesia's disintegration. 

Money lies at the heart of all the fuss. 
The devolution law hands the regions 
many of the central government's former 
responsibilities, like health care, education 
and public works, but only a quarter of its 
revenue. No more than four provinces— 
Riau, Aceh, East Kalimantan and West Pa- 
pua—earn much extra income from natural 
resources. The richest of these, East Ka- 
limantan, receives ten times more money 
per inhabitant than the poorest province, 
Banten, while the richest district (Fakfak, in 
West Papua) takes in 50 times more per 
person than the poorest (Belu in East Nusa 
Tenggarah). Hence some of the more des- 
perate revenue-raising measures. In Pa- 
dang, an impoverished industrial town in 
Sumatra, local officials have simply seized 
a cement plant that the central govern- 
ment wanted to privatise. In Bogor, near Ja- 
karta, the city government has started to 
charge an illegal levy on goat imports. 

The home ministry says it is loth to 
hand the regions more money until it can 
besure the money will be well spent. Chai- 
dir, the speaker of Riau's provincial assem- 
bly, concedes that Riau's regents have a 
spendthrift penchant for prestige projects. 
But the provincial authorities, he argues, 
cannot force them to build local clinics in- 
stead of state-of-the-art hospitals, or to sur- 
face dirt roads instead of building showy 
suspension bridges. The central govern- 
ment is partly to blame, since it has not is- 
sued minimum-service guidelines for the 
district governments. Tabrani Rab, a Riau 
native and member of the central-govern- 
ment committee overseeing the devolu- 
tion system, is more worried about corrup- 
tion. He claims that the Riau government 
has spent 10 billion rupiah ($1.1m) on an as 
yet invisible stadium, and another 37 bil- 
lion on a phantom cultural centre. 

These improprieties stem from flaws in 
the devolution law. Its drafters wanted to 
appease the regions without inflaming 
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separatism. So they bypassed the 30 prov- 
inces, and handed most of the money and 
authority to the 360 or so districts—consid- 
ered too small to challenge the central gov- 
ernment. But many are also too small to 
cope with tasks like disease control or wa- 
tershed management, or to sustain any 
oversight in the form of local media or 
pressure groups. What's more, by keeping 
control over taxation and handing out 
grants, the central government allows In- 
donesia's districts to spend without forc- 
ing them to raise the money themselves—a 
recipe for waste. Local autonomy, one 
might well argue, has not run amok in In- 
donesia-it has not run far enough. 8 


The Solomon Islands 


The Pacific's first 
failed state? 


GUADALCANAL 


Special constables, special problems 


ILL MORRELL'S first big case was not 

long in coming. He arrived in the Solo- 
mon Islands from Britain on January 28th 
to take up the job of police commissioner. 
Now he is investigating the murder of Sir 
Frederick Soaki, who had once also been 
police chief. Sir Frederick was shot dead by 
a masked gunman while he dined in a res- 
taurant in Auki, on the island of Malaita. 
He was in a United Nations delegation try- 
ing to demobilise the country's "special 
constables". His murder is thought to be 
connected with this work. 

Most special constables are former 
fighters from Malaita and the island of 
Guadalcanal, who were locked in a bitter 
conflict until they signed a peace treaty in 
the Australian city of Townsville in Octo- 
ber 2000. That treaty gave the fighters an 
amnesty, although some killing contin- 
ued. Many have since been made special 
constables in order to give them a job. 

Some militants did not join the police. 
Harold Keke, who refused to sign the 
Townsville peace deal, terrorises villages 
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on Guadalcanal's southern coast, which 
regular police avoid. But northern Guadal- 
canal's special constables agreed last week 
to stand down in return for payments from 
the UN of SI$250 ($33) per month for the 
next six months, together with some 
money to help start up small businesses. 

In Honiara, the chief town in Guadalca- 
nal, and the capital of the Solomons, the 
situation is dangerously different. It is 
largely populated by migrants from Ma. 
laita. Most special constables are Malaitan 
youths who during the conflict forged 
close connections with senior members of 
the regular police. The government has 
three ministers who were once command- 
ers of a former militia group, the Malaita 
Eagle Forces. Honiara’s special constables 
regularly extort money from the govern- 
ment, including extravagant allowances 
and overtime payments. Last December, 
the country's finance minister resigned in- 
protest after the prime minister, Sir Allan 
Kemakeza, asked him to sign over yet more 
money to pay for the constables. 

Small wonder that the country is on the - 
verge of bankruptcy. A visiting IMF team | 
in November concluded that continuing. 
the government's policy “would entail, di- 
sastrously, a further increase in budgetary - 
and debt arrears, loss of donor financial as- 
sistance, intensified exchange restrictions 
and eventual economic collapse". The Sol- 
omon Islands once exported gold, palm 
oil, timber and canned tuna. But the Japa- 
nese pulled out of the Taiyo fish cannery at 
Noro, timber exports were hit by the Asian 
slump, Ross Mining closed its Gold Ridge 
mine and Guadalcanal's palm-oil planta- 
tions have been abandoned. | 

The Solomon Islands' Western Prov- 
ince, unsurprisingly, wants more power 
for its local assembly. It provides the lion’s 
share of timber exports. Rural Guadalca-- 
nal has similar ambitions. It has gold and - 
the country's largest tract of arable land. 
Only resource-poor Malaita, and its itiner- 
ant elite in Honiara, are keen to keep the 
country as it is. But unless Malaita's lead- 
ers can control their unruly former mili- - 
tants, and assist Mr Morrell, the new police - 
chief, in restoring law and order, the pros- | 
pects are bleak. The Solomon Islands faces | 
the prospect of becoming the Pacific's E ;- 
failed state. m 
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2 Asia 


Counterfeiting in Vietnam 


Faking it 


HANOI 
New moves to protect foreign 
companies 


HE Tet festival marking the lunar new 

year, which began on February 1st, is 
Vietnam's most celebrated holiday, a time 
to have a spending spree. This year the gov- 
ernment used the occasion to remind the 
Vietnamese that counterfeit goods are ille- 
gal. So steer clear of the fake designer 
handbags and computer software, how- 
ever tempting the prices. Western compa- 
nies, for long the victims of counterfeiting, 
welcomed the warning, as they have wel- 
comed such warnings in the past. But they 
are realistic enough to know they will con- 
tinue to face an uphill struggle when en- 
forcing their intellectual-property rights. 

Take Vietnam's customs law, passed in 
December 2001, which allows customs of- 
fices to hold suspected counterfeit goods at 
the border, and thus stop them being ex- 
ported. Under the law a company that be- 
lieves its goods have been copied can in- 
struct its legal representatives to make a 
complaint. But the representatives are not 
allowed to inspect any goods; that is the 
job of customs officials who have to be sat- 
isfied that a reasonable case has been 
made. Even then, a bond of 20% of the 
value of goods must be put up, as insur- 
ance against wrongful and malicious im- 
poundment. 

In practice, companies simply cannot 
move fast enough to stop the dodgy goods 
from going abroad, nor can they realisti- 
cally afford to employ a brigade of border 
representatives armed with bagloads of 
Vietnamese money. Not one of the foreign 
companies doing business in Vietnam has 
taken advantage of this law to prosecute 
infringers of their trademark rights. In- 
stead, some companies have been asking 
provincial and local authorities to act on 
their behalf, and this has had some results. 
Fake Honda bikes and parts have been 
seized, and fines handed out in a number 
of provinces. Videos have been taken of an 


official steamroller running over the of- 


fending handlebars while representatives 
from the economic police, the Market 
Management Bureau and the People's 
Committee stand solemnly to attention 
watching justice being done. 

Honda advertises in Vietnamese news- 
papers and magazines that counterfeiting 
is illegal, and at a recent exhibition in Ha- 
noi explained how to tell a fake from the 
real thing, and the possible dangers of buy- 
ing a fake. Nike, which produces 15% of its 
footwear in Vietnam, helped police seize 
25 lorryloads of fake shoes and shoe parts. 





Pirates ahoy 


But Chris Helzer, Nike's manager in Viet- 
nam, says the country still has a lot to do to 
comply with trade agreements between 
Vietnam and America. 

The problems are not confined to man- 
ufactured goods. It is estimated that 9995 of 
computer software available in Vietnam is 
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pirated. Affected companies are defeatist 
about seeking the protection of the courts. 
This defeatism is deepened by visits to 
government offices that use pirated copies 
of Microsoft *Office". 

The government has acknowledged 
the problem, but few of the officials deal- 
ing with counterfeiting have travelled 
abroad. They do not have a broad view of 
how damaging counterfeiting can be to 
trade. Lack of knowledge of life in other 
countries is evident at the National Office 
of Industrial Property, the government 
body responsible for the granting of trade- 
marks. Under Vietnamese law, a trade- 
mark cannot be registered if it is either de- 
scriptive or laudatory of the goods in 
question. Priceline.com has had a hard 
time trying to convince the trademark 
mandarins of the distinctiveness of its 
"Name Your Own Price" catchphrase. And, 
although even the poorest Vietnamese has 
a get-rich-quick scheme in his back pocket, 
"Who Wants To Be A Millionaire" has been 
rejected for protection. = 


A Danish gem gets a polish in India 


TRANQUEBAR 


The fort that rivalled Hamlet's 


HE Danes are Europe's forgotten co- 
lonial power. They did not confine 
themselves to the chilly territories of the 

North Atlantic, Greenland, Iceland and 
the Faroes. They also maintained size- 
able possessions in the Caribbean, and 
for more than 200 years a trading post in 
south-eastern India, Tranquebar. 

This part of the Indian seaboard, the 
Coromandel coast in present-day Tamil 
Nadu, is dotted with forts, warehouses, 
cemeteries and other relics left by the 
European colonial powers from the 16th 
century onwards. The British Raj began 
in Madras. French India was based in 
Pondicherry. There are also surprising 
numbers of Dutch and Portuguese sites. 

The Danish one is quite unexpected. 
Old Tranquebar has the neatly planned 
King Street and Queen Street, stuccoed 
churches and pillared colonial buildings. 
Fort Dansborg, sitting on the Bay of Ben- 
gal, was second only in size to Elsinore, 
Hamlet's castle, in the Danish canon. It 
was built in 1620 by a Danish admiral 
whose main aim was to secure pepper 
imports for his kingdom. The settlement 
was sold to Britain in 1845, but over the 
years Tranquebar became derelict. Now 
Danes and Indians have an ambitious 
restoration plan. 

Poul Petersen, an amiable, bearded 
headmaster from the Danish island of 
Funen, has been visiting Tranquebar for 
13 years. With a group of friends, he 





formed the Tranquebar Association. One 
wing of the fort and the town's old en- 
trance gate have now been renovated, 
paid for by the association and the In- 
dian and Tamil Nadu governments. Su- 
pervised by Indian government arch- 
aeologists, the original Danish construc- 
tion techniques have been replicated. 

This could be a major fillip for mod- 
ern Tranquebar, called Tarangambadi in 
Tamil. The district in which it lies has 
1.5m people. Farming provides most 
jobs, but it is mainly reliant on the mon- 
soon rains, which frequently give the re- 
gion a miss. 

Sudeep Jain, the local representative 
of Tamil Nadu's government, believes 
tourism can boost Tranquebar's econ- 
omy. He visualises a future for the place 
in which "people will sell handicrafts 
and open small restaurants and enter- 
tainment areas". Hoteliers have been 
eyeing the Governor's House, another 
building ripe for restoration. 
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United States 


America and terror 





Days of danger and duct tape 


NEW YORK AND WASHINGTON, DC 


This week fear of another terrorist attack by al-Qaeda rippled through America's 


financial and political centres 


N NEW YORK CITY, uniformed police- 

men stand quietly outside hotels, con- 
cert halls and shopping centres. The air in 
subways and traffic tunnels is being tested 
for contamination. So is milk and fresh 
food. Streets leading into large buildings, 
such as Grand Central Station, have been 
closed. On others policemen pull over ve- 
hicles, particularly with non-New York li- 
cence plates, to question drivers. Bomb 
scares have reappeared in the city. It is all 
horribly reminiscent of the traumatic 
weeks after September 11th 2001. 

Is the phoney war ending? The term re- 
fers to the uneasy period of calm that set- 
tled on Britain between the declaration of 
war in September 1939 and Hitler’s inva- 
sion of France in May 1940. For more than 
a year, much of America has been in a 
comparable state of mind. A war has be- 
gun, but little is happening. Daily life will 
change, but has not yet begun to. Except 
during the anthrax scare after September 
2001 and (different category) when the 
Washington-area snipers were on the 
loose, there has been little evidence of fear 
forcing its way into ordinary life. 

But in the past week, a trio of events 
may have started to bring the war on terro- 
rism closer to home. First, on February 7th, 
the administration lifted the colour-coded, 
terrorist-alert index from yellow (elevated) 
to orange (high). This was the second time 
the warning had been at that level (the last 


time was just before the Bali bombing). 
The colour codes have been widely 
mocked but this was, said, Tom Ridge, the 
head of the Department of Homeland Se- 
curity, "the most significant" warning 
since September 11th. 

Mr Ridge's department issued do-it- 
yourself home disaster-planning instruc- 
tions, along the lines of "Buy a three-day 
supply of food and water"; “Get a battery- 
powered radio and extra cash"; "Seal up a 
room with duct tape and plastic sheets 
against chemical or biological attack." In 
Washington, pc, Home Depot, a hardware 
chain, devoted a section of its store to Safe 
Room Supplies. Some shops in New York 
and Washington ran out of duct tape, bot- 
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tled water, plastic sheets and batteries. 

Next, on February 11th, the heads of the 
Central Intelligence Agency and the Fed- 
eral Bureau of Investigation gave sobering 
testimony to Congress about al-Qaeda in 
America. Previous warnings had been of a 
general nature. These had details about 
weapons, timing and targets. George Tenet 
of the c1A talked of al-Qaeda's efforts to 
build a “dirty bomb", and use surface-to- 
air missiles and underwater assault teams. 
The FBI's Robert Mueller said hundreds of 
al-Qaeda recruits in America could be or- 
dered to strike. He reiterated the criteria the 
group uses in selecting targets: high sym- 
bolic value, mass casualties, severe econ- 
omic damage and maximum psychologi- 
cal trauma. 

In Washington, anti-aircraft guns have 
been placed around the city and surveil- 
lance cameras are starting to appear in 
public spaces. In New York's two large air- 
ports, parking lots have been closed near 
terminals. The city's many churches, syna- 
gogues and mosques have been told that 
hiring private security guards would be a 
wise idea. Some have put up concrete bar- 
ricades. An electronic network linking lo- 
cal doctors and emergency services, set up 
after the World Trade Centre fell, has gone 
on line. Cautious types have made sure 
that their wills and insurance policies are 
up to date. Dirty bombs, smallpox and 
chemical weapons have become common 
topics of conversation in offices. 

The severity of the administration's 
warnings was partly influenced by an in- 
crease in the amount of al-Qaeda chatter 
intercepted by American surveillance, 
some of which talked of mysterious “pack- 
ages" delivered to America in the past few 
weeks. And within hours of Messrs Tenet's 
and Mueller's testimony came another ex- 
planation for the chatter, and the third » 


, United States 


' prompt for worry: a new audiotape, be- 
lieved to be of Osama bin Laden. 
Amongst other things, Mr bin Laden 
called on Iraqis to carry out suicide attacks 
against Americans. The tape did not single 
out mainland American targets. But the re- 
appearance of the head of the organisa- 
tion that Mr Tenet described as the greatest 
threat to America, along with everything 
else, stripped away in one moment the col- 
lective sense of relief that had accompa- 
nied the country's recovery from the at- 
tacks of September 11th. 
The one opinion poll taken immedi- 
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ately after the new orange alert showed a 
big jump in the number of people expect- 
ing another terrorist attack on America 
(see chart on previous page). The number 
of people worried about becoming vic- 
tims of terrorism is also at its highest level 
since October 2001. 

Of course, public fears are much stron- 
ger in New York and Washington than the 
rest of the country. And such fears did ebb 
after September 11th, as scares ceased and 
the World Trade Centre site was cleaned 
up. But this week's sudden mood-shift is a 
reminder that insecurity about terrorism 


Warriors-by-numbers 


BOSTON 


Anold and much-loathed scheme resurfaces 


HE last man to be conscripted into 

America's armed forces was called 
up on Valentine's Day 30 years ago. But 
the idea of the draft as a social equaliser 
lives on. In his recent call to renew it, 
Charles Rangel, an outspoken black 
Democratic congressman from Harlem, 
noted that few of his colleagues have 
children in the armed forces and that a 
disproportionate number of soldiers are 
black. Mr Rangel means mostly to make 
Americans nervous about war, and his 
words won't bring back conscription. 
But the idea that the draft was a useful 
tool for social engineering endures. 

Military recruits these days are 2096 
black, a proportion that has held steady 
since 1979; in the general population, 
only 14% of 18-34-year-olds are black. By 
contrast, Latinos, America's largest mi- 
nority, account for 11% of new entrants 
and for 15% of the population at large. 
Whites, too, are under-represented. 





A burning issue 


The relatively heavy proportion of 
blacks may be seen as a bad thing: a sign 
that blacks have fewer opportunities 
and end up with the most dangerous 
and gruelling jobs. Yet Colin Powell, for 
one, thinks their increasing presence 
both in the ranks and in the officer corps 
is a strong sign of success. For many de- 
cades, blacks were under-represented: a 
legacy of the segregation of the armed 
forces, which was not fully ended until 
1954 and which excluded black volun- 
teers in favour of white draftees. Few 
blacks served in Korea or the second 
world war. And although many remem- 
ber Vietnam as a war fought dispropor- 
tionately by blacks, it was not until 1972, 
near the end of the draft, that the pro- 
portion of blacks in the armed forces 
reached 11%, more or less their share of 
the population at the time. 

The draft, in fact, did not do much for 
social levelling. Even during the peak 
Vietnam conscription years, far more 
soldiers were rejected for low test scores 
than were able to wriggle out of ser- 
vice—as Bill Clinton was accused of do- 
ing—through deferments for being at 
college. Many low-scoring applicants are 
rejected today (the army, is a fighting 
machine, not a remedial school). But a 
new draft might further damage the 
chances of those volunteers with most 
to gain from military training. 

The draft may also damage draftees' 
capacity to earn money afterwards in 
the civilian world. One comparison be- 
tween the incomes of men with high lot- 
tery numbers (who were likely to be 
drafted) and those with lower ones 
showed that the conscripts earned about 
15% less than they would otherwise 
have done, and that the difference per- 
sisted in every year they worked after 
they came home. Whatever his views 
about Iraq, Mr Rangel's aim looks off. 


lies not far below the surface. 

Itis already having an impact. President 
Bush's two main domestic-policy propos- 
als, Medicare reform and tax cuts, have run 
into trouble lately (see next story). Yet his 
job ratings have risen. This suggests that, if 
there were another terrorist attack, the first 
effect would be another rally round the 
flag, rather than an episode of blaming the 
administration for failing to protect the 
public (which is what some Americans 
have suggested might happen). 

There is also evidence that the balance 
between personal liberty and security 
may be shifting again. On February 11th, a 
federal judge increased the New York Po- 
lice Department's powers of surveillance 
over religious and political groups. Since 
1985, the police have not been allowed to 
attend a political or religious gathering 
without "specific information about crim- 
inal activity". Now they merely have to 
show "a law enforcement purpose". 

The old restrictions, wrote Judge 
Charles Haight, may have hampered the 
police before the first bombing of the 
World Trade Centre in 1993. Certainly, he 
said, they are inappropriate now. His rul- 
ing is subject to appeal, but his words are 
striking: even if the change is "purchased 
ata cost to the values protected by the First 
Amendment,... [it] may be justified by the 
unprecedented current public dangers of 
terrorism." The pit that once held the 
World Trade Centre is only a few blocks 
from the courthouse door. 8 


The budget 


Thanks a bunch, 
Alan 


WASHINGTON, DC 
The president's fiscal strategy is 
attacked by the Fed chairman 


NLY one week old and George Bush's 

budget is under attack from all sides. 
Much of the criticism is unsurprising. 
Democrats, for instance, are incensed both 
at his plans for more tax cuts and the pro- 
posals to reform social spending, such as 
health care for the poor. They accuse Mr 
Bush of dividing the country “by race and 
riches" at a time of war, with a budget that 
helps the rich and hurts the poor. 

But the attacks cannot all be dismissed 
as partisan barbs. This week, Alan Green- 
span, chairman of the Federal Reserve, 
poured cold water on Mr Bush's proposed 
tax cuts in his half-yearly economic report 
to Congress. Devoting much of his presen- 
tation to fiscal issues, Mr Greenspan 
warned about the risk of rising budget def- 
icits and the importance of re-establishing 
fiscal discipline. Contradicting the asser- 


tions of White House economists, Mr » 


> Greenspan made it clear that he reckoned 
bigger deficits would raise long-term inter- 
est rates and hurt the economy. 

The central bank chairman supported 
Mr Bush's main idea, eliminating the dou- 
ble taxation of dividends. But he insisted 
that such a reform should be "revenue 
neutral": the money lost by the govern- 
ment should be clawed back elsewhere. 
More damaging still, Mr Greenspan sug- 
gested that it was "premature" to have 
more fiscal stimulus now. The real brake 
on the economy, he reckoned, was the cur- 
rent geopolitical uncertainties. Politicians 
should wait until these were cleared up (ie, 
after the war is over) and then see if more 
stimulus was still necessary. 

Given Mr Greenspan's pedigree as defi- 
cit hawk, these remarks are not surprising. 
Nonetheless, the respect he commands on 
Capitol Hill, particularly among Republi- 
cans, means his comments are a big blow 
to the White House. Mr Bush's tax plans 
have already had a surprisingly cool recep- 
tion from many in his party. 

In the House, Bill Thomas, chairman of 
the crucial Ways and Means Committee 
and generally an avid tax-cutter, has made 
sceptical noises about Mr Bush's plan. His 
disapproval may be partly territorial. Mr 
Thomas is keen to write his own tax law 
rather than simply push through Mr 
Bush's blueprint. The betting is that he will 
come round in the end, and something rea- 
sonably close to Mr Bush's plan will even- 
tually pass the House. 

The real problem, however, is the Sen- 
ate. Several moderate Republicans there 
fretted publicly when Mr Bush's tax plans 
were first floated last month. Since then, 
deficit projections have worsened and the 
Bush team has added yet more tax cuts in 
the final budget. As a result, the chorus of 
concern about budget deficits is rising in 
the Senate. Mr Greenspan's comments 
will only strengthen those voices. 

A clearly worried White House is now 
working hard to save an important part of 
Mr Bush's domestic agenda. Administra- 
tion officials have been sent around the 
country to sell the tax plan. Despite immi- 
nent war, Mr Bush himself is to appear at 
several events promoting his tax cuts. The 
White House is also quietly pedalling 
backwards in several areas. Only a week 
after floating the idea of dramatically ex- 
panding tax-sheltered savings accounts, 
the administration has gone silent on the 
idea. There are some hints that the White 
House has given it up entirely. The Bush 
team is reworking several contentious pro- 
posals, such as the reform of Medicare. 

Even after Mr Greenspan's interven- 
tion, the White House is still thinking big. 
"You're seeing the beginning of a process," 
says Ari Fleischer, Mr Bush's spokesman. 
"In the end the president believes that he 
will get much, if not all, of what he has 
asked Congressto pass." m 
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Pining for snow 





The state is getting warmer and no one's happy 


LASKA'S Iditarod sled-race has not 
changed its 1,150 mile course in its 30- 
year history. This year's race will start as 
usual in Anchorage on March 1st. But that 
will only be for show: the mushers and 
their dogs will then be ferried to a course 
starting in Fairbanks, far to the north of 
the usual route. The reason? No snow. 

While the north-eastern United States 
shivers through one of the coldest win- 
ters in years, Alaskans have been reach- 
ing for their sunglasses. In early Decem- 
ber a few people water-skied on a lake, 
north of Anchorage, that is normally fro- 
zen solid. Trees have budded. Grass peeks 
out of patchy snow. Rather than normal 
January temperatures of -30°C or colder, 
thermometers have lingered at o*C or 
above. As Orson Smith, an engineering 
professor at the University of Alaska, 
drove to work recently, he did so through 
freezing rain, not the usual crystalline 
world of deep snow and hard-frozen 
roads. "It was a mess," he says sadly. 

To some extent, the near-tropical 
weather is an aberration. El Nino—an oc- 
casional weather event, driven by Pacific 
Ocean currents, that disrupts weather 
across the Western Hemisphere-is partly 
responsible for a frigid New York City and 
a slushy Anchorage. But Alaska has 
grown warmer in the past 20 years for 
other reasons too: normal climate varia- 
tion plus a dollop of global warming. 

Two-thirds of the coldest-temperature 
records for the December-February per- 
iod were notched up before 1960, among 
them the celebrated winter of 1947, when 


the thermometer stuck below -34°C for 12 
days in late January and early February. 
No chance of that this year. Temperatures 
were above normal for 97 of the 113 days 
between October 1st and January 22nd. 

In early February a classic snow-mach- 
ine race, the 2,000-mile Iron Dog, was can- 
celled for the first time in its 20-year his- 
tory. Elsewhere, small villages that rely on 
frozen streams for transport are stranded 
by flowing water. Native American villag- 
ers have had difficulty reaching winter 
hunting grounds that are usually ap- 
proached across the ice. Snow-machine 
dealers have no customers. Even a few 
mosquitoes, normally a plague in May 
and June, have buzzed in. 

The warming trend threatens a state 
that, in some places, is literally built on ice. 
Already, warmer hills have seen unprece- 
dented winter mudslides. Mr Smith, the 
engineer, warns that melting perma- 
frost-a mix of frozen mud and water that 
underlies much of the state—will force the 
replacement of buildings and roads. The 
thaw could also threaten oil production, 
which relies on hard-frozen winter ground 
to move heavy machinery. 

Warm winters also strike at the Alaskan 
psyche, shaped in large part by brutal cold. 
Many Alaskans revel in the biting air and 
the pure white of the winter landscape, 
notto mention the skiing, ice-climbing and 
snow machine-riding. This winter Alaska 
seems more like Seattle: soggy and grey. 
According to Sue Libenson, who works for 
a green group near Anchorage, “Alaska 
without the cold just isn't any fun." m 





The South 


Abe just ain't right 


RICHMOND 
He'sstill not wanted in Richmond, 138 
years later 


HIS week marked the official birthday 

of Abraham Lincoln. Next week Amer- 
ica celebrates the Presidents' Day holiday, 
partly in his honour. But in Richmond, the 
capital of the Confederate South during 
the Civil War nearly 150 years ago, many 
do not regard him as a hero. And now they 
have a new grievance: a bronze statue of 
the president who smashed the revolt and 
the slave economy that sustained Dixie. 

A statue of Lincoln is due to be unveiled 
on April 5th. That date will be the 138th 
anniversary of Lincoln'stour of Richmond 
in 1865, two days after the city fell to fed- 
eral troops, four days ahead of the Confed- 
erate surrender at Appomattox and nine 
days before America's 16th president was 
assassinated. During his visit to Rich- 
mond, Lincoln-accompanied by his 12- 
year-old son, Tad—was greeted as a mes- 
siah by crowds of newly liberated slaves. 

The statue features Lincoln and Tad sit- 
ting on a bench, both looking somewhat 
contemplative. Behind it, carved in gran- 
ite, are the words: "To Bind Up The Na- 
tion's Wounds". It will stand in the 
grounds of the Civil War Visitor Centre, 
which is housed in the restored Tredegar 
Iron Works, a former cannon-foundry. 
Richmond's Monument Avenue has long 
boasted statues of Lincoln's opponents, 
Robert E. Lee and Thomas J. "Stonewall" 
Jackson-as well as Arthur Ashe, the Rich- 
mond-born tennis star, who was admitted 
only after lengthy agonising over whether 
a black should be seen in this company. 

Many "come-heres", as newcomers are 
known in the city, seem to like the Lincoln 


A living wage 
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Getting high in Santa Fe 


Compassionate capitalism or misguided socialism in New Mexico? 


GH in the foothills of the Rocky 
Mountains, Santa Fe continues to 
earn its nickname, "City Different". On 
February 19th, the council in this artsy 
New Mexico city will consider the 
broadest, most generous "living wage" 
proposal so far. It would require all firms 
with 10 or more workers to pay people 
$8.50 an hour, rising to $10.50 in 2007. 
At present the federal minimum wage 
is $5.15, which works out at a fairly mea- 
sly $10,712 per year. Democratic at- 
tempts in Congress to hike the rate to 
$6.65 seem to be going nowhere, so liv- 
ing-wage advocates are carrying on their 
battle at local level. Some 77 cities, in- 
cluding New York, now specify mini- 
mum wages, mostly for public-sector 
workers or for city contractors; cam- 
paigns are active in another 125 places. 
Santa Fe already has an ordinance 
specifying rates for city contractors. But 
the new ordinance breaks ground not 
just by offering higher wages than else- 
where, but by obliging all private-sector 
employers to join in. All the town's big 
hotels, as well as large firms such as Mc- 
Donald's, would be affected. 
Proponents of the new measure say 
that the cost of living in Santa Fe is a fifth 
above the national average (blame all 
those pastel Tex-Mex bars and over- 
priced Hopi sofa-throws), but wages are 
18% below it. They also point out that 
the real value of the federal minimum 
wage has fallen dramatically: in 1968 it 
was the equivalent of $8.27 in 2002 dol- 
lars. Besides, they add, most businesses 
in the city employ fewer than 10 people. 
Local businessmen reply that higher 
labour costs will mean fewer jobs. Kevin 
Johnson, general manager of the Inn at 
Loretto—an adobe mock-pueblo with 135 


statue. But old-school Virginians are not 
happy. Brag Bolling, commander of the 
Virginia Division of the Sons of Confeder- 
ate Veterans, has fumed to the Richmond 
Times-Dispatch that the Lincoln statue is 
an “unnecessary slight to our state with a 
not-so-subtle reminder of who won the 
war and who will dictate our monuments, 
history, heroes, education and culture.” 

It also poses a problem for the party of 
Lincoln. In the Confederacy, the Republi- 
cans were reviled as the party of the liberal 
north. Now they control the South-thanks 
partly to wooing white voters troubled by 
racial integration. The party of Lincoln is 
now the party of Strom Thurmond and 
Trent Lott. The Virginia Republicans used 


employees, 40 of whom would be af- 
fected by the ordinance—says that he 
would not sacrifice staff, but he admits 
that it would hurt his profits. Most econ- 
omists think minimum wages push up 
unemployment. Last year, Santa Mon- 
ica, another liberal stronghold, narrowly 
rejected a $10.50 wage for part of the 
city. 
In the best traditions of pre-emption, 
the New Mexico Restaurant Association, 
the Santa Fe Chamber of Commerce and 
other opponents are trying to get the 
State legislature to pass a law that would 
ban cities from setting minimum wages. 
This worked in Louisiana, where the 
state overturned a move by New Orleans 
to impose a city-wide minimum wage of 
$6.15. All the same, if Santa Fe approves 
the measure, many other cities-humane, 
misguided or both—will follow suit. 





Rich pickings for cowboys 


to name their biggest annual fund-raising 
event after Lincoln; they quietly dropped 
his name about a decade ago. 

Southern heritage advocates, helped by 
some local Republican politicians, pressed 
Virginia's attorney-general, Jerry Kilgore, 
to opine on the Lincoln statue. They cited 
an arcane provision in Virginia law that 
prohibits placing Union markings or mon- 
uments on Confederate memorials. But 
the ambitious Mr Kilgore finessed the is- 
sue. The law did not apply, he said, be- 
cause the parkland is owned by a private 
corporation and leased to the federal gov- 
ernment. "Unfortunately," he added, “pas- 
sions have clouded a reasoned and toler- 
ant discussion of this era and the war." m 
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MS foreigners wish America would calm down a little. 
Why doesn't it rein in the dogs of war? Why doesn't it put a 
break on turbo-capitalism rather than revving it up? Why can't it 
behave more like Jimmy Carter and less like John Wayne? These 
questions hang over a million European dinner tables. 

But America can boast an army of intellectuals whose job de- 
scription is revving the country up still further. War in Iraq? 
These people have plans for the transformation of the entire 
Middle East. Capitalism run rampant? These people have a blue- 
print for bringing free enterprise to outer space. Welcome to the 
world of America's right-wing think-tanks. 

These are now as much part of the political landscape as the 
stately left-leaning Brookings Institution. This year, the Heritage 
Foundation turns 30, the Manhattan Institute in New York is 25 
and the American Enterprise Institute (AED is 60. As befits a lib- 
ertarian outfit, the Cato Institute is a little out of step, having cele- 
brated its own quarter-of-a-century last year. The Hoover 
Institution in California is an octogenarian. 

Their influence is partly a matter of ideas. Two of the brain- 
waves of the 1990s— welfare reform and zero-tolerance policing— 
were incubated in conservative think-tanks. The Cato Institute 
has been arguing for privatising Social Security reform for years; 
the AEI was protesting about rogue states long before anybody 
had heard of Osama bin Laden. But it is also a matter of people. 
Donald Rumsfeld and Condoleezza Rice are both Hoover veter- 
ans. Dick Cheney and his wife have a longstanding relationship 
with the Arr. Elaine Chao, the labour secretary, is a Heritage 
alumnus. The Defence Policy Board is headed by Richard Perle, 
the Überhawk from the Azı, and a quarter of its board members 
come from Hoover. Hundreds of lower-level administration em- 
ployees cut their teeth in think-tanks. If “people are policy”, as 
Edwin Feulner, the head of Heritage, likes to say, then the think- 
tanks are becoming America's shadow government. 

The think-tanks' influence is partly related to the intellectual 
barrenness of America's two main parties. The Democrats and 
Republicans are little more than vehicles for raising and distri- 
buting campaign contributions. They have no ability to generate 
ideas of their own, and little control over individual politicians 
trying to burnish their reputations with new thinking. 


The unusual body of people behind many of George Bush's ideas 


This does not explain why right-wing think-tanks are so 
much more vibrant than left-wing ones. Money is the reason 
most often cited by liberals. The right certainly has its wealthy 
supporters, notably Richard Mellon Scaife, a reclusive billionaire 
based in Pittsburgh; Joseph Coors, a Colorado brewer; and the 
Koch family, a business dynasty from Wichita, Kansas. But these 
are dwarfed by liberal organisations such as the Ford Founda- 
tion. And the left can call on the resources of America's giant uni- 
versities, which, as every right-wing think-tanker moans, are 
stuffed with neo-socialists. 

The right's real advantage lies in commitment and organisa- 
tion. Many of the conservative think-tankers grew up in the 
1960s and 1970s, when conventional wisdom held that govern- 
ment spending would solve most problems. They recruited a 
small army of passionate maverick dissenters, notably academ- 
ics who felt marginalised at those left-leaning universities. Even 
now, when they are rich and powerful, there is something en- 
dearingly rabid and unhygienic about many think-tankers. 

This counter-establishment is remarkably well-organised. 
This applies to their fund-raising, which now involves tapping 
thousands of conservative activists: last year more than half of 
Heritage's $31m donations came from individuals. But the think- 
tanks also work together. The Azı, for instance, allows intellectu- 
als to think grand thoughts—most notoriously about race and 1Q. 
Heritage is much more focused on the day-to-day business of 
Congress. In their predictably warlike jargon, the AEI softens up 
the liberal establishment with long-range bombing before Heri- 
tage sends in the ground troops to capture the territory. The con- 
servatives are much less Washington-focused than their liberal 
peers, with their influence stretching to places like the Cascade 
in Oregon and the Discovery Institute in Seattle. There are 46 
conservative think-tanks outside Washington. 

At their most organised, the right-wing think-tanks often 
seem more like businesses than universities. Heritage, for in- 
stance, has a carefully defined mission: influencing Capitol Hill. 
Mr Feulner ruthlessly sets objectives and measures perfor- 
mance. Heritage is as passionate about selling conservative ideas 
as Coca-Cola is about selling gaseous drinks. It invented two- 
page briefs for busy congresspeople. Its various handbooks are 
so valuable that you see Democrats guiltily consulting them. 


Still angry after all these years 

Will Conservatism Inc keep its share of the intellectual market? 
Critics whisper that the think-tankers have become more inter- 
ested in peddling ideology than in coming up with new ideas; 
that they are too sycophantic to Mr Bush. Yet the surprising thing 
about the think-tanks is how vital they remain. Heritage has 
doubled the budget for its Centre for Data Analysis since it was 
founded in 1998. Hoover has set up a television programme, Un- 
common Knowledge. And they are capable of being sharply crit- 
ical of the administration—for instance, over steel tariffs and 
runaway government spending. The libertarian Cato Institute is 
as vehemently critical of Mr Bush’s policy in the Middle East as 
the AEI and Heritage are supportive. 

In the end, the guiding force behind the rise of the right-wing 
think-tanks has been a deep and passionate fury against the sta- 
tus quo. Looking around these bodies, the conservatives have 
lost none of their zeal for cutting taxes, destroying red tape and 
spreading the capitalist gospel. However the war with Iraq goes, 
foreigners will be complaining for years to come. 8 
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Terrorism 


Once again, Colombia mourns 


BOGOTÁ 


A deadly bomb in the capital confronts President Uribe with demands for results 


against the guerrillas 


GIANT Colombian flag, ten-storeys 

high, now drapes the facade of El No- 
gal, an exclusive social club in Bogotá. In 
the worst atrocity in Colombia's capital in 
more than a decade, a huge car bomb ex- 
ploded in a parking garage inside the club 
on February 7th, killing 35 people and in- 
juring 160. Even in a country inured to vio- 
lence, grief and anger were widespread. 
Passers-by and office workers came to gaze 
at the shredded insides of the club, a sup- 
posedly well-protected haven for the city's 
rich. Officials blamed the FARC, Colom- 
bia's largest guerrilla army. Whoever did 
it, the bomb underlines the grim task fac- 


ing President Álvaro Uribe, who took of- 


fice last August. 

Mr Uribe is pledged to crack down on 
the violent men of Colombia's two guer- 
rilla armies, right-wing vigilantes and 
drug traffickers. He has begun an ambi- 
tious military build-up, decreed emer- 
gency security powers, and made a start 
on fiscal and political reforms. All this had 
begun to change the public mood. More 
people are travelling by road, thanks to 
better highway security. Officials claim to 
have foiled several bombings, and to have 
captured some culprits of previous attacks. 
When a bishop was kidnapped last year, 
the army quickly found and released him. 

But public confidence remains fragile. 
An opinion poll last month gave the presi- 
dent an approval rating of 66%, down from 


74% in November. And Mr Uribe has other 
problems. The bomb at El Nogal came the 
day after another big blow for the presi- 
dent. Juan Luis Londono, his “superminis- 
ter" for health and labour, a brilliant econ- 
omist and capable reformer, was killed 
when the light aircraft taking him and 
three aides to a meeting in the provinces 
crashed into a remote Andean mountain- 
side. Mr Londono was responsible for pen- 
sion and labour reforms that are vital to Mr 
Uribe's efforts to control Colombia's fiscal 
deficit while also improving defence and 
social provision. He will be hard to replace. 

The immediate public demand facing 
the government is for results against the 
FARC. Over the past decade, thanks to 
money from the drug trade and kidnap- 
ping, the FARC has lost much of its previ- 
ous communist ideology but has swollen 
to some 18,000 fighters. Until recently, it 
had remained a mainly rural, peasant 
force. Security analysts still doubt whether 
it possesses an urban support network ro- 
bust enough to stage multiple attacks, but 
it can carry out sporadic terrorism. 

In August, the FARC’s urban militia- 
men killed 19 people in a misdirected mor- 
tar attack on Mr Uribe's inauguration cere- 
mony. In December, a letter-bomb injured 
a senator closely allied to the president, 
and several dozen people were hurt by a 
bomb in a restaurant. Officials believe that 
outsiders have helped the FARC with ex- 







The Economist February 15th 2002 


Also in this section 
39 Brazil's budget cuts 
39 Central America and trade talks 











40 Central America’s tax problem 





plosives technology: three alleged mem- 
bers of the Irish Republican Army are on 
trial in Bogota charged with giving the 
FARC training. 

So far, Mr Uribe's main security inno- 
vation is an attempt to impose the state's 
control over two of the guerrillas' rural 
strongholds. These have been declared 
"rehabilitation and security zones", in 
which the armed forces have been granted 
temporary extra powers by decree. 

In one of these areas, the oil-rich prov- 
ince of Arauca, some residents say that life 
is now more peaceful. Arrests of guerrilla 
suspects have soared, after the govern- 
ment began to fly in prosecutors for short 
tours of duty. Officials say this has cut the 
number of attacks on Colombia's main oil 
pipeline: it was blown up 170 times in 
2001, but fewer than 40 times last year. Mr 
Uribe has also stopped the payment of oil 
royalties to Arauca's local governments. 
These were routinely diverted to the guer- 
rillas. They are now to be administered 
from Bogotá. 

But rebel forces—right-wing paramili- 
taries as well as guerrillas—remain active 
in Arauca. Hostages are said to have been » 
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> forced to drive cars packed with explosives 
towards military targets. This week, the 
ELN, the FARC's smaller cousin, ordered 
road and air transport in Arauca to halt. 

Mr Uribe is expected to ask Congress 
for further, permanent, counter-terrorism 
powers. The El Nogal bomb will ease his 
quest. He also seeks more help from out- 
siders. The United States already gives Co- 
lombia some $500m a year in aid, most of 
it military; last month, 70 American spe- 
cial-forces troops arrived in Arauca to train 
a new army battalion. This week, the de- 
fence minister made a long-planned visit 
to Washington, seeking intelligence help. 
And six Central American presidents, 
meeting Mr Uribe in Panama, offered to co- 
operate against "terrorist violence". 

By attacking the cities, and especially 
politicians and the rich, the FARC's leaders 
seem to reckon that they can weaken both 
the economy and public support for Mr 
Uribe, thus bombing him to the negotiat- 
ing table. They have offered talks about 
swapping guerrilla prisoners for scores of 
politicians and troops they hold as hos- 
tages, including Ingrid Betancourt, a for- 
mer presidential candidate—but only if the 
government withdraws troops from a 
swathe of the countryside. Mr Uribe re- 
jects this. Most Colombians reckon he is 
right to do so. But they would like to see 
some tangible results from the govern- 
ment’s security policies, such as the cap- 
ture of FARC leaders. Otherwise, they may 
start losing faith. @ 


Brazil's economy 


Gruel before jam 


SAO PAULO 
Lula wields the axe 


HE financial markets can wreck Brazil's 

economy. Radicals within the Workers’ 
Party (pT) of the new president, Luiz Inacio 
Lula da Silva, can ruin his honeymoon. 
Lula wants to please them both. But with 
war against Iraq in the offing, he is more 
worried just now about investors’ fear of 
risk. So he is taking steps to reassure them. 

On February 7th, Antônio Palocci, the 
finance minister, announced, as expected, 
that he would aim to raise this year's prim- 
ary fiscal surplus (ie, before interest pay- 
ments) from 3.75% of Gpp, the figure 
agreed on with the IMF, to 4.25%. The aim 
is to show that Brazil means to cut its pub- 
lic debt, which stands at 56% of GDP. Even 
so, this move will not automatically do the 
trick. Fabio Giambiagi, an economist at 
BNDES, à government development bank, 
points out that a sharp devaluation of the 
real, which a war could trigger, will raise 





Palocci's firm hand 


the debt burden regardless of the higher 
primary surplus. But the measure is "a sig- 
nal that the debt-to-Gpp ratio is not going 
to increase systematically." 

This week the government outlined 
how it plans to boost the surplus. It is 
counting on a bigger contribution from 
state-owned companies. Here, higher oil 
prices would help: Petrobrás, the energy 
firm, accounts for more than two-thirds of 
the primary surplus of federal enterprises. 
Civil servants will bear some of the bur- 
den, since spending on their wages will 
rise by less than half the inflation rate. 

But a big chunk is coming from social 
programmes-closest to Lula's heart but 
among the few over which the govern- 
ment has discretion. Discretionary spend- 
ing this year is to be 14.1 billion reais ($3.9 
billion) less than originally budgeted. Even 
measured against last year's spending 
there will be falls in real expenditure on so- 
cial sectors such as health and education. 
Overall, social spending is to fall from 2.496 
of GDP in 2002 to 2.2% this year. The new 
ministry of cities is losing 85% of its no- 
tional budget; that of the ministry of “na- 
tional integration", whose brief includes 
helping drought victims, is to fall by 90%. 

These changes carry some political 
risk. So, along with the cuts, the govern- 
ment has announced some measures in- 
tended to please the left. They included the 
distribution to farmers of 203,000 hect- 
ares (501,000 acres) of land in 17 states, 
and the creation of a secretary for racial 
equality. The government promised that 
none of its "priority" programmes would 
be hurt by the cuts. That will not silence 
the critics. But the aim is to keep their dis- 
content within bounds until the second 
half of Lula's term. By then, he hopes, a bu- 
oyant economy and fiscal reforms will be 
delivering debt reduction withouttears. 8 
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Central America (1) 


How to trade up 


SAN JOSÉ 
Can trade negotiations with the United 
States help Central America to unite? 


i awe are small, poor, vulnerable to nat- 
ural disasters, and most suffered civil 
wars in the 1970s and 19805. But the five re- 
publics of Central America have made 
some fragile progress in recent years. NOW 
they have been picked by the United States 
as its latest preferential trade partners. Ne- 
gotiations to create a Central American 
Free-Trade Agreement (Us-CAFTA) were 
launched in San José, Costa Rica's capital, 
last month. They continue later this 
month, in Ohio. The aim is to finish them 
by the end of this year, before presidential 
campaigning takes off in the United States. 
Given the huge inequalities between the 
two sides, that looks ambitious. Even so, 
Central American officials hope that the 
talks will provide the cement their own ef- 
forts at integration have lacked for so long. 

The talks involve Costa Rica, El Salva- 
dor, Guatemala, Honduras and Nicaragua. 
Since 1960, these five have been trying to 
create a Central American Common Mar- 
ket (CACM). Though Panama and Belize 
belong to some Central American bodies, 
they are not involved in the CACM. The 
Central Americans have been pressing for 
free-trade talks ever since Mexico gained 
preferential access to the American market 
under the North American Free-Trade 
Agreement in 1994. Last year, George Bush 
took the initiative. The rationale, says John 
Murphy, of the United States' Chamber of 
Commerce, “is more geopolitical than di- 
rectly commercial.” 

The United States exports $9 billion of 
goods to the Central American five, but 
that is barely more than 1% of its total ex- M 





Unsubsidised, and uncompetitive 





combined Gpp of just $60 billion, Central 
America is hardly a vast market (see map). 
But there are two attractions in the talks for 
the Bush administration. The first is to try 
to make allies of vulnerable neighbours 
who are the source of illegal migrants. 

The second is that a swift agreement 
with Central America, following one with 
Chile last year, would increase the pres- 
sure on Brazil, South America's largest 
economy, to sign up to the proposed Free- 
Trade Area of the Americas. Talks on this 
are due to finish by 2005, and have reached 
a crucial stage. This week the United States 
unveiled a surprisingly bold offer to elimi- 
nate tariffs on imports of textiles and cloth- 
ing by 2010; it also offered to phase out all 
tariffs on industrial and agricultural goods. 
But Brazil objected that under the Ameri- 
can proposals, its exports would gain ta- 
riff-free access more slowly than those 
from smaller countries, and farm subsidies 
would not be touched. 

For these reasons, the Central Ameri- 
cans have some leverage in their talks with 
the United States. They may need it: trade 
unions in the United States object to the la- 
bour conditions in clothing factories in El 
Salvador, for example. The biggest pro- 
 blemisthe perennial one of farming. Hun- 
dreds of thousands of Central Americans 
scratch a living from just three crops, 
maize, coffee and sugar. Maize farmers, in 
particular, will need aid. 

Over the past decade, the Central 
American countries have been liberalising 
their economies; none has an average ta- 
riff higher than 10%. The United States is 
already their biggest market, and the 
source of remittances from migrants. So 
US-CAFTA would be “more of a consolida- 
tion than a brave new world," says Alberto 
Trejos, Costa Rica's foreign-trade minister. 

Central American officials see two po- 
tential benefits from a free-trade agree- 
ment with the United States. First, they 
‘hope that it would increase the flow of in- 
vestment to their countries, by, for exam- 
ple, strengthening intellectual-property 
rights. Second, the exercise might deepen 
co-operation between the five countries. 

There are still many barriers to free 
trade within the isthmus. Inefficiencies 
and red tape at borders account for half the 
cost of transporting goods from one coun- 
try to another, according to INCAE, a Cen- 
tral American business school. That is one 
of several issues that the five have been 
trying for years to deal with, in desultory 
talks aimed at making their supposed 
common market a reality. 

These talks have foundered on national 
differences. Costa Rica has long been sta- 
ble and relatively prosperous; it has been 
sniffy about sharing sovereignty with its 
neighbours. At the other extreme, Guate- 
mala remains corrupt and backward. Last 
month, the United States bracketed it with 


Haiti as failing to fight drugs. According to 
the State Department, Guatemalan police 
“stole twice the quantity of drugs that they 
officially seized" and were involved in 
drug-related murders. Guatemala's hu- 
man-rights record has deteriorated under 
President Alfonso Portillo. A presidential 
election in December may be won by 
Efraín Ríos Montt, a former dictator and 
Mr Portillo's mentor. In that case, many 
Americans might oppose rewarding Gua- 
temala with a trade agreement. 

Much negotiating remains to be done. 
But many Central Americans may think a 
deal with the United States is the only way 
to keep their own neighbours in line. = 


Central America (2) 
The revenue 
problem 


MANAGUA 
Eradicating corruption is the key to 
raising badly needed taxes 


HERE is a new kind of national lottery 

in Nicaragua—but it is one that nobody 
wants to win. Each month, the govern- 
ment picks the names of 100 profes- 
sionals; one is then randomly singled out 
to be audited. Officials say that they know 
that out of the 100, about 40 will be tax- 
dodgers. Since the whole process is public, 
the unlucky winner risks being exposed 
and fined, or worse. 

Thisis one of the more unusual ways of 
trying to tackle what has become the big- 
gest weakness of most Central American 
countries as they prepare for free trade 
with the United States. Low tax revenues 
mean inadequate investment in infra- 
structure and education. Most govern- 
ments also find it hard to borrow abroad, 
since investors are rightly sceptical of their 
ability to repay debt through taxation. 
Only El Salvador has a precious invest- 
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ment-grade credit rating. 

Guatemala, one of the isthmus's bigger 
economies, is the most notorious case. At 
less than 10% of GDP (15% if social security 
is included), its tax yield is the second-low- 
estin the Americas, after only Haiti. Poorer 
Nicaragua seems to collect much more (see 
map). But Eduardo Montealegre, the fi- 
nance minister, argues that the true figure 
is as low as11%, when the huge black econ- 
omy is included in the calculation of GDP. 
By contrast, the figure for Mexico is 18%, 
Brazil 36% and the United States 30%. 

At the core of the problem lies a vicious 
circle. In several Central American coun- 
tries, governments have long had a reputa- 
tion for corruption. So, complain the better 
off, why should we hand over our money 
only for politicians to siphon it into their 
own pockets? 

Some governments are trying to an- 
swer that. Nicaragua has charged Arnoldo 
Alemán, the president from 1997 to 2002, 
and several associates, with corruption. 
This has carried a cost: Mr Alemán's sup- 
porters in Congress have held up several 
government reforms in retaliation. But it 
"was a price worth paying," says Enrique 
Bolanos, Nicaragua's current president. 
Perhaps because of it, last year tax revenue 
rose by 9%, says the government, even 
though the economy grew by less than 1%. 

Tax-gathering in Central America has 
never been very efficient. Some countries 
are now trying to make it so, while also in- 
creasing the number of taxpayers. Costa 
Rica's government has sent bills to con- 
gress that would tax money earned 
abroad, levy the sales tax on services as 
well as goods, and introduce a single form 
for income tax. Tax officials will also be 
given more power to enforce the existing 
rules. With these reforms, Costa Rica 
hopes to boost the tax take by 1% of GDP 
per year, says Alberto Trejos, the trade 
minister. Elsewhere in the isthmus, jailing 
a few corrupt politicians, and then doing 
the same to big tax evaders, might bring 
swifter returns. @ 


TRULIA GOP per person, 2001, $ PPP 
| 0.0 | Average economic growth, 1998-2002. % 
Tax as *& of GDP, 2001 


500 km 


Sources: UN World Development Report: 
IMF; Economist Intelligence Unit 





Cm Kx Tb. ba 's 


* "m è 
‘eek e ERa A 


Bi E 


lL. | 12 oon ^" "a 
The Muslim erica 


eer. PUES 





Sermons that resound with the clash 


of civilisations 


CAIRO 


Muslims, gathered in Mecca for the haj pilgrimage, are told to confront the enemy 


S THE western world wrangles over 
tackling Iraq, the Muslim world, now 
celebrating the annual haj, is more con- 
cerned with tackling America. Saudi Ara- 
bia's top religious scholar, Abdul Aziz al- 
Sheikh, offered a hint this week. In a ser- 
mon heard by the 2m pilgrims gathered in 
Mecca, and televised worldwide, he made 
a rousing call for unity, and a return to Is- 
lamic tenets in the face of *enemies" bent 
on undermining them. The sheikh did not 
directly name America or its threat to in- 
vade Iraq. But his contention that the Mus- 
lim ummah or nation is being attacked, 
"economically and religiously", reflected 
the common Muslim belief that America 
wants Iraq for its oil, and assaults Islamic 
morals in the guise of its war on terror. 

Saudi religious officials are bound by 
their close ties to the ruling family to re- 
frain from being provocative. Indeed, the 
kingdom's Council of Ulema, or religious 
scholars, recently issued a scathing con- 
demnation of attacks on non-Muslim civil- 
ians as a form of deviancy. But Islam is a 
broad faith. Muslim scholars of a more in- 
dependent stripe are speaking openly of 
the duty to resist America’s aggressive- 
ness, even by force of arms. 

Yousef Qaradawi, an Egyptian-born 
cleric based in Qatar, with a wide televi- 
sion following and a reputation for moder- 
ation, has denounced terrorism in the 
name of Islam. Yet, in a recent interview, 


Mr Qaradawi declared that anyone killed 
while fighting to expel American forces 
from the Gulf would die a martyr. While 
praising the American people, he claimed 
that their government was waging war 
against Islam. The current build-up of 
American troops, he said, reminded him 
of the Tatars massing to invade Muslim 
lands in the 13th century. 

Oddly, the rhetoric matched that of 
Saddam Hussein, a leader for whom Mr 
Qaradawi, and most other Muslim schol- 
ars, have little sympathy except as a sym- 
bol.In a speech marking an anniversary of 
the last Gulf war, Iraq's ruler likened 
George Bush to Hulagu Khan, the leader of 
the Mongol hordes who razed Baghdad in 
1258 (though the Americans would fall at 
the gates of the city, he said, not capture its 
ruler, roll him in a carpet and have their 
cavalry ride over it, or build pyramids of 
Muslim skulls, as Hulagu did). 

Mr Qaradawi's opinion tallies with 
that of more radical Muslims. Leaving 
aside the terrorist groups that have contin- 
ued to mount sporadic attacks on Ameri- 
cans in the region, non-violent move- 
ments, such as the Muslim Brotherhood, 
have issued calls to resist America's per- 
ceived drive for hegemony. The Brother- 
hood represents the only serious opposi- 
tion to the governments of Egypt and 
Jordan, both valued American allies. Its 
Jordanian branch recently demanded that 
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Arab governments expel American forces. 
The Egyptian branch called on govern- 
ments to heed the will of their people, and 
act "to confront the crusaders before we 
are driven into slavery". 

Even at the paler end of the Islamic 
spectrum, hostility to American policy is 
fierce. At a seminar sponsored by the web- 
site ISlamOnLine, a group of greying Egyp- 
tian Islamist intellectuals disputed 
whether America is actually warring 
against Islam, but agreed that jihad against 
military forces invading or occupying any 
Muslim country, including Iraq, is legiti- 
mate. The website’s on-line fatwa service 
asserts that it is a sin for the Iraqi opposi- 
tion to collaborate with infidels in order to 
overthrow their government. 

The dissenting voice in Muslim opin- 
ion comes from that opposition. Albeit 
with reluctance, the Supreme Council for 
the Islamic Revolution, the leading Iraqi 
Shia opposition group, has accepted the 
need for American help in toppling the re- 
gime. And when Shia authorities in Iraq is- 
sued a fatwa last year urging Muslims to 
defend the country against aggressors, 
scholars in exile were quick to dismiss the 
ruling as having been forced under duress. 

Like most people, whatever their faith, 
Muslims do not generally acquire their po- 
litical opinions from clerics. Mostly, they 
do not care much for politics, and do not 
identify personally with a vast Muslim 
ummah all that much more than most 
Christians identify with Christendom. But 
with religious sensibilities heightened, 
and with mild-mannered preachers regu- 
larly blasting American policy, the voice 
of Osama bin Laden, heard again this 
week as he called on Muslims to fight “al- 
lies of the devil”, sounds less far-fetched. 
Muslims hate his methods, but they agree 
with the message: Yankee go home. m 


Middle East and Africa — 


Iraqi opposition groups 
Hi, leave it to us 


SULAYMANIYAH 
Iraq's opposition is dismayed at plans 
for an American occupation of Iraq 


HEN Iraq's opposition groups-the 

six that enjoy American support— 
met in London at the end of last year, they 
had fond hopes that George Bush would 
anoint them to be Saddam Hussein's suc- 
cessors. They are now expressing dismay, 
and a sense of betrayal, at having this be- 
lief corrected. After a meeting in Turkey 
last week between three of the six groups 
and Zalmay Khalilzad, the American presi- 
dent's envoy, they learnt that, in the event 
of Mr Hussein's fall, America intended to 
turn Iraq over to an American military gov- 
ernor for a year or so, and to put American 
officers in the main ministries. 

Ahmad Chalabi, an opposition leader 
who did not attend the meeting with Mr 
Khalilzad—he says he was invited late in 
the day-rages at what he calls America's 
unworkable plan. The best, he says, that 
opposition luminaries can hope for is 
membership of an advisory council to be 
chosen by the military governor, and, after 
about a year, election to a constitution- 
drafting body. In the meantime, he says, 
Mr Khalilzad envisages a temporary con- 
stitution, drafted by a judicial council 
whose members will be appointed by the 
Americans. Under these circumstances, 
say Mr Chalabi's supporters, Iraqis will re- 
gard America as an occupying force. 

Iraq's Kurds are no less disappointed, 
even if they express themselves more dip- 
lomatically. Their autonomous northern 
zone is now administered by the two main 
Kurdish groups, the PUK and the KDP. In 
Sulaymaniyah, the Pux capital, officials 
say that Mr Khalilzad has turned his back 
on the political statement that emerged 
from the London conference, a statement 
that America had appeared to endorse. 

In this document, the six groups con- 
ferred on themselves a central role "in all 
stages of the expected process of change". 
They firmly rejected “occupation, foreign 
or local military rule, external trusteeship 
or regional intervention". And they com- 
mitted themselves to a federal structure 
that would, in effect, legalise the Kurds' de 
facto autonomy from Baghdad. 

In deference to his Turkish hosts, who 
fear that Iraqi federalism could galvanise 
their own restless Kurds, Mr Khalilzad re- 
fused to commit himself to a federal Iraq. 
To the alarm of the Kurds, he spoke of a 
possible Turkish military incursion, osten- 
sibly to provide humanitarian aid, but 
probably to dissuade the Kurds from ex- 
panding their territory, and block moves 
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to independence. The Turks also say they 
will allow, subject to parliament's ratifica- 
tion, tens of thousands of American 
troops to use Turkey as the jumping-off 
point for a southwards thrust against Iraq. 

The Iraqi opposition detects the par- 
ticular imprint of Saudi Arabia, a Sunni 
monarchy with a Shia minority, on Mr 
Khalilzad's support for a very staggered 
transition to democracy. Saudi Arabia is at 
least as keen as America is to limit the 
influence of the Iran-backed Supreme 
Council for Islamic Revolution in Iraq 
(SCIRD), the biggest Shia opposition group. 
Unsupervised democracy, they both fear, 
might well allow this group to ride to 
power. As a first step, America has told the 
SCIRI to keep its Iranian-armed standing 
force away from the fighting. 


Keep out of Kirkuk 
The Kurds, like the scrrt, have been told to 
stay put. One reason is that the Americans 
are determined to reach the oil-rich city of 
Kirkuk, which the Kurds briefly held after 
the 1991 Gulf war, before anyone else can 
take control of the city and its wealth. 
Although the opposition groups have 
forsworn any desire to set up a govern- 
ment-in-exile, they had been hoping to use 
a second conference, with Mr Khalilzad in 
attendance, to develop their ideas for a 
transitional administration. They now 
blame America for delays in holding this 
meeting, scheduled for mid-February in 
Iraqi Kurdistan, and accuse Mr Khalilzad 
of trying to foist his appointees on to the 
secretariat that will supervise the confer- 
ence. Their own democratic credentials 
may be pretty dubious, but the opposition 
groups now increasingly question the sin- 
cerity behind America's stated desire to 
shine a beacon of democracy into their be- 
nighted corner. m 





Your plan's no good, says Chalabi 





Splendid for 
business, too 


AMMAN 
America's military build-up in Jordan 
becomes obvious 


ji American air force has been good 
for Ali’s dry-cleaning business. Six 
months ago, he received only 40 sacks of 
washing a day from British and American 
troops stationed along the Jordanian bor- 
der. This month, his intake has soared to 
250 Sacks, or some 1,200 uniforms a day. 

Ali is not the only Jordanian to profit 
from the war. Hundreds have found jobs 
working 24-hour shifts at the military base 
in Safawi, off the road to Iraq, assembling 
barracks under the glare of floodlights. 
Car-hire agencies are so busy striking lu- 
crative deals that the capital has no more 
4x4s left to hire. Even the shepherds in the 
remorseless flint plains that border Iraq 
have found a more profitable alternative to 
goats: drilling boreholes in preparation for 
the expected influx of Iraqi refugees. 

The biggest winner, of course, is the Jor- 
danian government, which is set to receive 
more than $200m of American military 
aid a year. In contrast to its pariah status in 
the last Gulf war, Jordan is now the third- 
largest recipient of American aid. In King 
Abdullah's own words: "Jordan first". 

Iraq has made some faint attempts to 
counter America's lure. Last week, it 
banned petty oil-smugglers in Ruweishid, 
a Jordanian town on the border, from driv- 
ing across to Iraq to fill up their tanks, thus 
severing the town's lifeline for the past 13 
years. Rather than blame Iraq, the towns- 
folk fumed at the American and British 
special forces camped on the edge of their 
town, saying that they had been crossing 
over, disguised as smugglers. 

But Ruweishid soon found new lines of 
business: renting its homes to foreign tele- 
vision crews seeking a front-row view of 
the war. Property prices have further 
soared as aid workers, arriving to tend to 
an expected wave of refugees, displace res- 
idents from the best bungalows. "We're 
not only raking in rent, we're getting flush 
toilets too," said Ruweishid's latest self- 
styled estate agent. And though the ban on 
smuggling carries the threat that Iraq may 
cut the official deliveries it gives Jordan at 
an enormous discount, the authorities 
claim that America has already offered to 
make good the shortfall. 

Iraq's best hope remains the Jordanian 
people, as distinct from their government. 
To begin with, Jordan's information minis- 
ter, Muhammad Adwan, tried to keep ev- 
eryone from worrying by claiming that the 
military traffic pouring into the kingdom 
was routine. He denied persistent Arab »» 
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and Israeli reports that American and Brit- 
ish special forces stationed in Jordan were 
fanning across Iraq’s western al-Anbar 
desert, hunting for Scuds or preparing for 
an invasion. But last week three Patriot 
anti-missile batteries arrived, accompa- 
nied by American troops, and the Ameri- 
can presence became too big to deny. 

In the eastern desert, unmarked trans- 
port planes fly out of the fog. The highway 
to Iraq heaves with military juggernauts, 
some bearing containers that are clearly 
components for a mobile military hospi- 
tal. Vehicles without licence plates speed 


Southern Africa's double jeopardy 
Cursed, twice over 


JOHANNESBURG 


by packed with conspicuous white faces. 

Yet the predictions of widespread trou- 
ble have not so far come to pass. Jordan's 
press is heavily censored. The unions have 
been banned from discussing anything 
other than employment rights. Elections, 
long delayed, have been put on hold until 
after the war. And demonstrations, al- 
lowed again after a ban of ten months, are 
puny affairs compared with their Euro- 
pean counterparts. After all, most Jordani- 
ans, faced with the prospect of subsidy 
cuts, are too busy making ends meet to ask 
the relevant questions. 8 


Hunger and HIV are a lethal combination to strike southern Africa 


AMINE has a new ally. If it were not for 

AIDS, southern Africans might be able 
to cope with the food shortages afflicting 
the region. But the epidemic is making mil- 
lions too weak to grow enough food, and 
too weak to survive with empty stomachs. 

In the past, when food was short, Jene- 
rah Michelo, a Zambian subsistence 
farmer, could buy or beg from neighbours. 
But then her husband died of Arps, leav- 
ing her with six children, a nearly empty 
food pot and a debilitating virus in her 
bloodstream. Now she is too feeble to for- 
age, and neighbours are reluctant to help 
because she is a "patient". Foreign donors 
sometimes bring food and tablets to treat 
convulsions. But the medicine should be 
taken after a full meal, “so I get side effects, I 
become weak and dizzy, I cannot man- 
age." She cannot get hold of anti-AiDs 
drugs, but if she could, they too would be 
useless without adequate nourishment. 

For a year, the World Food Programme 
(wep) and others have strained to relieve a 
food shortage that affects 14m people in six 
southern African countries. James Morris 
of the wrr says that Malawi, Zambia, Zim- 
babwe, Lesotho, Swaziland and Mozam- 
bique will need aid for months to come, 
largely because the hunger is com- 
pounded by niv and Arps. In the six coun- 
tries, one adult in fouris now infected. Few 
people are actually starving, but many are 
succumbing to AIDS prematurely because 
they are weakened by hunger. 

Alan Whiteside, a South African scien- 
tist who studies Arps in Africa, and Alex 
de Waal, a development expert, are calling 
it a “new variant famine”. They point out 
that most of the 30m Hrv-infected Afri- 
cans are young women and men in their 
most productive years. (In South Africa, 
the average age of those dying from Arps is 


37.) With fewer hands to plant and harvest, 
crop vields drop. One recent study found 
that incomes in poor rural households 
with an HIV-positive member were falling 
by half. According to the UN Food and Ag- 
riculture Organisation, 7m peasants and 
farm workers in 25 African countries had 
died from Arps by 2000, and 16m more 
will die by 2020. 

Children, especially girls, often miss 
school to look after the sick, or to grow 
food when their ailing parents cannot. The 
2.5m AIDS orphans in the six countries are 
especially vulnerable: their parents have 
often died before they could teach their off- 
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Pulverised by double trouble. 





spring about farming, or how to forage for 
wild roots and fruit in dry years. Broken 
families and poverty have forced some 
young women and children into prostitu- 
tion, which in turn spreads the disease. 

Matters are aggravated by the fact that, 
in Africa, more women than men are in- 
fected with HIv—and it is women who, be- 
sides everything else, do most of the farm 
work. Stephen Lewis of the UN children’s 
fund says that the combination of hunger 
and Arps “is the most ferocious assault on 
women ever”, and calls for donors to re- 
think how they should tackle the emer- 
gency. In Malawi and Zambia, for in- 
stance, there is talk of importing cheap, 
generic anti-retroviral drugs from India to 
fight the Arps epidemic. 

All famines are complicated affairs, 
with multiple causes. Some combination 
of war, weather, misrule or pestilence is- 
usually to blame. In Zimbabwe, misrule 
and economic collapse may play a bigger 
part in the shortages than AIDS. Moreover, 
in most famines it is disease, not starvation 
alone, that claims the most victims. In this 
respect, the famine-cum-Arps alliance fits 
an established pattern. 

What is unprecedented is the scale of 
the disruption it is causing. According to 
Mr de Waal: “arps has disabled the body 
politic...the worst-hit African countries 
have undergone a social breakdown.” 
And, indeed, there are signs of such a 
breakdown in Mrs Michelo's village: her 
family cannot help her, her neighbours 
will not, and some have even been steal- 
ing her chickens. Such theft was unknown 
during previous food shortages, as was 
hoarding by the better off, which has now 
become commonplace. @ 
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Regulatory Data 
Protection — The Road 
to Innovation 

by Professor Giuseppe Nisticó 


he miracle treatments and wonder 

drugs we all dream of do not come 

about by accident. The average cost of 
leveloping a single new medicine has been 
'stimated at approximately 900 million euros 
ind the development process takes as long as 12 
0 13 years. Unless the pharmaceutical industry 
s able to reap the rewards of this investment, 
nnovators will have little incentive to continue 
'esearch into the discovery of new drugs. 

The protection of regulatory data, or 
‘data exclusivity” period, is key to making 
sure that innovation and investment continue 
o come to Europe. This period needs to last 
ong enough to maintain the virtuous circle of 
nvestment into new drugs and therapies. 
Towever, as far as policymakers are concerned, 
t balance needs to be struck between the high 
rice of some new medicines, patients’ needs 
or access to more affordable medicines, and 
he reduction of national health budgets. 
zareful management of the interests of both 
nnovators and generic manufacturers is 
herefore essential if a healthy pharmaceutical 
narket is to continue in Europe. 

In a recent vote on the future of EU 
)harmaceutical legislation, the European Parlia- 
nent modified a legislative proposal made by the 
furopean Commission — which was already a 
'ompromise proposal — to allow for a harmonised 


IO year data exclusivity period, plus an extra year 





A world of ideas on public policy 





if a significant new therapeutic indication is 


authorised. The Commission proposal was already 
a balanced compromise, which the Parliament 


should have supported as such. 


The protection of 
regulatory data is key 
to making sure that 
innovation and 
investment continue to 
come to Europe 


The compromise amendment approved in 
the European Parliament would allow generic 
manufacturers to submit their application for 
marketing authorisation 8 vears after the first 
authorisation granted to the original (reference) 
medicinal product. But the grant of marketing 
authorisation to the generic product and its 
production and introduction to the market would 
only happen after the 10 years have elapsed. This 
effectively reduces the data protection period. 

Since no research and discovery is required 
for generic copies of drugs, and there is no 
development risk, | believe that generic 
manufacturers should respect the 10 year data 
protection period proposed by the European 
Commission, and should start all the application 
procedures after this period has elapsed. 

Without this protection, incentives for the 
development of new therapies will be reduced. 
This will not just hurt pharmaceutical inno- 
vators. Patients may be denied access to the 
latest, most innovative drugs. Rather than saving 


money, national health systems may end up 


spending more on older, less effective treatments. 
In the long run, we would all be the losers. 

Moreover, if we also want to encourage 
further research into known substances (i.e., 
existing therapies), the European Commission 
must go further. The European Parliament has 
voted to grant three years of regulatory data 
protection when new indications for known 
substances, involving significant new research 
work, are applied for. I believe the European 
Commission should support this concept. 

A reasonable period of data exclusivity 
and product patents, as well as fiscal and other 
financial incentives for companies investing in 
research, gives benefits not only to patients in 
Europe but also in the developing world. This 
protection will allow governments to develop 
proper partnerships with the pharmaceutical 
industry to combat serious diseases such as 
AIDS, TB, malaria and many other tropical 
diseases prevalent in developing countries, 

Well-developed countries have a duty to 
help the poor, undeveloped areas of the world. 
Yet, without international laws to protect 
intellectual property, there is a risk that fewer 
new drugs and advanced technologies will be 
developed. The consequences could be dev- 
astating for all of society and in particular for 
poorer countries, who have far less access to 
medicines and other resources. It must be 
recognised that strengthening the regulatory 
data protection regime is a key signpost on the 
road to innovation. 


Professor Nisticò is a Member of the European Parlia- 
ment in the Group of the European People's Party. 


To read other articles in the series, visit www.pfizerforum.com 
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The UN's war-crimes tribunal 
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The lesson of Slobodan Milosevic's 


trial and tribulation 


THE HAGUE 


Even as NATO quarrels about how to deal with one bloody tyrant, another is trying 
to turn his war-crimes trial in The Hague into a circus 


HE trial of Slobodan Milosevic, Ser- 

bia's former strongman, had its first 
anniversary this week, butthe only person 
who seemed in a mood to celebrate was 
the defendant himself. Mr Milosevic may 
be facing 66 separate charges of the gravest 
crimes imaginable, including genocide, at 
the uN's war-crimes tribunal in The 
Hague, but he appears to be enjoying him- 
self nevertheless. Berating or bullying 
prosecution witnesses with relish, and 
peppering the judges with objections, he 
has turned his right to act as his own law- 
yer into a bravura performance. 

Yet Mr Milosevic has not managed to 
disrupt or discredit the court, and his trial 
grinds on, revealing a mounting body of 
damaging evidence. Moreover, the tribu- 
nal has a growing number of other top 
leaders in custody, and looks on course to 
nail the leading perpetrators of the worst 
atrocities in Europe since the second world 
war. It may also pave the way towards 
bringing other world-class villains to jus- 
tice. So it is still poised to break interna- 
tional legal ground. 

Though dozens of defendants have 
been tried at The Hague (see table) since 
the UN established the tribunal almost ten 
years ago, Mr Milosevic is the biggest 
catch. He is the first head of state since the 
Nuremberg trials of 1945-46 to face charges 
before an international court and one of 


the most awkward big-name defendants 
to appear in any court anywhere. His be- 
haviour has put the entire tribunal—in- 
deed the very idea of international war- 
crimes trials—to its severest test. 

So far, the three judges conducting the 
trial have done well. They have bent over 
backwards to be fair to Mr Milosevic, re- 
jecting prosecution demands that they ap- 
point a defence lawyer to represent him 
over his objections, suspending proceed- 
ings whenever he has felt ill, and wearily 
explaining to him, over and again, the 
court's rules. Aware that Mr Milosevic, 
though educated as a lawyer, is not an ex- 
perienced trial attorney, they have granted 
him as much leeway as possible in cross- 
examining witnesses, a concession he has 
used ruthlessly. In fact, nearly two-thirds 
of the court's time in the trial's first year 
has been taken up by Mr Milosevic him- 
self, even though he has still to mount his 
own defence. 

Yet the judges have managed to keep 
the trial on track, restraining Mr Milosevic 
when his outbursts have been most intem- 
perate and working through the volumi- 
nous evidence put before them. Unex- 
pectedly, Mr Milosevic has helped them. 
He no longer seems intent on wrecking the 
trial, as was originally feared, but on pro- 
longing it as long as possible in order to 
keep performing for his audience back 
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home in Serbia, where the proceedings are 
shown on television. Though he still re- 
fuses to recognise the tribunal's legiti- 
macy, he abides by the judges' rulings, 
stands when they enter or leave the room, 
and addresses everyone else in the court- 
room with a modicum of politeness. By 
taking part so actively, he has inevitably 
bolstered the tribunal's credibility, even in 
the eyes of sceptics. Once the trial is over, 
he and his supporters will find it hard to ar- 
gue that he did not get a fair hearing. 
Despite Mr Milosevic's antics in court, 
the prosecution is building a strong case 
against him. The trial's first phase, dealing 
with Kosovo, finished in September. It pro- 
duced no “smoking gun" to prove that Mr 
Milosevic had directly ordered the atroc- 
ities or mass expulsions in 1998 and early 
1999. That is hardly surprising. He commit- 
ted very little to paper and often met his 
subordinates alone. But the prosecution 
did present a slew of evidence of a con- 


i Facing judgment 
War-crimes proceedings in The Hague 


Number 
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Source: UN International Criminal Tribunal for Former Yugoslavia 
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certed Serb plan to drive hundreds of thou- 
sands of Kosovo Albanians from the prov- 
ince through murder and terror—and 
demonstrated a clear chain of command 
leading to Mr Milosevic. 

The trial’s second phase, which deals 
with even more widespread Serb atroc- 
ities in Bosnia and Croatia, has already fea- 
tured damaging testimony from some Serb 
officials that in the early 1990s, despite Mr 
Milosevic's denials, he personally directed 
the Yugoslav army and Serb paramilitaries 
from Belgrade. This week Major-General 
Aleksandar Vasiljevic, the army's former 
head of intelligence and the most senior 
insider yet to appear, testified against his 
former leader. Other top Serb officials are 
expected to follow him into the witness 
chair in the coming months, many in the 
hope of escaping prosecution themselves. 

Mr Milosevic's response to the evi- 
dence has been a combination of bluster 
and determined efforts to discredit wit- 
nesses. He is often well briefed, frequently 
drawing on material from secret-police 
and army files prepared for him by a team 
of aides in Belgrade. And yet, from a legal 
point of view, his performance has been 
feeble. His recent attempts at intimidation, 
so effective in the trial's early weeks, have 
fallen flat, as witnesses have come to court 
knowing what to expect. His cross-exami- 
nations, though detailed, have often been 
irrelevant, aimed more at scoring political 
points than challenging evidence. Richard 
May, the presiding judge, has constantly 
struggled to confine Mr Milosevic's ques- 
tions to the issues at hand. “Attacking the 
other side is not a defence," he has repeat- 
edly explained to the defendant. 


I'm the real victim 

But of course Mr Milosevic's real interest is 
notin mounting a legal defence. Rather, he 
wants to continue to preach his view that 
the Serbs were the biggest victims of an in- 
ternational plot to break up Yugoslavia, 
and that he himself was the Balkans’ great- 
est peacemaker rather than the chief archi- 
tect of its bloody wars. 

No one is quite sure what he is plan- 
ning for his defence once the prosecution, 
probably this summer, has finished put- 
ting its case. But he could drag the trial out 
for another two years by demanding his 
full quota of time to match the prosecu- 
tion's. And he may call a dozen top west- 
ern politicians as defence witnesses. 

The verdict against him is likely to de- 
termine whether the UN’s tribunal at The 
Hague is itself deemed a success. Some of 
its sponsors are becoming restive about its 
costs, now running at more than $100m a 
year, and about its proceedings' length. 
President George Bush, like Bill Clinton be- 
fore him, has backed the tribunal; in 2001 
the Americans forced Serbia to hand Mr 
Milosevic over. But lately they have said 
they want the tribunal-set up by the UN 





Security Council only as an ad hoc institu- 
tion-to wind up by 2008. The Americans 
are also growing tired of pressing Serbia to 
hand over indictees to The Hague. They 
are said to have told Serb leaders that if 
Serbia hands over three more top indicted 
Serbs, including Ratko Mladic, the alleged 
chief perpetrator of the massacre of 7,000 
Bosnian Muslims at Srebrenica in 1995, 
then others can be left to local courts. 

For their part, officials at the tribunal 
agree that they need a "completion strat- 
egy" but cannot formulate one until the 
main people indicted but still at large are 
nabbed and put on trial, and until provi- 
sion is made for fair local trials of scores of 
other suspected war criminals. One idea is 
for special courts in the region run by a 
mixed bench of foreign and local judges. 

On that score, it must be stressed that 
Croats and Bosnian Muslims, as well as 
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Serbs, have been tried and convicted at the 
tribunal, though so far no Kosovo Albani- 
ans have been brought to book: some may 
be indicted soon, while others are likely to 
be tried under UN law in Kosovo-for war 
crimes against fellow Albanians. 

It is too soon to judge the Hague tribu- 
nal itself. Hopes that it would foster recon- 
ciliation have so far been disappointed, 
though the detailed public record of what 
actually happened in the Balkans may 
help future generations to face up to the 
horrors committed during Yugoslavia's 
break-up. And the tribunal may already be 
giving one valuable lesson: if the civilised 
world really wants to hold (and pay for) 
fair and public trials of those accused of 
appalling war crimes, it can do so—even in 
the most politically contentious of cases 
featuring the most awkward of defen- 
dants. Has anyone in Baghdad noticed? m 





Kosovo's final status 


Asking the unanswerable 


Will Kosovo stay part of Serbia? Aargh! 


OR three-and-a-half years, since NATO- 

led forces kicked Serbia's adminis- 
trators out of the disaffected, mainly Alba- 
nian-inhabited province of Kosovo and 
handed it over to the United Nations, pro- 
gress has been slow but steady. Serb politi- 
cians in Belgrade, their capital, seemed 
quietly reconciled to the province's loss. 
The question of Kosovo's “final status"—as 
an independent ethnic-Albanian country 
or as an autonomous part of Serbia or as 
something else—was not a burning one. 

But suddenly it is becoming so. In the 
past few weeks, Zoran Djindjic, Serbia's 
prime minister, has declared that Kosovo 
is drifting towards independence and that 
this must stop. He has demanded talks on 
its final status. Serb police and soldiers, he 
says, must be allowed back in. The UN 
resolution which ended the 78-day bomb- 
ing in 1999 of what was still then Yugo- 
slavia made provision for this, but the UN 
has repeatedly told the government in Bel- 
grade that the time for such a move is not 
ripe. The province's 1.8m ethnic Albani- 
ans, who make up a good 95% of the 
present population, would see the return 
of any Serb security forces as an attempt to 
reimpose Serbian authority-and would 
violently oppose it. 

Matters became trickier earlier this 
month, when the old Federal Republic of 
Yugoslavia was replaced by a new and 
looser union, to be called simply Serbia & 
Montenegro, whose constitution declares 
Kosovo an integral part of Serbia. Ethnic 


Albanians in Kosovo's parliament have re- 
sponded by planning to make a declara- 
tion of independence, while Kosovo's be- 
leaguered ethnic Serbs in Kosovo have 
organised a union of Serb municipalities— 
and say that, if Kosovo becomes indepen- 
dent, its ethnically Serb northern area 
should secede and join Serbia proper. But 
if that failed to happen, Serbs in Kosovo 
might emulate their ethnic brethren in Bos- 
nia and create a "Serb republic" within Ko- 
sovo. American and European policymak- 
ers are annoyed by Mr Djindjic’s recent 
suggestion that, if Kosovo voted for inde- 
pendence, the Serbs in Bosnia might fol- 
low suit. 

One reason Mr Djindjic is pandering to 


Serb nationalists is because the Americans » 
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» have threatened sanctions against Serbia 
unless his government arrests General Rat- 
ko Mladic, the Bosnian Serb commander 
during the bloody war, and delivers him 
and two others indicted for war crimes to 
the UN's warcrimes tribunal in The 
Hague. If Mr Djindjic did so, many Serbs 
would be furious. The Serbs' leading ultra- 
nationalist, Vojislav Seselj, who says he 
has himself been indicted, would ensure 
that Mr Djindjic became even more un- 
popular than he is already. 

In any event, the UN administration in 
Kosovo is worried by new threats of vio- 
lence, this time from a previously shad- 
owy group called the Albanian National 
Army (ANA). Unlike previous Albanian 
groups, it has a cell structure, making it 
ideal for penetration by groups of crimi- 
nals keen to exploit violent disorder. This 
week seven ethnic Albanians from south- 
ern Serbia, close to Kosovo, were charged 
with terrorism. Unless it is checked, the 
ANA may stir up violence in Kosovo, Mac- 
edonia and southern Serbia. Wise headsin 


Kosovo's UN administration think this is 


notthe moment to attend to Kosovo's final 
status. But it is becoming harder for them 
to avoid doing so. 8 
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The European Union's constitution 


Ever closer in all 
but name 


BRUSSELS 
A draft constitution for the European 
Union heralds still tighter integration 


UTSIDE the convention hall, all may 

be discord and strife. But inside, 
where Europe's future is being deter- 
mined, rapid headway is being made to- 
wards the continent's unification. On Feb- 
ruary 6th Valéry Giscard d'Estaing, the 
convention's 77-year-old chairman, issued 
a draft of the first 16 articles of a proposed 
constitution for the European Union. Arti- 
cle 1 proclaims, in less than ringing tones, 
that the Union "shall administer certain 
common competences on a federal basis". 
Subsequent articles declare the Un- 
ion's attachment to numerous worthy 
aims~peace, human rights, full employ- 
ment, even the exploration of space. Many 
of the most contentious aspects of the con- 
vention's work, notably the distribution of 
power among the various European insti- 















Another Euro-idea, in 1648 Westphatia | 


tutions, will be covered in clauses tha 
have yet to be written. But there is alread 
lots of chewy stuff for the convention's de 
legates and for Europe's governments 
get their teeth into. 

The most ardent centralisers are disap 
pointed that the old pledge of “ever close 
union", which has spurred on Europ 
integration since the Treaty of Rome 
1957, has disappeared from Mr Gisce 
d'Estaing's draft. But in general those w 
want a pan-European federation cen 
in Brussels are happy. The draft m 
many of their longstanding demand 
particular the legal incorporation : 
"charter of fundamental rights" and 
establishment of an independent "lega 
personality" for the EU. 

In Britain in particular, Eurosceptic 
have reacted with shock to Mr Giscard 
d'Estaing's draft. Some of their outrage 
odd, since they are denouncing already ex 
isting European law as proof of siniste 
new plans for an extension of European 
powers. Thus William Rees-Mogg, writing. 
in the Times, harrumphs that under this 
“shameful document”, “the EU would de- 
cide whether any proposed merger was le- 
gal or not”. But this has been so for many 
years. Indeed, in 2001 the EU even man- 
aged to block a merger between two huge. 
American companies, General Electric. 
and Honeywell. Similarly, Article 9, pro“ 
claiming that Eu law “shall have primacy 
over the law of the member-states”, ma 
well jolt those many Europeans who d 
not follow these matters closely, but it h 
actually been true for over 40 years. 

Nonetheless, those who fear a furthe 
centralisation of power in Brussels hav 
grounds for alarm. The French are upsi 
that Article 11 will give the Eu “exclusiv 

































Europe 


Moldova's poverty 


Outsiders aren't helping 


LUCERNE 


Europe's failed state 


^ Bip country is in a pickle. With only 
4.4m people, its market is too small to 
lure foreign investors. It is landlocked, 
with rotten roads and dismal transport 
connections. Half the people live off 
subsistence farming but those who do 
grow surplus food cannot sell much of it. 
Forget tourism. Of all the former com- 
munist states of Europe, Moldova has 
fared worst in its first decade of free- 
dom-and is now the poorest, in terms 
of income per person, behind even AI- 
bania. The average wage edged up 
slightly last year, to $70 a month. 

Trade, not aid, would help Moldova 
most. Only a fifth of its exports reach the 
European Union. But for the EU's farm 
protection, say the Moldovans, they 
might be able to sell 7096 of their stuff 
there. The Eu blocks the import of the 
only products Moldova could compete 
in—wine, fruit and vegetables—while un- 
dercutting it in the Russian market with 
subsidised products of its own. So the 
EU, absurdly, is increasing aid to Moldo- 
va while denying it access to the markets 


competence" over "common commercial 
policy"—which could mean the end of 
France's right to protect its cultural and 
film industries. The killer clause for anti- 
federalists, though, is Article 12 on "shared 
competences". This lists a series of policy 
areas where European nations “may” leg- 
islate, but only when "the Union has not 
exercised or ceases to exercise its compe- 
tence". It is a breathtakingly broad list, in- 
cluding *economic and social cohesion", 
security and justice, social policy, trans- 
port and public health: in other words, 
most of the basic stuff of national politics. 

Those who like the draft say soothingly 
that its sweep should not be exaggerated. 
Just because the EU would have supreme 
power over transport and social policy 
does not mean it would have to run the 
number 27 bus or indeed set levels of un- 
employment benefit. Yet experts at the 
European Commission acknowledge that 
Article 12 has the potential for a very wide 
expansion of EU powers. The language 
could allow for anything from tax harmo- 
nisation to the creation of a pan-European 
social-security system. 

It would be unwise to take assurances 
atface value that the Union has no plans to 
extend its powers in these ways. After all, 
plans can change; few people would sign a 
contract letting their neighbours demolish 
their house, based on an oral assurance 
that they had no such intention. 8 


that would do most to improve the lives 
of its rural poor. 

To survive, Moldovans have left the 
country in droves. A good tenth of the 
labour force (some say a fifth) now 
works abroad, mostly illegally in the EU. 
Western Union, an American money-ex- 
press service, disbursed $200m or so 
from these workers through its branches 
in Moldova last year; that money helped 
to keep the economy afloat. Almost the 
only rich Moldovans are those who 
smuggle their compatriots into the EU 
for a hefty price and then take a slice of 
their wages. 

A radical idea, floated at a recent con- 
ference on Moldova in Switzerland, was 
for the EU to run parts of the country's 
administration—the finance ministry, for 
instance-itself. Odd as it may sound, or- 
dinary Moldovans might approve. Many 
have lost all faith in their own politi- 
cians. Desperation and nostalgia drove 
them last year to elect unreformed and 
unapologetic communists back to 
power. They cannot sink much lower. 


Turkey and its Kurds 
Back to 
bloodshed? 


ISTANBUL 


As war drums roll nearby, will violence 
between Turks and Kurds resume? 


HATEVER has happened to Abdul- 

lah Ocalan, the Kurdish rebel leader 

who was captured in 1999 and has been 

held in a Turkish island prison for the past 

three years? His lawyers and family say 

they have been out of touch for more than 

11 weeks. Why so? One possibility is that 

his isolation could presage a resumption 
of fighting between Turks and Kurds. 

One of Mr Ocalan's lawyers says that 


he and his colleagues have been denied ac- 


cess to the Kurdish leader since November 
27th, the day before Turkey's new govern- 
ment, led by the conservative Justice and 
Development party, won the parliamen- 
tary vote of confidence that secured its 
place in power. Mr Ocalan's disciples in 
his separatist Kurdistan Workers' Party, 
better known as the PKK, have said that his 
isolation must end by February 15th or 
their guerrillas may resume their cam- 
paign of violence not just in Turkey's pre- 
dominantly Kurdish south-eastern prov- 
inces but across the entire country. Several 





hundred Kurds have been arrested for prot- 
esting against Mr Ocalan's plight. 

Since his capture, a rebel ceasefire has 
largely held. But sporadic clashes have re- 
cently begun to occur. In the worst inci- 
dent, seven Turkish soldiers and 12 rebels 
were killed last month in Lice, in the coun- 
try's south-east. Sensing that Iraq may be 
attacked soon, some Kurds may think they 
have a chance to benefit from the chaos 
that may ensue. And Turkey's generals 
may think they should take pre-emptive 
action against Kurds preparing to rise up. 

As for Mr Ocalan, the Turkish authori- 
ties say he is perfectly well. They explain 
that his relations and lawyers have been 
unable to visit him only because of bad 
weather. That, say the lawyers, is rubbish. 

Mr Ocalan, who founded the PKK, led a 
violent 15-year campaign for indepen- 
dence for Turkey's 12m or so Kurds, until he 
was nabbed by Turkish special forces in 
Kenya. After being sentenced to be hanged 
for treason, he abandoned demands for 
Kurdish independence as the price for sav- 
ing his life. He called on his men to stop 
fighting and told them to withdraw to 
Kurdish-controlled northern Iraq, where 
about 5,000 PKK fighters have since re- 
mained. His sentence was commuted to 
life imprisonment after Turkey's parlia- 
ment abolished the death penalty last year 
to boost the country's efforts to join the Ev. 

The Turkish government may be isolat- 
ing Mr Ocalan in order to disrupt communi- 
cation (via his lawyers and family) with his 
fighters, who apparently still obey his every 
word. As part of a proposed deal between 
Turkey and the Americans, Turkish forces 
are poised to enter northern Iraq if a war 
begins, while thousands of American 
troops using Turkey as their base will open 
a second front against Saddam Hussein’s 
forces (see page 42). In addition, the Turks 
will try to prevent an influx of Kurdish refu- 
gees from Iraq. They are adamantly op- 
posed to the Kurds having their own 
state-in Iraq or anywhere else. In other 
words, while keeping Mr Ocalan out of 
touch with his people, the Turks may be 
tempted to give the PKK another bashing. m 





Ocalan, alive but alone 





F YOU feel in need of light relief at this time of world tension, 

try reading the European Union's Maastricht treaty on the sub- 
ject of foreign policy: "Member states shall support the Union's 
external and security policy actively and unreservedly in a spirit 
of loyalty and mutual solidarity." Perhaps there was some tran- 
scription error, and the real text reads: “Member states shall ac- 
tively undermine the Union's external and security policy in a 
spirit of loathing and mutual mistrust.” That certainly comes 
closer to capturing reality. 

While the EU issues anodyne and instantly forgettable com- 
mon statements on Iraq, its members busily plot diplomatic am- 
 bushes for each other. First came the Franco-German effort to 
seize the European initiative by building up an anti-war front. 
Then came the "letter of eight", a pro-American statement issued 
by five current and three soon-to-be members of the EU, which 
was sprung on the unsuspecting French and Germans. Then 
NATO split open, when France, Germany and Belgium lined up 
against the alliance's other 16 countries, including eight that are 
also in the EU. Then, outnumbered in the Union, France and Ger- 
many sought a counterbalancing force outside it-and wel- 
comed Russia's president, Vladimir Putin, into the stop-the-war 
group at summits in Paris and Berlin. So the Eu's ideal as a frater- 
: -nal club presenting a united face to the rest of the world has 

-given way to something that looks more like a 19th-century tan- 
gle of alliances. If you glance at maps of Europe these days, it is 
hard to repress strange thoughts about frontiers, land mass and 
the control of raw materials. 

Europe's divisions have dramatically raised the stakes for all 
the leaders involved. Some will come out of this crisis looking 
vindicated; others will be in deep political trouble. Tony Blair, 
faced with a hostile public in Britain, has acknowledged that his 
future is on the line. Public opinion in Spain and Italy is if any- 
thing even more hostile to the pro-American stand taken by 
those countries' leaders, José María Aznar and Silvio Berlusconi. 

Their wager will pay off if the war is short and victorious, 
Iraq liberated and their countries spared any awful terrorist retri- 
bution. Mr Blair, especially, would be lauded as the man who 
held his nerve and preserved the transatlantic alliance. France's 
calculations are based on a different set of outcomes. The one 
with the most emotional appeal for it is France rallying opposi- 






























tion to the war in Europe and in the United Nations, and for ! 
the American "hyper-power" to back off. But if war breaks ou 
anyway, France faces the potentially humiliating prospect of 
clambering on board at the last moment. The only other 
"happy" scenario for the French is that they stand aside and the 
war goes badly—raising anti-American sentiment across Europe 
so high that even the governments of Spain and Britain are 
forced to change tack. That would let France and Germany 
emerge as the natural leaders of a new European foreign policy 
on a continent finally disillusioned with American leadershi 

For France, the stakes are very high indeed. A really damaging 
rift with the Americans could split the zu and marginalise the 
UN’s Security Council, where France's veto is crucial to its claim 
to remain a world power. Still, at least France has some sort of 
strategy. It is less clear what end- "games Germany and Ru 
prefer. German opposition to the war in Iraq, unlike Fran 
based far more on gut pacifism than on a desire to ¢ 
America. The German press has lambasted its governm 
cision to go along with France in splitting NATO. By refu 
support a war against Iraq in any circumstances, the - 
government has backed itself into a uniquely isolated: 
rope. Germany’s diplomats are complaining that, wh 
Schróder's position is still popular at home, he is impr 
with no real strategy. As for the Russians, the idea of s 


Unfortunately for] Russian nationalists, these s are ob O; 
realisable about 20 years too late. Hitherto Mr Putin h 
aiming for strategic co-operation with America. Throwing i 
lot with France and Germany risks recreating antagonisms 
the Russians have spent years carefully trying to end. : 


America's friends in the new Europe . 
The sight of a Russian president being embraced in Paris. 
lin has caused a few shivers in the capitals of ex-commu 
rope. Indeed, it is the attitude of countries once under Russ 
sway that is the biggest obstacle to the French dream of an auto) 
omous Europe that would stare Uncle Sam insolently i in the eye. 
Everything about their recent history tells people in these co 
tries that the United States and NATO are still their only real 
guarantors of security. As an otherwise impeccably “pro-Et 
pean” Czech diplomat puts it, “One thing we learned from the 
1930s—no more security guarantees from France.” A truly com 
mon EU approach could only be settled by majority voting with 
in the Union. But count the votes in the EU of 25 countries that 
will take shape in 2004, and the French and Germans are in a mi 
nority in their attitude to the United States. To the epistolary 
gang of eight must be added five soon-to-be zu members of th 
“Vilnius ten", another clutch of pro-American letter-writers from 
eastern Europe, as well as probably the Irish and the Dutch... 
Amid all this disarray, the European Union has chosen to ca. 
an emergency summit meeting in Brussels for February 17th.7 
Greek government, which currently holds the Eu's six-mont 
presidency, says that only two items will be on the agenda: 
and making peace between the Israelis and the Palestinian 
a well-judged choice. By discussing Iraq, the EU can demonstr 
its division; by discussing Israel and Palestine it can demonstrat 
its impotence. Then everybody can go home, blissful in th 
knowledge that all are living up to their commitments under th 
Maastricht treaty. 8 
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INVITATION FOR "EXPRESSION OF INTEREST arp "FORSAEOF ——— 
- 100% EQUITY SHAREHOLDING IN PUNJAB STATE CONTAINER & WAREHOUSING. 
5 7 CORPORATION LTD. SCO 72-73, SECTOR 17-8, BANK SQUARE, CHANDIGARH (INDIA) 


[. This announcement is neither a prospectus nor an offer of invitation 
: forsale to the public of securities. 


_ The Government of Punjab (GoP) intends to sell its entire 100% equity 
<: Shareholding in Punjab State Container & Warehousing Corporation 
. Ltd. (CONWARE)to a strategic investor. RR Financial Consultants Ltd. 
. has been retained as the Global Advisor in connection with the 
-. proposed disinvestment by Directorate of Disinvestment, Government 
Punjab (India). 

|. CONWARE was incorporated in 1995 under the Companies Act 
_ 1956 to set up a Container Freight Station (CFS) for terminal 
« services like container handling services and the allied activities 
|. relating to the warehousing of international cargo. CONWARE has 
built up one of the largest CFS in India, on a 27.5 acre plot in 
cs Dronagiri Node Navi Mumbai. This facility banks on its 52,500 sq. 
| mtrs. of extensive covered storage capacity. Currently the CFS is 
- handling 40 ft. (2xTEUs) and 20 ft. container (TEUs) of Exim Cargo — 
inating within the State of Maharashtra. CONWARE has also set up a 

m Bonded Warehouse in two covered godowns of 6000 sq. mtrs. 
nfirst floor within this complex. n 

- Information Memorandum. (PIM) containing further 
about CONWARE, qualification. requirements, formats for 
„be accessed at the websites; www.pbdisinvest.nic.in; 





































ter € sted bidders are invited to submit Expression of Interest (EO!) 
ong with a Request for Qualification (RFQ) in the prescribed format 
| or before 1700 hours on 22nd March, 2993. 


onsultants to provide: 


b) Statistical and economic analysis 





nvitation for expression of interest 
he Greater London Authority (GLA) invites applications for inclusion in a framework arrangement of 


technology | 
incubation 
support | 


Call for 
expressions 
of interest 


The Carbon Trust was established to 
encoürage; promote and accelerate the 
development and take up of low carbon 
technologies to enable the UK to make 
the transition to. a low carbon economy. 


As part of its activities, the Carbon 
Trust has identified the incubation of 
low carbon technology-based businesses 
as an effective way of accelerating the 
development of innovative iow carbon 
technologies - usually referred to as 
"new energy technologies’ or 
‘renewahle energy and energy 
efficiency technologies’. 





a) Primary and secondary sources of economic related data 


|. (O Regular regional, national and international economic forecasts 


The Carbon Trust is now opening a 
competitive call for expressions of 
interest (EON ta work with 
organisations which are able to 
demonstrate that they have the 
potential to make a significant 
contribution to encouraging the 

rapid start-up, incubation and 
development of low carbon technology- 
based businesses, 


Such organisations could be 
universities, science parks and 
established business incubation centres, 
as welt as central and regional 
government agencies, 


At this stage, the Carbon Trust fs 


- only seeking outline proposals in the 


form of EOls. Terms.of reference 
and an EO! form are available from 
the Carbon Trust's website at: —— 
ww, thecarbontnust co.uk or contact 
Neil McDonald on 0121 616 3600 or 


. email nest medonald@ecotec ica. uk 


The deadline for receipt of applications 
i$: 28 February 2003. 


This initiative is part af the 
Carbon Trust's Foundation Programme. 





CARBON 
TRUST 


| The framework arrangement is likely to commence from May 2003 and will be for 3 years with the option 


p to extend for up to 2 further years. 


. Interested parties are requested to complete a pre-qualification questionnaire and submit it to the GLA by 
| the deadline of 10 March 2003. Requests for copies of the pre-qualification questionnaire should be made 


| in writing (by email if possible), to: 


. Margarethe Theseira, Knowledge Manager, City Hall, The Queen's Walk, London SE1 2AA 
P Email: margarethe.theseira@london.gov.uk Telephone: 020 7983 4198 Fax: 020 7983 4417 






.. Short-listed applicants will be invited to submit their tenders by 30 April 2003. The award criterion will be 
the most economically advantageous offer made by the selected tenderers as assessed according to the 


criteria to be listed. in the instructions to Tenderers. An OJEC advert was despatched on 31 January 2003. 





he GLA i iS committed to maximising diversity and welcomes applications from all sectors of the community. 
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Ken Livingstone's gamble 


Congestion charging is politically dangerous, but experience elsewhere in the 


world shows that it can be made to work 


HIS century, mankind may well travel 

to Mars, but he will find it harder and 
harder to get across town. Since 1980, the 
number of vehicles in the world has dou- 
bled; in the next two decades, it is set to 
double again. 

The costs are mounting. Few cities have 
reached the nadir of Bangkok (average 
peak-hour speed two miles, or 3.2 kilo- 
metres, per hour) where a booming busi- 
ness has sprung up selling empty plastic 
bottles to male drivers. But a 1999 study by 
the Texas Transportation Institute esti- 
mated that the annual cost of congestion 
in 68 urban areas, in wasted fuel and in- 
creased operating costs was $72 billion. 
Motorways in many parts of the world are 
also heading towards gridlock. The record 
for the world's longest-ever traffic jam (109 
miles) is held by the road between Paris 
and Lyon. Even in Los Angeles, which has 
concreted over more land than any other 
city on earth, officials predict that daily 
commuting times on its ten-lane express- 
ways will double over the next 20 years. 

All over the world, governments are 
trying to deal with this creeping paralysis. 
Simply building more roads no longer 
works, because voters almost everywhere 
object. Demand for road space is therefore 
bound to outstrip supply, which means 
that either the jams must grow, or road 
space must be rationed. 

Some transport economists believe 
that congestion is bound to get worse be- 


cause voters will never accept rationing. 
Anthony Downs, author of "Stuck in Traf- 
fic" and a senior fellow at the Brookings In- 
stitution, argues that peak-hour conges- 
tion in towns is inescapable. "This is a 
problem without a solution—at least a sol- 
ution the American people will accept." 
His advice: "Get yourself an air-condi- 
tioned car with a CD player, a hands-free 
telephone and commute with someone 
you really like. Learn to enjoy being stuck 
in traffic as another leisure activity, be- 
cause congestion is here to stay." 

Ken Livingstone, London's mayor, dis- 
agrees. On February 17th, heis introducing 
a £5 ($8)-a-day congestion charge for those 
driving in eight square miles of central 
London. The scheme relies on 700 video 
cameras, which will scan the rear licence- 
plates of the 250,000 or so motorists who 
typically enter the area between 7am and 
6.30pm during the working week. This in- 
formation will be matched each night 
against a database of drivers who have 
paid the charge either by phone, via the in- 
ternet or at shops and garages. Except for 
those with exemptions (the disabled, 
taxis, nurses, for instance) or residents 
(who can apply for a yearly licence at a 
90% discount), anyone who fails to pay by 
midnight will be fined £80. 

Those few cities that have successfully 
introduced charges have sweetened driv- 
ers with trade-offs such as better roads or 
lower taxes. All London's mayor is offering 
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is a better bus service, financed by the 
£120m net annual revenues expected from 
the charge. Desirable as that may be, many 
of those who drive into central London (al- 
most 90% of them from the richer 50% of 
the city's households) do not care to take 
buses. In effect, Mr Livingstone hopes that 
the promised benefits of a 15% reduction in 
traffic and a 25% reduction in traffic delays 
will drown the complaints of the minority 
who are forced to pay. 

Since Britain is Europe's most con- 
gested country (see chart 1 on next page) 
such a scheme has as good a chance of be- 
ing accepted in London as any where in the 
world. But it is, as Mr Livingstone admits, a 
gamble. In his darker moments, the mayor 
says that if the charge is clearly not work- 
ing after two months, he will scrap it. 

If the scheme works, many other cities 
round the world may try it. If it fails, says 
Rome's traffic chief, Maurizio Thomassini, 
urban congestion charging will be set back 
for a decade. 

Other European cities have used regu- 
lation, rather than price, to cut congestion. 
Many German and Scandinavian cities 
have created extensive pedestrian shop- 
ping areas. In Athens, cars are allowed to 
enter only on alternate days. Even in 
France, whose citizens are more devoted to 
their cars than most, the right bank of the 
Seine in Paris, a virtual urban motorway, 
was pedestrianised (and turned into à 
beach) for a month last summer by the 
city's socialist mayor. 

Italian cities such as Siena and Florence 
have banned cars from their oldest and 
narrowest streets. Rome has just intro- 
duced a sophisticated electronic system, 
similar to London's, to control entry into 
its historic centre. Traffic has been cut by 
25%, with only residents and essential ser- 
vices allowed to enter. The city's mayor, 
Walter Veltroni, says there has been little 
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opposition to the restrictions. 

Regulation, at least in Europe, is easier 
to sell to voters than charging. And as a 
way of protecting historic cities, it has a 
part to play. But itis a blunt instrument-it 
cannot be fine-tuned according to chang- 
ing levels of demand, as pricing systems 
can—and it produces no revenue. 

One Californian trial has shown that a 
hybrid approach, using both regulation 
and price, can be effective. In San Diego, 
the local authority has converted eight 
miles of fast lanes, reserved for car poolers 
and buses, by allowing single occupancy 
vehicles to use them for a fee. The charge 
varies every six minutes from 50 cents to 
$8 according to the amount of traffic. 

Dynamic road pricing, using micro- 
wave transponders to assess congestion 
levels and deduct fees accordingly, may 
sound like a nightmare dreamt up by a 
mad economist. But in San Diego the high- 
occupancy toll (HOT) lanes have proved 
very popular. Although actual time sav- 
ings in these lanes average only about 
eight minutes, drivers think the benefits 
are more than twice as great. A mix of com- 
muters, not just the wealthy, use them; 
utility vans and delivery trucks are a much 
more common sight than luxury saloons. 
And part of the revenue goes to subsidise 
an express bus service along the route. 

More than 20 similar projects are in va- 
tious stages of development in a dozen 
American states. Robert Poole of the Rea- 
son Foundation in Los Angeles says that 
building new roads or additional road 
space, which offers a premium level of ser- 
vice in return for tolls, is the best way for- 
ward. France discovered this secret a long 
time ago, with a network of toll roads op- 
erating alongside its congested routes na- 
tionales. In Britain, the new toll motorway 
around Birmingham, which will help si- 
ohon off traffic from the grossly congested 
M6 when it opens next year, is also a value- 
pricing scheme. 


But in many areas, such as central Lon- 
don, building new road space is not an op- 
tion. And schemes-like London’s—which 
involve charging people for routes they are 
used to getting for nothing make politi- 
cians nervous. The world abounds in 
road-pricing schemes which have had to 
be aborted because of political opposi- 
tion. Austria and Hong Kong have both 
abandoned them. The Netherlands has 
agonised for more than a decade over 
whether to charge drivers in urban areas. 

Yet some road-pricing experiments are 
working, and the politicians who backed 
them are being re-elected. Singapore, 
which has led the way in restraining traffic 
by price since 1975, has addressed many of 
these issues. It is small, compact and its 
people are used to taking orders—not very 
like London, in other words. But it still of- 
fers valuable lessons. 

Traffic in the inner city and on express- 
ways around the city is controlled by over- 
head gantries which use short-range radio 
transmitters to deduct charges directly 
from drivers. Virtually all cars in Singapore 
are fitted with a unit into which a debit 
card is inserted. The tolls, varying by time 
of day and type of vehicle from 50 cents to 


i Britons can be made to like it 


In the future would you be willing to pay tolls to 
drive on all roads? 
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S$3 (£1.06), are designed to keep traffic 


moving freely at 25-35km an hour in the 
city and 45-65km an hour on the express- 
ways. Every three months the fee structure 
is reviewed and adjusted, if necessary, to 
maintain these speeds. 

Toll systems need to be flexible to be ef- 
fective. Singapore’s first charging system, 
in which drivers had to apply manually for 
a licence, reduced traffic into the city centre 
by 40%. The introduction of electronic 
road pricing (ERP) in 1998 has enabled the 
system to be fine-tuned with variable 
charging rates which can be changed every 
30 minutes. The revenues are barely 60% 
of the previous manual scheme, but elec- 
tronic tolling has reduced congestion in 
the inner city by a further 15%. 

A recent visit suggests the system is 
working well. Even some of the city’s ob- 
streperous taxi drivers accept that it has re- 
duced congestion. People were softened 
up at the start with a reduction in the very 
high vehicle-ownership taxes as soon as 
congestion charging was introduced. And 
the city's Land Transport Authority has 
been careful to listen to drivers’ com- 
plaints. The fine for not having a valid 
cash-card was slashed, after an outcry, 
from S$70 to S$10. 

You don't have to go to Asia to find a 
road-pricing scheme that works. More 
than a decade ago, three Norwegian cit- 
ies—Oslo, Bergen and Trondheim-set up 
charging schemes, in which cars were 
charged by electronic tagging, to raise reve- 
nue for road tunnels and other transport 
improvements. Though the charges were 
low, they have reduced traffic by nearly 
10%. And they have steadily become less 
unpopular. In Trondheim, 72% opposed 
them at first; five years later, only 36% did. 
Tolls in Trondheim now vary depending 
on the time of day. The schemes were 
meant to end after 15 years, but are now ex- 
pected to be permanent. 

So what makes a road-pricing scheme 
work? Of course, locals must feel that their 
roads run better. A scheme which diverts 
traffic, and thus worsens jams in some ar- 
eas while improving them in others, will 
meet with opposition. But other features 
matter, too. The Norwegian experience 
suggests that drivers can be persuaded to 
accept charges if the cash is used for some- 
thing they approve of. Britons seem to take 
the same view (see chart 2). 

Privacy is another key issue. Hong 
Kong's charging scheme was abandoned 
partly because errant spouses thought 
their whereabouts might be tracked. The 
latest microwave tolling technology, 
which uses in-car meters equipped with 
smart cards to deduct charges, effectively 
safeguards this because only violators' 
number-plates are photographed. 

Another concern is fairness. There is 
some surprise that Ken Livingstone, Lon- 
don's mayor, a barely-reconstructed so- »» 


The Economist February 15th 2003 


> cialist, should be staking his political fu- 
ture on a regressive tax. Why, after all, 
should poor motorists pay a larger propor- 
tion of their income than rich ones to get 
into London? 

Admittedly, few things are more egali- 
tarian than a traffic jam. But whether the 
congestion charge is perceived to be equi- 
table or not depends to a large extent on 
how the revenues from pricing are spent. If 
they are used to subsidise services pre- 
dominantly used by lower-income 
groups, such as buses, then the charge 
won't be seen as unfair. 

Advances in technology will help. The 
system London is introducing is cum- 
brous-requiring cameras on every road 


Politics and congestion 
Fuming 


into the city centre—and inflexible—prices 
will not change according to congestion 
levels. But the next generation of pricing 
technology using global positioning satel- 
lites (GPS) needs little infrastructure and is 
extremely flexible. Cars fitted with satellite 
receivers can easily be charged via digi- 
tised on-board maps according to time, 
place and distance; and there is no risk that 
traffic will be diverted as drivers try to skip 
paying a fee by choosing an alternative 
route. At present such a system would cost 
several hundred pounds a unit, but that is 
likely to fall to less than £100 with suffi- 
cient demand. 

Several European countries, including 
Germany and Britain, are planning to in- 


How the transport minister tried to undermine the congestion charge 


SEEMS odd, as lain Duncan Smith, 

the Tory party leader, pointed out this 
week, that Tony Blair, a man with a view 
on everything, is the only man in Lon- 
don with no opinion on the congestion 
charge. Parliament's transport select 
committee also commented on the gov- 
ernment's curious silence on the issue: it 
found it “a matter of serious concern 
that the government is not at present 
prepared to make a more positive and 
open contribution to the national debate 
on congestion charging.” 

There are good reasons for Mr Blair to 
keep his distance from the congestion 
charge. If it cuts traffic delays in Lon- 
don-and thereby allows the govern- 
ment to get some way towards its 
over-ambitious target of reducing con- 
gestion by 6% by the end of the decade— 
ministers will be quick to take the credit 
for introducing the legislation which al- 
lowed it to be brought in. Charging will 
then probably be introduced in cities all 
over Britain in the next few years. And if 
it fails, the prime mininster will not 
want to have been seen supporting it. 

Some in the Labour Party long for it 
to fail. Its sponsor, Ken Livingstone, al- 
ways on the far left of the party, was 
thrown out of it because he insisted, 
against the prime minister's wishes, on 
standing as mayor of London. Worse 
still, he won. Plenty of his former party 
colleagues would be delighted if the 
scheme was a disaster. A major com- 
puter foul-up or even mass civil disobe- 
dience, some hint, would not be 
unwelcome. Mr Livingstone would then 
be ejected from office when he stands for 
re-election in a year's time. 

The minister for transport, John Spel- 
lar, has never hidden his dislike of con- 


gestion charging. But until now, it has 
not been known that he has actively 
sought to undermine the scheme. White- 
hall sources say that the minister asked 
the Driver Vehicle and Licensing Author- 
ity in Swansea not to co-operate with 
Transport for London. He later tried in 
vain to persuade civil servants to pre- 
pare a case for judicial review. Last he 
sought to delay the implementation of 
congestion charging by refusing to give 
his assent to the way the revenues were 
to be spent. Mr Spellar has accused the 
government-funded Commission for In- 
tegrated Transport, which supports road 
pricing, of pursuing “a narrow anti-mo- 
torist agenda". 

Mr Blair eventually got so fed up with 
these antics, which were directly con- 
trary to government policy, that he told 
the then transport secretary, Stephen 
Byers, to put a stop to them. Since that 
prime ministerial reprimand, Mr Spellar 
has kept a low profile, refusing to be in- 
terviewed or answer written questions 
for this article. 

The government worries that trans- 
port will be Labour's albatross at the 
next election. One sign of the prime 
minister's concern is that he has decided 
to chair a weekly ministerial meeting re- 
viewing transport developments, par- 
ticularly in the capital. Mr Blair at least is 
on speaking terms with Mr Livingstone— 
unlike the chancellor, Gordon Brown, 
who has long loathed the mayor. This 
feud has not done the capital's transport 
system any good. Robert Kiley, the 
American appointed by the mayor to 
head Transport for London, has been try- 
ing in vain for more than 18 months to 
meet the chancellor. “I am not sure he 
exists," he says. 


Britain 


troduce satellite charging for lorries within 
the next four years. Proposals from the 
European Commission for such a scheme, 
which include tolls of €4 (£2.65) for each 
10km within a city, have met with much 
opposition and are being sat on; but if the 
plan sees the light of day, and works, a 
similar scheme for cars could be intro- 
duced within a decade. The Commission 
for Integrated Transport, an advisory body 
to the British government, claims that such 
methods could cut congestion by nearly 
half in Britain. 

Congestion will always be a problem, 
but it can be managed sensibly. There is no 
reason why man should not be able to get 
to Mars and across town. 8 


Celebrity privacy 


Wedding balls 


A case that could lead toa privacy law 


T WAS, said the sobbing bride, an “ap- 
palling and very upsetting shock”. The 
happy couple’s “peace and happiness 
evaporated”. Not because their $3m wed- 
ding did not meet expectations. Nor be- 
cause of any misbehaviour by the groom 
(that is taken care of by a detailed prenup- 
tial agreement, which is reported to award 
her a lump sum each time he strays). No, 
what has really upset Catherine Zeta 
Jones, a big film star, and her husband, Mi- 
chael Douglas, an even bigger one, is that, 
having sold the exclusive rights to photo- 
graph the wedding to one celebrity maga- 
zine, for £1m, that deal was scooped by a ri- 
val rag that managed to get hold of some 
clandestine snaps of the event. 
The resulting court case is the talk of the 
town-at least those bits that find war 
gloom, street crime and financial melt- 





Shrinking violets 


Britain 


down too boring for words. The Douglases 
want joint damages of £500,000—a token 
sum, Ms Zeta Jones says, but enough to de- 
ter such outrages in future. 

The case continues. But behind the 
froth and fury are two important points. 
One is whether celebrities really own their 
own images. Ms Zeta Jones says, in effect, 
that any published picture affects her mar- 
ket value. The secret wedding photos 
showed her looking fat. “They were very 
offensive, blurred and fuzzy,” she told the 
court. The Sun, Britain's biggest-selling tab- 
loid, mockingly called her "Catherine 
Eater Jones". That, supposedly, could hurt 
her earnings. 

Second, there is the general question of 
privacy. Britain-unlike some other coun- 
tries-does not have a privacy law, al- 
though the right to privacy (as well as free- 
dom of expression) is enshrined in the 
European Convention on Human Rights. 
Judges have been trying to work out what 
this means. In one high-profile case last 
year, Naomi Campbell, a model, sued the 
Daily Mirror for reporting her attending a 
drug addiction clinic. Although she won 
the first round, she lost on appeal. 

If the Douglases win, it will make legal 
history. Celebrities and nonentities alike 
will have the right to be out of the lime- 
light when it suits them. That will worry 
defenders of the free press a bit—and edi- 
tors of tabloid newspapers a lot. 

That may have influenced the coverage 
of the case. The Daily Mail, the country's 
biggest-selling mid-market tabloid, called 
Ms Zeta Jones "selfish, greedy and ridicu- 
lous". That must hurt more than a few 
podgy pics. 8 


Anti-war movement 


Bombs away 


Britain's anti-war movement is 
booming but divided 


IS a rum cause that brings together re- 
tired generals and ambassadors and the 
leader of Britain's third-largest political 
party, the Liberal Democrats, with outfits 
such as the Revolutionary Communist 
Party of Britain (Marxist Leninist), which 
supports North Korea, and WOMBLES, the 
White Overalls Movement Building Liber- 
tarian Effective Struggles, a body that ex- 
ists to promote "anarchist ideas, libertar- 
ian solidarity, autonomous self-organisa- 
tion and humour". 

The Stop the War Coalition, which is or- 
ganising the demonstration due this Satur- 
day in London, expects up to a million peo- 
ple to turn out. Public opinion certainly 
points this way. A poll in the Times this 
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week shows nearly nine out of ten Britons 
think that the weapons inspectors should 
be given more time. Women are particu- 
larly sceptical about the case for war: 55% 
of those polled agreed with the statement 
"Tony Blair is George Bush's poodle" com- 
pared with only 46% of men. Labour's 
popularity has slumped; the Liberal 
Democrat leader, Charles Kennedy, who 
opposes the war outright, is the only party 
leader who hasn't taken a battering in the 
polls lately. 

But the rally's organisers come from a 
narrower base than its supporters. At a pre- 
march meeting this week in Haringey, 
north London, the muddled and worried 
of middle England were much less in evi- 
dence than the sort of people for whom a 
political rally in an ill-lit room in a munici- 
pal leisure centre is a good night out. Two 
warring Trotskyist sects were selling their 
newspapers at the entrance. The speakers 
were practised political hacks, mostly from 
the unionised crannies of the public sec- 
tor. One speaker from the floor gained a 
ripple of applause when he suggested 
storming the American embassy. 

The hard-left scent of the march deters 
some moderate opponents of the war. Al- 
though the Conservative Party is almost as 
badly split as Labour on the issue, no To- 
ries will be speaking at the rally. “They ha- 
ven't got in touch with us," says Andrew 
Burgin, the man in charge, sniffily. Al- 
though lain Duncan Smith, the party's 
leader, is hawkish and pro-American, 
many back-benchers and party members 
are deeply sceptical, not least because they 
distrust Tony Blair so strongly on every- 
thing else. 

Senior anti-war Tories (not marching) 
include John Gummer and Douglas Hogg, 
both former cabinet ministers, and Peter 
Ainsworth, until recently the shadow 
spokesman on rural affairs. Mr Gummer 
worries that the theological criteria for a 
"just war" are being ignored. Uniquely in 
recent history, he notes, not a single reli- 
gious leader backs war now. 

Although most of Britain's Muslim 
groups, ranging from moderate to extreme, 
are involved, the march organisers have 
not managed to rustle up any represen- 
tatives of the Iraqi opposition. That's un- 


derstandable, since gentle-minded war- 
haters have little idea what to do about 
brutal dictators. One left-wing group, the 
Alliance for Workers’ Liberty, which trum- 
pets its ties with Iraqi Communists, has 
thrown logic to the winds and adopted the 
magnificently hopeful slogan “No to War, 
No to Saddam”. 

Also conspicuously absent from the or- 
ganised opposition to the war is a clutch of 
establishment types who worry publicly 
about its justification, practicality and con- 
sequences. They include Lord Wright, an 
Arabist and former spymaster, as well as 
senior retired military men such as Gen- 
eral Sir Roger Wheeler, formerly head of 
the army, and General Sir Michael Rose, a 
former UN commander in Bosnia. 

It all adds up to a large but not yet lethal 
problem for Mr Blair. His best chance of 
defusing the anti-war movement is a sec- 
ond resolution by the UN Security Coun- 
cil. That would expose the large but buried 
differences among his opponents, be- 
tween those who would oppose the war 
under any circumstances and those who 
will reluctantly accept an attack on Iraq if 
the right hoops are jumped through first. It 
would also attract the support of more 
than 60% of the population. 8 





Holding a candle to peace 









































Bagehot | 


.Publicsupportfor war continues to fall, but that is not Tony Blair's biggest worry 





FORTNIGHT ago, Bagehot argued that although Tony Blair’s 
Asupport for America over Iraq had left him politically ex- 
posed, the extent of his vulnerability had been somewhat exag- 
gerated. Popular opposition to war could be largely overcome by 
a United Nations resolution specifically authorising military in- 
tervention. Even without it, and even though a large number of 


-< -his own MPs would probably vote against him, Mr Blair would 


still get a substantial majority in a House of Commons vote on 
the war. Once British forces were in harm's way, if past experi- 
ence was anything to go by, patriotic support for "our boys" 


io would sweep away many of the doubts about their mission. As 


long as the war was swift and successful, the prime minister 


— . would be home free. 


All of this still holds true, but after a bad few days, it has be- 
come harder to believe in a happy outcome for Mr Blair. 

The one thing that could transform things for him is robust 
condemnation by Hans Blix, the chief UN weapons inspector, 
on February 14th (a day after The Economist goes to press) of 
Iraq's continued lack of co-operation. Britain has more confi- 
dence in Mr Blix than the Americans do. Government sources 
say that the inspectors have several times come close to nabbing 
the Iraqis in the act of sanitising suspect sites and that Mr Blix is 

-determined not to allow Saddam Hussein to make him look a 
‘chump a second time, as he did when Mr Blix ran the Interna- 
tional Atomic Energy Agency. In his cool response to the sugges- 
tion by France and Germany that he should be given many more 
inspectors, Mr Blix showed that he understands that the issue is 
not his resources, but Iraqi compliance. Against that, others 
question whether this amiable Swedish civil servant is really the 
man to fire the starting gun to war—which is what an admission 
that the inspectors' task was hopeless would amount to. 

Apart from the hope that Mr Blix may yet ride to the rescue, 

. things could hardly have gone worse for Mr Blair of late. On Feb- 
— ruary 6th, the day after Colin Powell briefed the UN, it emerged 

that the government's latest Iraq dossier-which Mr Powell re- 
ferred to in glowing terms—was not, as claimed, the product of 
high-grade intelligence assessments, but the clumsy plagiarism 
by some minions in the Downing Street press office of an Ameri- 
can Php student's thesis, stumbled upon thanks to an internet 


search engine. | 
This embarrassment has fed the widespread and -— 
cynicism about the motives for war, as an ICM poll conducted 
for the BBC in the wake of the "dodgy dossier" revelations con 
firmed. When asked why Britain and America wanted to attack. 
Iraq, the most popular response was “to secure oil supplies". 
Meanwhile, 6095 of those polled said that the case that Iraq still 
possessed weapons of mass destruction had not been made 
Most worryingly for Mr Blair, only 9% thought that Britain. 
should go to war without a fresh mandate from the UN, com 
pared with 34% in September and 22% in January. When, this 
week, 1,500 anti-terrorist police and soldiers in tanks were sent 
to defend London's Heathrow airport from the possibility of | 
missile attack, a common reaction was that this was yet more | 
government propaganda, designed to scare the nation into 
thinking its security was at risk. 3 


Que sera, sera 
Frustrating though this is for Mr Blair, he is resigned, almost 
the point of fatalism, to the public's immovable scepticism. 1 
matter how large the anti-war rally due to take place in Londoi 
on February 15th turns out to be, it will not alter his course. O 
friends say that, of late, he has lost his old, near-obsessive, ent! 
siasm for focus groups. The services of his polling guru, Phili 
Gould, are in little demand these days. Once so eager to ple 
Mr Blair no longer cares very much what people think of hin 
long as he reckons he is doing the right thing, he is content t 
judged by what happens. 
But while he may be strangely calm about his probleni 
the home front, the increasingly bitter division between 
nald Rumsfeld’s phrase, “old Europe" and America is w 
him deeply. Until a week or so ago, the line from Downin 
was that the French were just doing their usual thing an 
eventually scramble on board, and that it was always unr 
to expect much from the Germans, who had demon 
own to contend with. But since the slanging matches las 
end in Munich, the emergence of President Chirac’s “axi 
peace" and the row within NATO over shipping Patriot missile 
to Turkey, a great deal has changed. 
It is not, as some have suggested, that Mr Blair will be force 
to choose between Europe and America. Itis that the central aim 
of British foreign policy for most of the post-1945 period—t 
which Mr Blair has devoted greater energy and passion tha 
possibly any of his predecessors since Winston Churchill-i 
now in real jeopardy. | 
The prime minister will continue to insist that Britain shoul 
be the bridge between Europe and America. But if the gap is too 
wide to be spanned, even the best of bridges will disintegrate. 
Transatlantic spats are nothing new, but without the cold war 
glue that could once be relied upon to bound fractious partners 
back together, they have taken on a different and more rancorot 
quality. It is September 11th that has made this one particular! 
dangerous. Few Europeans comprehend America's feeling tha 
is being betrayed in its hour of need—and, thus, the lasting da 
age that Europe’s leaders may now be doing. 
Mr Blair understands this all too well and fears the con 
quences. He knows that for Britain to retain its influence in t 
world-and especially in Washington—a more or less cohesiv 
European Union and a NATO that still counts for something. 
both essential. Right now, neither seems very likely. m 
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Conglomerates 


A European giant stirs 


MUNICH AND ERLANGEN 


Siemens, Europe’s strongest conglomerate, is ready to make some big acquis 


19 — followers of corporate 
fashion no doubt see little reason to 
get excited about Siemens. After all, what 
could be more passé than to be a conglom- 
erate (how 1970s) at a time when even the 
once-adored queen of diversification, 
General Electric (GE), has taken a tumble? 
Worse still, to be a conglomerate that is not 
merely European but based in Germany, 
the continent's sickest economy. Poor old 
Siemens has long endured a reputation for 
dullness even among conglomerates. One 
ancient joke observed that the firm could 
not possibly be responsible for a baby 
found abandoned on its doorstep as it was 
incapable of such creativity, let alone of 
finishing a project within nine months. 
Yet, for all that, could it be that Siemens's 
moment has now arrived? 

That is certainly the belief of Heinrich 
von Pierer, chief executive since 1992 of 
the maker of everything from trains to 
power generators to mobile telephones. 
Although he initially imagined he could 
change the group's notoriously bureau- 
cratic culture within two or three years, at 
least he has finally done so in ten. His ef- 
forts to change the firm having now borne 
fruit, the challenge now is “how to acceler- 
ate change," says Mr von Pierer. 

There seems little doubt that Siemens is 
about to take part in that other terribly un- 
fashionable activity: making mergers and 
acquisitions, probably on a grand scale. 


uisitions 


This strategy made little sense when it was 
all the rage in the late 1990s, because pur- 
chase prices were so high and putative 
benefits so speculative. Ironically, now, 
when hardly a boss has the courage to 
flourish his corporate cheque book, share 
prices are so beaten down that Mr von 
Pierer may have his pick of bargains galore. 

Not long ago, critics regarded Siemens 
as a lumbering, over-large conglomerate fit 
only to be broken up—not to buy its way to 
aneven greater girth. The firmis certainly a 
giant. Even after recent lay-offs of 30,000 
people, Siemens has a 430,000 strong 
workforce—75,000 of them in America, 
where it is one of the largest foreign em- 
ployers. Philips, a big European rival, em- 
ploys 170,000 globally; Alstom, another, a 
mere 119,000. Siemens's turnover last year 
was €84 billion ($79 billion)-of which 
only €18 billion was in Germany. If spun 
off, almost all of its 13 operating divisions 
would qualify for Germany's main stock- 
market index in their own right. 


Vorsprung 

Although the stockmarket does not distin- 
guish Siemens from its main rivals—all 
now trade at share prices well below their 
recent highs-on closer inspection Sie- 
mens has emerged from the 1990s looking 
smarter than many of its peers. Its balance 
sheet is strong and it reported €2.6 billion 
of post-tax profits last year despite tough 
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market conditions. It has avoided the | 
sasters that have afflicted Alstom and AB 
European rivals that have flirted wit 
bankruptcy due to slack management an 
poor financial controls. Nor has it suffer 
anything like the sudden fall from gra 
last year of Ge, although the Ameri 
giant remains a formidable comp 
not least to Siemens in the power, lighti 
and medical-equipment businesses. - 

Under Mr von Pierer, Siemens: 
transformed its internal culture in w 
that have helped it avoid the worst fo 
of its rivals and to build its present pl. 
form for expansion. Strong risk ma 
ment is at the heart of this change. H 
Joachim Neubürger, the firm's finan 
rector since 1998, contrasts Siem 
volume-driven approach of a decad 
with today's focus on "economic vali 
added", a popular way to make managers 
price capital properly when deciding toi 
vest. An internal accounting system basi 
on America's generally accepted account 
ing principles (GAAP) gives managel 
standard picture of the group and m 
them report on the same basis. Quarter 
meetings of top managers have been given 
added spark, with the least successful c 
sion or region asked to present first. 

Although the firm gives plenty of lati 
tude to its divisional and regional manag 
ers, it now monitors closely the signing 0: 
contracts and the execution of projec 
any moment, Siemens has around €30 b 
lion of industrial projects under way. Ur 
der Mr von Pierer, some 10,000 speciali 
project managers have been trained to 
sure that things do not go awry. 

As a result, Siemens has avoided 
mistakes of, say, Alstom, which crea 
horrible problems for itself by offe 
vendor financing and generous contra 
guarantees to its customers. Siemens ` 





especially wary of financing customers in 
the third generation (3G) telecoms sector. 
Its financial-services arm has not been al- 
lowed to grow so big that it dominates the 
company, unlike its equivalent at GE. 

Siemens has also survived with rela- 
tive ease—although not without a few 
scares and mistakes-fundamental 
changes in some of its biggest markets. The 
transport business evolved from a supply 
chain based on many small suppliers (Sie- 
mens originally made only the electrical 
systems for trains) into one reliant on so- 
called “system providers”, firms that offer 
complete locomotives or trains. To com- 
pete, Siemens had to buy and integrate a 
dozen firms. Five years ago it lost money. 
Now it is profitable as it battles with Al- 
stom and Canada’s Bombardier. 

Similarly, in power generation, a lead- 
ing position in nuclear became a liability 
when that market dried up. The group’s 
conventional power business a decade 
ago was tiny, turning over maybe €500ma 
year. Now its revenues exceed €9 billion. 
Siemens's medical-equipment division 
lurched into crisis in the mid-1990s, cul- 
minating in heavy losses and a manage- 
ment reshuffle. It now earns over €1 billion 
a year and has switched its approach from 
simply making clever machines to liaising 
closely with customers so that it develops 
only what the market wants. 

Above all, Siemens regards free cash- 
flow as a proxy for the health of its portfo- 
lio of businesses. Mr Neubürger reckons it 
needs €1 billion of cashflow after divi- 
dends and taxes as a safety-net to “ensure 
strategic manoeuvrability". Last year it to- 
talled €3.4 billion. “Perhaps we need a lit- 
tle more confidence in ourselves," muses 
Mr Neubürger. The next few months will 
show whether Siemens has indeed be- 
come confident enough to flex its muscles. 

So what might Siemens acquire? Ro- 
land Berger, arguably Germany's leading 
strategy consultant, points to several sec- 
tors where Siemens could surprise rivals. 
One is car parts, where a weak competitor 
such as Valeo, a French firm, could be vul- 
nerable to a bid. Or it could make a long- 
term bet on telephone infrastructure, an 
awful business today for the likes of Lu- 
cent, Ericsson and Motorola, but with big 
potential for the future. All three could be 
targets, especially the last two, which 
would also beef up Siemens's mobile- 
handset business. Another possibility is a 
big acquisition or joint venture in Japan, 
perhaps involving Toshiba or Hitachi. 

The danger that the markets might pun- 
ish Siemens for engaging in unfashionable 
M&A does not bother Mr von Pierer. After 
all, in 1998, when he announced the acqui- 
sition of Westinghouse, a power firm, 
shares in Siemens plunged by 11% in one 
day: "It was probably the best deal I ever 
made," he says. Until, his shareholders 
must now hope, the next one. m 
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BP in Russia 





Not beyond petroleum 


MOSCOW 


Why a big move by BP into Russian oil has great significance 


OTES of confidence do not come much 

bigger. The $6.75 billion that British Pe- 
troleum (BP) this week said it would pay 
for half of the Tyumen Oil Company 
(TNK), Russia’s fourth-largest oil producer, 
is a huge boost for Russia. It is the biggest 
single foreign purchase of Russian equity 
ever, on its own worth more than double 
last year’s total foreign directinvestmentin 
the country. 

In recent months, Russia has been mov- 
ing on to the radar screens of a growing 
number of deal-minded foreign corporate 
executives and investors-not just in the oil 
industry—in most cases for the first time 
since foreigners were badly burnt by Rus- 
sia’s devaluation and default in 1998. BP's 
deal is being seen, both in Russia and 
abroad, as stamping a seal of approval on 
the country's progress since the financial 
crisis of 1998 and, more broadly, since the 
asset-grabbing chaos of the early post-So- 
viet years. Other multinationals are now 
expected to take a closer look at Russia, 
and Russian firms will certainly increase 
their efforts to tap multinationals for their 
expertise and money. 

It is not just the fact of BP's investment 
that is significant; it is its manner. Rather 
than a cautious 25% plus one share-the 
minimum blocking stake—B»P went for an 
equal partnership with the Russians, prob- 
ably the maximum foreign ownership that 
is politically acceptable in Russia. (Strictly, 


Frozen assets 


BP is not buying half of TNK, but joining it 
as half-owners of a new firm that will in- 
clude all of the existing TNK plus BP's exist- 
ing Russian assets.) 

Nor can anyone accuse BP of naivety, 
given its past experience of Russia and its 
new partner. In 1997 it bought a stake in Si- 
danco, a small oil firm, only to end up in a 
bitter fight with TNK over some of Si- 
danco's assets—a fight that highlighted the 
crookedness then commonplace in Rus- 
sian business and the loopholes in Russian 
law. BP lost the battle, and some of its 
money. For BP to return to strike a deal 
with its former foe, surely things must 
have changed fundamentally in Russia? 

Up to a point. BP's experience means 
that it may be better placed than most for- 
eign firms to navigate the still risky Russian 
business world. Other oil giants, such as 
ExxonMobil and Royal Dutch Shell, have a 
handful of joint ventures and production- 
sharing projects in Russia, but none has yet 
braved partial ownership, as BP began to 
do six years ago. Minority-shareholder 
abuse, although less common than it was, 
remains a big factor scaring outsiders 
away from Russian companies. 

BP's investment may also say as much 
about the difficulties facing the oil giant as 
about the joys of Russia. BP badly needs 
new reserves. Recently, its share price has 
been battered by investors due to its failure 
to meet oil-production forecasts, which it 
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sized Russian oil firm, Sibneft—TNK’s near- 





> lowered three times in eight weeks last au- 


tumn. Between September and January, 
BP's market value fell by around a quarter, 
or $45 billion. This embarrassed its boss, 
Lord Browne, whose carefully polished 
reputation as the golden boy of British 
business lost some of its shine. Investors 
concluded that, although Lord Browne’s 
strategy of cuddling up to the green lobby 
with his talk of taking the firm “beyond pe- 
troleum” was all well and good, they did 
not want it to be at the expense of produc- 
ing lots of oil (and profits) in the meantime. 

BP has old, declining and relatively less 
profitable fields in places such as Alaska 
and the North Sea which it has been trying 
to replace with new, more profitable fields 
in emerging locations beyond the grasp of 
OPEC-notably Azerbaijan, Angola, Trini- 
dad, West Papua and in the Gulf of Mexico. 
In January, it sold its Forties field in the 
North Sea plus other ageing assets in the 
Gulf of Mexico for $1.3 billion. Now, with 
its stake in TNK, 30% of BP's reserves will 
be in Russia—positioning it well, in the 
long run, to pump oil into China. 

Any oil firms tempted to follow BP's 
lead may not have much to choose from, 
however—even assuming that Russia's po- 
litical establishment is willing to allow 
more foreign ownership. Only one decent- 


Hong Kong tycoons 


Still prodigal 


est rival—seems open to selling a stake to a 
foreigner anytime soon. Yukos, which has 
become the biggest Russian oil producer, 
ahead of Lukoil, has talked in the past of 
selling a small stake. But thanks to hj, oil 
prices it now has spare cash and s**:ms 
likelier to buy than be bought. 

Beyond the oil industry, there are a few 
obvious targets for foreign multinationals, 
if they can summon up the courage. There 
are some big formerly state-owned car and 
telecoms firms, still struggling to moder- 
nise, plus breweries and food factories. 
There has long been talk that a foreign firm 
will buy into Norilsk Nickel, which ex- 
tracts one-fifth of the world's nickel and 
platinum from northern Siberia. 

Yet although some Russian firms now 
see proper management control and cor- 
porate governance as essential, they re- 
main heavily concentrated in telecoms 
and the oil industry. Even if foreigners 
snap these up, many Russian firms will re- 
main a mystery to potential buyers—at 
least until Russia has done more to reduce 
bureaucracy and simplify tax and busi- 
ness law. Here, progress, though genuine, 
is slow. In truth, it will only be clear that 
Russia has truly changed when you do not 
have to be BP to invest there. 8 


The son of Asia's richest manis still struggling to prove himself 


T CANNOT have been a proud moment 

for Li Ka-shing, Asia's most powerful 
business tycoon. The botched attempt by 
his youngest son, Richard Li-a noted bon 
viveur—to buy Cable & Wireless (C&w), an 
ailing British-based telecoms firm, has ex- 
posed Mr Li as a clumsy dealmaker and, 
worse, as a person whom no financier in 
Hong Kong wholly trusts to run a business. 
Like his father, the 36-year-old Mr Li is dri- 
ven by the thrill of a deal. When his son 
was in his 20s, Mr Li senior gave him $125m 
to buy Star Tv. Four years later, his faith 
was vindicated when Mr Li sold Star to Ru- 
pert Murdoch for a $700m profit. 

Since then, though, Mr Li's own star has 
fallen. His firm, Pacific Century Cyber 
Works (pccw), failed in its grandiose 
dream to bring the internet to China. In- 
stead it saddled itself with $12 billion of 
debt when it bought Hong Kong Telecom 
(HKT), the colony's fixed-line operator, 
from c&w for $29 billion in 2000, in what 
was then the biggest Asian business deal 
outside Japan. PCCW's once soaring 
shares have been the dogs of the Hang 


Seng Index for three years in a row. The 
whizz-kid dealmaker has had to resort to 
mundane cost-cutting. 

It seems that a combination of bore- 
dom and a desire to repair his reputation 
with both investors and his father tempted 
Mr Lito stalk C&w. As Simon Mellon, a te- 
lecoms analyst at HSBC, says, “For amanin 
his father’s shadow, it was hard to have be- 
come Mr Cost-Cutting not Mr Growth. 
This was a ballsy flag telling daddy that he 
is someone to be listened to again.” 

But Mr Li had neither luck nor compe- 
tence on his side. Last December he wrote 
to c&w signalling interest, but with no 
firm offer price, just as c&w had found it- 
self a shrewd new chairman, Richard 
Lapthorne. Mr Lapthorne rebuffed his 
vague, arrogant overture. Yet the idea may 
not have been so foolish. Mr Li had cooked 
up a way for an American private-equity 
firm, Texas Pacific Group, to take on C& w's 
lossmaking web-hosting business, leaving 
him the cash-generative fixed-line and mo- 
bile-telecoms operations. With c&w's 
share price down from £8 ($12) two years 





Richard Li, praying for a deal? 


ago to only 66p, the target looked cheap. 
Rumour suggested that Mr Li would offer 
£1 a share. 

Alas, neither his shareholders, nor his 
bondholders, nor the rating agencies, 
wanted Mr Li to do another deal. Although 
PCCW's net debt has been cut to $4.3 bil- 
lion, it still exceeds the group's $3.5 billion 
market value. Investors would prefer Mr Li 
to keep on reducing debt and to concen- 
trate on better operational management. 
On rumours of the deal, Moody's put 
PCCW on a downgrade review; and Ste- 
ven Koh, head of Asian equities at Stan- 
dard & Poor's, said that PCCW was "trying | 
to bite off more than it can chew." Nor did 
investors see synergies with C&w’s fixed- 
line business, which is mainly in the Ca- 
ribbean with only an operation in Macau 
of any relevance to China. 

Mr Li's execution was also slipshod— 
assuring regulators in Hong Kong that he 
had made no bid, even as he leaked to the 
British press; and later admitting to Brit- 
ain's Takeover Panel that he had indeed 
made a preliminary approach. That led 
Hong Kong's Stock Exchange to investigate 
whether Pccw had flouted disclosure 
rules and to suspend trading of its shares 
on February 10th-forcing PCCW to issue 
two statements that day apologising for 
the confusion and withdrawing any inten- 
tion to bid. 

Still, the sorry episode has at least 
raised Mr Li's profile. As one fund manager 
noted, “this puts him back on the world 
map, on the front of every newspaper." 
Criticism of his behaviour is unlikely to 
dampen Mr Li's renewed hunger for a deal. 
Although he denies talking to Japan Tele- 
com, rumours swirl that he wants Energis, 
a British telecoms group. As HSBC's Mr 
Mellon puts it: “The playboy was wearing 
slippers. Now he’s signalled he's back." m 





Cable telephony 
Crossed wires 


: N EW YORK 
Cable telephony makes a comeback 


OSOONER had news leaked that sBc, 
America’s second-biggest phone com- 
pany, was sniffing around DirecTV, a satel- 
Tite-television service, than the howling 
began. Not long ago, Edward Whitacre, 
‘SBCs boss, would have won plaudits for 
his “vision”. This week, he faced ridicule, 
as investors heaped scorn on the idea of a 
merger with Directv’s parent, Hughes. Yet 
-Mr Whitacre has good reason to muscle his 
“way into television. For Tv, in the form of 
America's powerful cable companies, is 
about to take big steps into telephony. 
- Like many whizzy ideas touted in the 
late 1990s, cable telephony is now pooh- 
poohed as a failure. Despite heavy invest- 
-ment, America's cable firms boast just 
;2.6m phone lines-dwarfed by the 167m 
-lines that local phone companies such as 
:SBC control. What is more, the growth of 
cable phone lines has slowed, as the pushi- 
est cable company, AT&T Broadband, 
: struggles to merge with Comcast, a rival. 
. Yet two developments brighten the 
gloom. The first is upbeat news from Cox 
- Communications, a cable firm that has 
gone into telephony. Cox entered the 
phone market in 1997. Its target is the 10m 
homes passed by its cables. So far, about 
-720,000 have bought, beating the firm's 
forecasts. The margins are excellent, says 
Cox. In its most mature markets, adoption 
“rates top 30%, and keep rising fast. Cox 
. markets bundles of television, telephone 
.and high-speed internet services by 
throwing in extras such as free long-dis- 
tance minutes and premium cable-Tv 
channels. Customers get everything on 
one bill. Like all cable firms, Cox faces com- 
petition from satellite rv. But the bundles 
- and billing boost customer loyalty. 
The second bright spot is a maturing 
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technology called “voice over 1p” that de- 
livers phone calls via the internet. Cox and 
AT&T Broadband’s telephone networks 
operate the old-fashioned way, managing 
traffic using costly switched circuits. Early 
attempts at internet telephony suffered 
from poor quality. But in the past year 
start-ups such as Vonage and Net2Phone 
have introduced phone services over 
broadband connections whose quality 
matches a regular phone call. 

The main selling-point is cost. Cox says 
it costs about $600 to add a customer to its 
phone network. Net2Phone says its tech- 
nology costs a third of that, or less: all cus- 
tomers need is new software and a cheap 
boxto convert the phone's analogue signal 
into digital. Besides a revenue-sharing 
pitch it is making to cable firms, Vonage is 
selling direct to retail customers. Prices 
must make the likes of sBc weep. Vonage 
offers unlimited local calls and 500 long- 


distance minutes for $25.99 a month. A 
similar plan from a traditional phone com- 
pany could cost three times as much. Von- 
age expects to have 100,000 custom- 
ers-up from 15,000 now-and to be 
profitable by the end of the year. 

spc and other local carriers are already 
losing lines to rivals (see chart). New cable- 
telephony services have the potential to 
increase the rate of loss from a barely man- 
ageable 5-6% of lines a year to 15% or more, 
says Ford Cavallari of Adventis, a consul- 
tancy. Therightstrategy, says Mr Cavallari, 
is for the phone companies to start distri- 
buting content, such as Tv and music, and 
so increase customer loyalty much as Cox 
has. That means either buying into the Tv 
business or upgrading copper lines to 
carry more entertainment traffic. This 
sounds horribly late 1990s to today's jaun- 
diced investors. But the phone companies 
may find they have no choice. 8 
















3 Marketing drugs to doctors is turning into a tricky business 


T EGALISED bribery is what some drug 
reps call their employers’ marketing. 


: hee much publicised recent efforts by 


< drugindustry groups to curb the most 
egregious ministrations to doctors by 
reps-curiously, more often than not pretty 
women--firms still spend billions trying to 
walk a fine line between product promo- 
tion and undue influence. Yet some of the 
oldest tricks in the marketing book do not 
seem to pay off as they used to—which is 
bad news indeed for the drug firms. 
. Selling prescription drugs is a curious 
business. Unlike other consumer-goods 
makers, which pitch their wares directly to 
the consumer, drug companies lavish 
most of their marketing money on doc- 
tors-medical middlemen-in an effort to 
persuade them to prescribe their products 
to.consumers (ie, patients). Last year, drug 
firms spent nearly $9.4 billion on market- 
ing to American doctors, according to Ve- 
rispan, a market research firm. 

The traditional focus of drug marketing 
is the personal "detail", in which a sales 


dns -yep sits down with a doctor to discuss the 
merits of a drug and often hands over free 


samples. But these details are under grow- 


3 ing scrutiny. Last week, police in Verona 
==> raided the offices of GlaxoSmithKline; 


. now 40 staff and 30 doctors are under in- 
 .vestigation for comparaggio—prescribing 
drugs in exchange for gifts, such as com- 
puters and lavish trips. 

Many European countries besides Italy 
restrict the value of gifts that drug firms 
can bestow on physicians. As well as laws 
covering kickbacks and false claims, Amer- 
ican regulators are working on further "vo- 
luntary guidance" for interactions be- 
tween drug companies and doctors. 
PhRMA, the American industry's trade 
association, has introduced a new code of 
conduct for corporate largesse. Even the 
tradition of free samples can land firms in 
trouble: two years ago TAP Pharmaceuti- 
cals was fined $875m by the Department 
of Justice for dodgy marketing practices, 
including giving doctors thousands of dol- 
lars' worth of samples on the understand- 
ing that they would then bill the federal 
government. AstraZeneca's sales and mar- 
keting of one of its drugs, Zoladex, is being 
investigated by the Department of Justice. 

Strictly speaking, it is *unethical" for 
reps to take doctors to baseball games or 
buy them gifts. But, as one former rep con- 
fesses, when a doctor said he would ask a 
rep for a Palm Pilot, “I offered to buy it, as I 


knew if I didn't a competitor would." Her 
firm helped to "hide" the purchase. Drug 
firms have happily taken doctors to spas 
and golf courses for "consulting trips". 

Experience has taught drug firms that 
the more reps they deploy to push à pro- 
duct, the higher their sales, says David 
Blumberg, of Accenture. As a result, the 
number of drug reps in America alone has 
almost tripled since 1995, to some 90,000 
last year, even though the number of doc- 
tors has barely budged (see chart). 

There is a growing sense among indus- 
try executives that this "arms race" is run- 
ning out of steam for some mass-marketed 
drugs, says Alasdair Mackintosh, of Cap 
Gemini Ernst & Young. Rising patient ros- 
ters mean that doctors, particularly in Eu- 
rope, have less time to spend with sales 
reps. The average sales-rep call with a doc- 
tor now lasts less than five minutes. A fall 


Total number, 2002, '000 


in the number of new drugs launched, 
combined with a wave of industry merg- 
ers and co-promotional deals, means that 
more reps are flogging fewer drugs, often 
“me-too” products whose comparative 
merits take some explaining. The upshot, 
according to a recent study by Datamoni- 
tor, a consultancy, is that for every dollar 
spent on marketing (not exclusively by 
reps), the industry's top 14 firms earned an 
average of only $17 in sales in 2001, down 
from $22 in 1998. 

Drug firms are starting to use more so- 
phisticated techniques than a short skirt 
and a smile to peddle their pills. In Amer- 
ica, they send their sales reps into battle 
with sophisticated tools, such as Palm Pi- 
lots with fancy software, and rigorous 
training, to make their pitches. In America, 
detailed prescribing data can be bought 









tailed information ai u 
scribe as they do. For example E 
uses the call-centres it runs fo 
who have questions about pri 
make a few inquiries of its own, 
build detailed profiles of doctors. — 
With face time ever harder to sec 
several companies, such as iPhysician 
have sprung up to provide "E-detail 
which uses computer-based video-confe 
encing to reach doctors at their con 
nience. In America, where direct-to-cc 
sumer advertising is allowed, televisio 
commercials enable drug firms to turn 
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cific brands from their doctors- 


















































Teaching, not bribery Dum 
Drug firms are having to work har 
build relationships with doctors, re 
sitioning themselves as providers 0 
cal education, without this comin 
as a bribe. Firms are also focusing m 
specialists who influence medica 
using highly trained "medical scie 
sons" to engage such doctors ea 
drugs development so that the 
spread the good word to their collea 
Given the growing complexit 
market, many firms have called in e 
from industries such as consumer go 
financial services to create and 
their brands. Novartis, a Swiss dr 
has hired marketing personnel 
likes of Procter & Gamble an. 
smarten up its direct-to-consi 
vertising and brand creation. 
Ebeling, its head of drug operatio 
once a marketing manager at Pepsi 
But techniques for selling so: 
necessarily work for pills. Nobody 
IBM for its marketing budget; bi 
makers are lambasted by some cam 
ing groups for spending as much on sale 
as they do on R&D. Drug firms that try 
extend their product's reach can land 
trouble: a recent article in the British M. 
calJournal suggested that researchers as 
ciated with Pfizer were inventing a n. 
disorder, female sexual dysfunction, | 
least to expand the market for: and inp 
tence medicines. 
Few expect drug firms to spend lessi 0 
marketing. But they could spend mo 
wisely; and more exciting and innovat 
marketing could help to maintain bran 
loyalty long after generic competitor 
entered the market. Although 
salesforces makes sense for some d 
few firms are willing to take the fir: 
As Jaideep Bajaj, at zs Associates, a 
research firm, notes, "These fii 
caught in a classic prisoner's dil 
Unilaterally, no one is willing to call oi 
arms race." Non-proliferation may h 
wait for a drastic reversal of compari 
tunes—or the strong arm of regulato 
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Face value | Preparing for war 


The Economist February 15th 2003 


How British Airways boss Rod Eddington plans to survive a war in Iraq 





HAS been a scary week for Rod Eddington. When the chief 
executive of British Airways woke up in his New York hotel on 
Tuesday morning, he switched on CNN and saw film of one of 
his planes landing at Heathrow. Good, he thought, they're run- 
ning a piece on the airline's decent quarterly results, announced 
on Monday before he flew to a board meeting of News Corp, of 
which he is a director. "Then I saw the tanks." He returned on 
Wednesday and saw at first hand the troops and police road- 
blocks put in place at dawn by the British government, worried 
that terrorists might try to shoot down an aircraft. 

There is nothing like having armed police outside your offices 
to underscore what a scary time itis to be running an airline. The 
government had even contemplated closing Heathrow, which 
would have grounded the airline almost entirely. BA would 
have instantly found itself in the same dire predicament as the 
American carriers did after September 11th 2001. Mr Eddington 
seems relieved that the government took the view that shutting 
the airport would have handed a victory to al-Qaeda. 

As itis, the prospect of war in Iraq and the continuing risk of 
terrorism threaten BA more than most airlines. Not only is Lon- 
don a prime terrorist target, but the outbreak of war would pro- 
duce the sharpest fall in passengers on the long-haul routes, 
particularly across the Atlantic, on which BA makes almost all of 
its profits in normal times. When the Gulf war started 12 years 
ago, traffic plunged by 40% on transatlantic routes—although it 
rebounded fast when the war ended. However, since traffic 
plunged after September 11th, the recovery has been much 
weaker. This suggests the double hit of the terrorist attacks and a 
second Gulf war could be severe and prolonged. 

Presenting the airline’s better-than-expected third-quarter re- 
sults on February 10th, Mr Eddington gave warning that there 
would be no growth in revenues in the year ahead. Despite 
swinging back to an operating profit of £53m ($84m), from a loss 
of £187m the same quarter of 2001, Mr Eddington says that the 
airline will make a small profit for the full year ending in March 
only if there is no war in Iraq before then. Analysts slashed their 
forecasts for next year. Chris Avery of J.P. Morgan, for instance, 
switched from predicting a pre-tax profit of £410m in 2003-04 to 
tipping profits of just £25m. Lord Marshall, Mr Eddington's non- 


executive chairman, rues the recent return of the airline to the 
FTSE 100, because it is bound to drop out again if there is a war, 
generating more bad publicity. 

War in Iraq would hurt BA not just on transatlantic routes but 
also on long-haul to the Middle East, where the airline's flights 
are currently full, generating around 6% of total revenues. Flying 
across the Atlantic produces roughly one-third of BA's revenues 
and as much as 90% of its profits, with the rest coming from 
other long-haul routes, including the Middle East. But the airline 
loses some £300m à year in Europe, although Mr Eddington says 
he has made good progress in reducing that. He aims to break 
even in Europe by March 2004, though that goal would also fall 
foul of a war, assuming that travellers are scared off for a while. 

Even with no shots fired in the Gulf, BA has had a taste of the 
impact to come. Premium traffic fell by 7.6% in January. Bookings 
for coming months are well down, as many travellers opt to de- 
lay ticket purchases until the last minute, or even to stay put 
rather than risk being anywhere near the war zone: last time 
round, three of BA's aircraft were stranded in Kuwait. 

Mr Eddington says he cannot predict with any precision the 
effect on BA of a war that most people now see as a racing cer- 
tainty. It will depend, he says, on what sort of war it is, and how 
long it lasts. If it is over soon after a short, sharp air campaign, 
that would let carriers such as BA off more lightly than if there 
were a protracted land war. His approach, he says, will be to 
monitor bookings and traffic closely, so as to cut flight frequen- 
cies and reduce capacity to match demand. When war broke out 
in 1991, BA quickly cut 4,600 jobs (without any forced redundan- 
cies) and stood down a further 2,000 staff on half-pay for a year. 


The world's favourite cost-cutter 

After September 11th, Mr Eddington cut 7,000 jobs immediately, 
slashed capacity by 10% and launched a review of the “future 
size and shape" of BA. The decisions that led to were unveiled a 
year ago. There would be 6,000 more job cuts. Unprofitable Brit- 
ish and shorter-haul European routes went. 

These cuts have trimmed £1 billion from BA's annual operat- 
ing costs, bringing them down to £7.5 billion in the year to last 
December. The airline has postponed delivery of some Airbus 
planes it has on order, but capital spending was already bat- 
tened down. In the two months after September 11th, BA was 
bleeding cash, according to Mr Eddington, at a rate of £2m a day. 
"But by February 2002, we had reduced it to zero bleed," he says. 
Since then BA has been piling up cash for a rainy, or war-torn, 
day: it has £1.8 billion in the bank and credit facilities agreed for a 
further £400m which will buy it time—although it is still in net 
debt to the tune of £5.2 billion. 

Compared with the big American carriers, the top seven of 
which (two are bust) lost $3.7 billion between them in the fourth 
quarter of 2002, or with KLM, which reported a loss of $63m in 
the same period, BA looks in relatively robust shape. Mr Edding- 
ton is already planning how to trim, when traffic falls during a 
war, without losing the ability to reap the opportunities a post- 
war rebound would bring. In peacetime, he has responded well 
to the potentially deadly threat posed by low-cost airlines—cut- 
ting costs and offering cheaper fares in slack periods over the in- 
ternet, where 40% of all short-haul flights are booked, 
apparently without losing revenue. But BA may need all of his 
relentless focus on costs and innovative marketing to make it 
through the battle thatlies ahead. m 





Is the wakening giant a monster? 


HONG KONG 


Fear of China's growing industrial might is widespread. But not entirely rational 


F THERE is a quintessentially Chinese in- 
dustrial product, it is the bicycle. But the 
bicycle has also become a symbol of what 
the rest of the world fears most about 
China-that its phenomenally fast growth 
can be sustained only at the expense of 
other economies, both developed and de- 
veloping. China's success at building bikes 
has undermined production of two- 
wheeled vehicles everywhere. The Chi- 
nese now manufacture 60% of the world's 
bicycles, and 86% of those sold in America. 
All over the world the price of bikes is 
falling. In Ghana, for example, the cost of a 
low-end mountain bike has plunged from 
$67 to $25 in the past two years. The only 
country with a chance against China's in- 
famously low wages, it is said, is India. Ri- 
val manufacturers in Latin America and 
Africa are struggling to survive. 

After bicycles, what next? The pessi- 
mists fear that a string of other industries 
will follow. The labour-intensive textile 
and clothing sector is already in a panic. 
For years, rich countries have been distort- 
ing world trade in garments with a compli- 
cated system of import quotas. As a result, 
many people in poor countries—such as 
Indonesia, Mauritius, Mexico and Pak- 


istan-nowadays depend on making as 
much as their textile quotas allow. Even 
rich-country firms-in the Carolinas, nota- 
bly-have continued to do well behind 
their quota walls. 

China is these workers' worst night- 
mare. It is already by far the biggest gar- 
ment exporter in the world, with average 
wages in the industry of 40 cents an hour— 
less than a third of, say, Mexico's. Now that 
China belongs to the World Trade Orga- 
nisation (WTO), moreover, it will benefit 
from an agreement by members to elimi- 
nate the quotas completely by 2005. As a 
result, according to estimates by the World 
Bank, China’s share of world garment ex- 
ports will increase from about 20% today 
to 50% by the end of this decade. 

Shoes, semiconductors and televisions 
are expected to follow. China already 
makes over half of the world’s shoes, and 
Malaysia frets over the exodus of electron- 
ics factories from Penang, an island once 
hyped as a potential Silicon Valley, to 
Guangdong and the Yangzi delta. Heinrich 
von Pierer, the boss of Siemens, a big Ger- 
man electronics and electrical conglomer- 
ate, has called the country “a global fac- 
tory” for his company. Comparisons are 


made with Manchester during the Indus- 
trial Revolution. China, it is said, is becom- 
ing the “workshop of the world”. 

Andy Xie, an economist with Morgan 
Stanley in Hong Kong, reckons that by 
2005 China’s exports could have exceeded 
those of Japan. He also thinks that China 
has alot to do with deflation in other coun- 
tries, because it causes price wars and 
pushes down profit margins of companies 
elsewhere. China’s industrialisation, he 
says, “devalues manufacturing assets out- 
side China”. 

Before getting too gloomy at the pros- 
pect of China snatching jobs and foreign 
investment from everybody else, how- 
ever, consider one of the reasons for its 
success at exporting bicycles—the fact that 
the Chinese themselves are getting off 
their bikes and into cars. According to 
Walter Hook, director of the Institute for 
Transportation and Development Policy in 
New York, 33% of all trips in Guangzhou, a 
rich southern city, were by bicycle in 1995; 
today, fewer than 20*6 are. Bicycle makers 
such as Shanghai Phoenix, one of China's 
biggest, have lost half their domestic mar- 
ket in recent years. They have no choice 
but to export. 

On the other hand, sales of cars in 
China have started to take off. Last year 
they exceeded 1m for the first time, and 
they are expected to rise by another 20% 
this year. And who is making these cars? 
None other than the likes of Volkswagen 
and General Motors. China is now vW's 
biggest market outside Germany, and Ford 
expects China to become bigger for it than 
both Germany and Japan within five? 


Special report China's economy 


years. Even when they are assembled lo- 
cally, many of these cars' components are 
imported. 

China (including Hong Kong) already 
imports more from the rest of Asia than 
does Japan, and shopkeepers in Sydney 
and Singapore are beside themselves 
whenever buses of Chinese tourists pull 
up outside their stores. As China grows, it 
becomes a bigger market for other peo- 
ple's goods, as well as a bigger exporter of 
its own. If there is nothing to distort this 
process, everybody benefits. 


Figuring it out 

China's economy is already enormous. In 
dollar terms, its Gpr is the sixth largest in 
the world, just smaller than France's. In 
terms of purchasing-power parity (after 
adjusting for price differences between 
economies) it is second only to the United 
States with an 11.8% share of world GDP. 
Its growth rate too is extraordinary. Last 
year's official figure of 8% made it the most 
dynamic large economy in the world—by 
far. Many independent economists be- 
lieve that this is exaggerated by several per- 
centage points. Nevertheless, few doubt 
that the Chinese economy is booming. 

Itis China's strength asa trading nation, 
however, that most worries others—in par- 
ticular, the more sluggish economies in the 
region. Japan's minister of finance and 
other government officials habitually ac- 
cuse China of mercantilism, and of un- 
fairly maintaining an undervalued cur- 
rency in order to make its exports more 
competitive. In 2001, China's exports rose 
by 23% to $266 billion and accounted for 
4.4% of all world exports. That is the high- 






i Giant comparisons BH 
.. Exports, * of world total 
12 
prem rae 10 
8 
6 
4 
| 2 
A 1] 


1948 55 60 65 70 75 80 85 90 95 2001 
Trade balance, % of GDP 


mum China 
Ge Japan 


199091 92 93 94 95 96 97 98 99200001 
Source: IMF 


est level they have ever reached, but it is 
still a long way off Japan's record (of 10.1% 
of world exports) in 1986. It is even below 
Japan's figure for 2001 of 6.6%. 

China’s trade surplus in 2001 increased 
to over $30 billion. At 2.9% of GDP, it was 
relatively larger than Japan's (1.7%) but 
smaller than South Korea's (3.2%). More- 
over, China's trade surplus as a percentage 
of GDP has declined every year since 1997 
(see chart 1). The country has a substantial 
trade deficit with Malaysia, South Korea 
and Thailand, and sinceit joined the wTo, 
China's imports from Japan have been in- 
creasing at an annual rate of 40-50%. 

The bottom line? China's trade is no- 
where near historically unprecedented 
levels. Since its economic opening in 1978, 
the country's share of world trade has 
more or less quadrupled. But so did Ja- 
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pan's between 1955 and 1985, and the 
Asian tigers' between 1965 and 1995. Since 
China joined the wTO in December 2001, 
becoming subject to its rules on free and 
fair trade, accusations of mercantilist be- 
haviour have sounded even more hollow 
than they did before. 

Inevitably, as China grows, some coun- 
tries will find their competitive position al- 
tered and the adjustment painful. They 
might even be tempted to retaliate. Euro- 
pean bicycle producers, for example, have 
persuaded the Eu to impose tariffs on Chi- 
nese imports, accusing the Chinese of 
dumping. There will, on the other hand, be 
some, such as the Philippines (see box be- 
low), which will find their economies ris- 
ing on the surging Chinese tide. 

Another current concern about China 
is that it is hoovering up foreign direct in- » 


When you can't transplant plant 
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Relocating factories to China is not always a good idea 


ONVENTIONAL wisdom says that 

the white-suited workers hunched 
over microscopes at Psi Technologies, 
checking the company's semiconductors 
for flaws, will soon be out of a job. In 
suburban Manila, as in the rest of South- 
East Asia, businessmen seem amazed 
that the region has any factories left at 
all. Almost anything can be made 
cheaper and better in China, they say, 
especially computer chips, which are 
practically à commodity. 

Yet Psi has not just one, but two 
plants in the Philippines, and plans to 
expand further. The boom in China, far 
from destroying the local electronics in- 
dustry through cheap competition, is 
helping to keep it afloat amid a global 
downturn. In 2002, even as the Philip- 
pines' electronics exports to America 
fell, exports to China grew, by about 
120%. That far outstrips the growth of 
imports from China. Strong demand for 
its electronics products helped push up 
Philippine exports last year by 9%. 

The much-feared hoovering, it turns 
out, is Chinese industry sucking in the 
imports it needs to grow at breakneck 
speed. Arthur Young, chief executive of 
Psi, reckons that 85% of his output ends 
up in China at some stage—mainly for 
assembly into mobile phones, comput- 
ers and other appliances. That might 
seem like an argument for relocating to 
China, to be close to his customers. 

And indeed psi is looking into setting 
up à factory in China, at a customer's be- 
hest. But the decision is not as simple as 
it sounds. The cost of doing business in 
the electronics belt around Shanghai, Mr 


Young says, is already comparable to the 
Philippines, and rising. He might yet 
build a factory in a cheaper area, away 
from the coast. But shipping chips across 
China is not so different from shipping 
them across the South China Sea. 

According to Ernesto Santiago, the 
head of sErP1, the Philippines’ electron- 
ics-industry association, the country re- 
tains a critical mass in the chip-making 
business. Multinational firms like Intel, 
Texas Instruments and Philips all have 
factories in the Philippines. They could, 
of course, move to China, as NEC, a big 
Japanese manufacturer, did recently. But 
most companies do not want to put all 
their eggs in one basket. 

Anyway, Mr Santiago argues, the cost 
of relocation is greater than the benefits 
to be gained. Wages are higher in the 
Philippines than in some parts of China. 
But labour accounts for only about 10% 
of costs for most firms. China may have 
legions of engineers, but the Philippines 
also turns out 100,000 of them a year, 
more than the industry can currently ab- 
sorb. What's more, many Filipino work- 
ers speak passable English, a boon when 
it comes to training. 

To be sure, the Philippines' electron- 
ics industry faces plenty of challenges. 
Electricity is expensive; roads are ropy; 
and educational standards are falling. 
Foreign investors are wary of putting 
money into a country fraught with viol- 
ent crime and plagued by both separatist 
and communist insurgencies. But these 
are problems that the government can 
address—unlike blind fear of compe- 
tition from a wakening giant. 
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> vestment (FD1) that, were it playing fair, 
would be destined elsewhere. Much of 
South-East Asia is paranoid about being 
sidelined by China in the competition for 
investment from rich countries. True, last 
year China surpassed America as the 
world's largest recipient of FD1, with $53 
billion-worth. But that had more to do 
with the collapse of investment in Amer- 
ica than with the rise in China. Inflows 
into America in 1999 and 2000 were $283 
billion and $301 billion respectively. The 
figures for China in the same years were 
$40 billion and $41 billion, respectively. 

Yasheng Huang, an associate professor 
at the Harvard Business School, argues 
that China's high level of Fp1 is a sign of 
weaknesses in China's own financial sys- 
tem and of an inability to make good use 
of its high level of domestic savings. Mr 
Huang points out that since the financial 
reforms of 1997, FDI has played a relatively 
diminishing role in China's economy. 

Moreover, the raw numbers exaggerate 
the picture. A large amount of China's Fp1 
is money that has been earned in main- 
land China but then booked to accounts in 
Hong Kong for tax reasons. It subsequently 
comes back to the mainland as FDI, in a 
process of "round-tripping". 


Labour pains 

Much of the fear of China's economic mir- 
acle is exaggerated. There are some re- 
spects, however, in which it is not entirely 
unfounded. The first has to do with the 
cost of labour. With manufacturing wages 
in China averaging about 60 cents an 
hour—5% of the American average, and 
1096 of that in some neighbouring Asian 
economies—and a seemingly infinite sup- 
ply of workers, China does look as though 
it could out-compete other economies in 
the manufacturing of almost anything la- 
bour-intensive. And this is exactly what is 
happening: 70% of China's exports today 
are of garments, toys, shoes, furniture, and 
such like. 

By contrast, when it comes to comput- 
ers, cars or semiconductors-capital-inten- 
sive goods, in other words-China may 
increasingly be producing, but it is not ex- 
porting. And it is certainly not attacking 
foreign competitors in their home markets. 
Legend Group, for instance, is China's big- 
gest computer brand by far and a stunning 
success in its domestic market. But Yang 
Yuanqing, its boss, concedes that it will be 
years before he would even think about 
going head-to-head with, say, IBM in 
America. In cars, all of the many an- 
nounced joint-ventures between foreign 
multinationals and Chinese companies 
except one (Honda's, in Guangzhou) will 
sell only to the domestic market. Shang- 
hai's semiconductor plants, too, are aim- 
ing at the booming demand for simple 
commodity chips inside China itself. 

Economic theory says that differences 
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An annual guide to investing, licensing and 
trading for global business in 55 countries 





Adopting the right strategy, in the right country is | 
now more crucial than ever. Each Country Commerce memes 
report helps you to do this by providing up-to-date, comprehensive | 
information on the business environment, regulatory framework, trading 
risks and the potential perils of e-commerce in that country. 


bo It shows you how to: 


1 * Protect your intellectual property in the Internet age 
*- Comply with local tax laws, including e-commerce rules 


Foce Conduct secure, binding e-commerce transactions 
| «Take advantage of financial and tax incentives 
| Hire foreign employees in compliance with local laws 
« Plus many more critical issues. Price: £245/US$365 
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European securities regulation 


Trojan horses 





Europeans cannot agree on the future of cross-border financial supervision 


T LOOKS like just another spat between 
Little Englanders and the devious 
French. In fact, it is more complicated than 
that. At issue is how to oversee the fast- 
growing pan-European securities markets. 
Should supervisors continue to rely on co- 
operation and mutual recognition among 
the European Union’s 15 national securi- 
ties regulators (soon to become 25)? Or 
should there be a single central supervisor 
of trading in European securities, and per- 
haps of banking and insurance as well? 
Current practice points to the first an- 
swer. Two years ago a group of “wise men” 
under Alexandre Lamfalussy, a Belgian ex- 
central banker, mapped out the future of 
European securities markets. It proposed a 
system of committees and consultation to 
speed up the development and enforce- 
ment of securities legislation; but it 
stopped short of recommending a single 
pan-European regulator. Yet logic favours 
that choice—or so argue French logicians. 
Even the severest critics of a single su- 
pervisor admit that it may come one day. 
For now, though, national regulation has 
staunch defenders, the loudest of them be- 
ing in the City of London. Competition be- 
tween regulators is a good thing, they say. 
Investors must in any case be protected by 
national laws. A single securities supervi- 
sor would need cross-border enforcement 
powers; yet this is hard without harmo- 
nised civil and criminal law, as American 


experience shows. Thus it would be pre- 
mature even to think about a European 
equivalent of America’s Securities and Ex- 
change Commission (SEC). 

The first law using the speeded-up 
Lamfalussy procedures, on market abuse, 
should come into force throughout the 
European Union in September. Others, on 
prospectuses and investment services, are 
in the pipeline. But it will be five years, say 
the Lamfalussy system’s defenders, before 
it can be judged to have succeeded or 
failed. And only if it fails should more cen- 
tralised oversight be considered. 


Federal creep 

Some retort that the Lamfalussy system is 
already showing signs of weakness. Nor- 
bert Walter, chief economist of Deutsche 
Bank, argues that the experience of one 
Lamfalussy body, the Committee of Euro- 
pean Securities Regulators, shows that 
members need to rotate jobs to under- 
stand each other's markets properly. It 
would make far more sense, he says, to 
have a single command structure. 

Indeed, there are already movements 
towards one. Last November the Econ- 
omic and Monetary Affairs Committee 
(EMAC) of the European Parliament 
adopted a resolution for a treaty amend- 
ment that could, in future, give the Euro- 
pean Central Bank (ECB) powers of finan- 
cial supervision, or create a single super- 
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regulator-along the lines of Britain's 
Financial Services Authority (FSA). To be 
sure, it is a long way from a parliamentary 
resolution to a treaty change. Still, Theresa 
Villiers, a British committee member who 
defiantly led her conservative group 
against the resolution, detects "creeping 
federalism". Such ideas tend to be slipped 
in surreptitiously and then enacted in an 
"incremental, gradualist way", she says. 

Also creeping federally is Eurofi 2000, a 
mainly French group of financial-industry 
heavyweights. In Novemberit published a 
survey claiming wide support for a more 
centralised system of financial supervi- 
sion in Europe. Its blueprint favours three 
separate supervisory pillars for securities, 
insurance and banking, rather than one su- 
per-regulator; bank supervision would go 
to the ECB. 

The EMAC resolution and the Eurofi re- 
port together were enough to spark para- 
noia across the Channel. The Corporation 
of London, the City's local authority, ral- 
lied support from banks and their trade 
associations to draft a response in support 
of the Lamfalussy process. It called for 
more enlightened rulemaking and better 
enforcement. Unobjectionable? 

Up to a point. It began with the words: 
"Markets are created and developed by 
market participants, not by rules and regu- 
lations." That drew a fiery response from 
Christa Randzio-Plath, the German MEP 
who chairs EMAC. "Markets do need regu- 
lation," she said. It was odd, she added, 
that after all the recent scandals in Amer- 
ica the City wanted to head "in the oppo- 
site direction". 

Meanwhile, City notables have been 
discussing their own ideas for centralised 
supervision, as an alternative to Eurofi's 
Trojan horse. They know the debate on Eu- 
rope-wide supervision will not go away. If ! 





* theLamfalussy system fails, they will need 
their own blueprint- preferably modelled 
on the FSA. 

. Creating a European super-regulator 
might be so difficult that it could be self-de- 
feating. Europe-wide banking supervision 







would seem to require a Europe-wide 
lender of last resort, which the ECB is not. 
- Changing the ECB's status to match would 
_ have wide constitutional and fiscal impli- 
- cations. And centrally administered inves- 
_ tor protection is unlikely to serve the inves- 
~ tor as well as national regulation. 

.. Ruben Lee of Oxford Finance Group, a 
.. consultancy, argues for a softer approach 
_ to creating a single securities supervisor. 
- There should be no European sec with 


. Japanese banks 







FFICIALS at Japan's Financial Ser- 
vices Agency (FSA), regulator of the 
country's financial institutions, rarely 
have much to smile about. The wretched 
state of Japanese banks shows few signs of 
improvement. The banks have disposed of 
more than X80 trillion ($660 billion) of 
bad loans in the past decade (see chart, 
only to see fresh ones sprout. Last Septem- 
ber, banks still had X40 trillion of duff 
loans on their books, according to figures 
released by the rsa on February 7th. Priv- 
ate observers think the true figure may be 
four times as high, or even more. 
. Still, an announcement the same day 
by Mitsubishi Tokyo Financial Group 
: (MTEG), Japan's third-biggest bank by as- 
- sets, that it plans to raise X360 billion in a 
* public share offering raised some cheer. 
_ That aJapanese bank felt strong enough to 
_ choose this way of shoring up its capital 
_ base was “the best piece of news I’ve heard 
« Since the agency was created in 1998,” says 
- Hirofumi Gomi, head of the agency's su- 
- pervisory division. MTFG, the only big 
- bank not to receive a transfusion of public 
_ money in 1999, will be the first Japanese 
_ bank to issue ordinary shares in 13 years, 
and the first ever to offer them abroad. 
4c Other big banks’ efforts to build up cap- 
ital only show their weaknesses. Among 
other things, they are issuing costlier pre- 
rred shares to foreign institutions. Sumi- 
mo Mitsui Financial Group (SMrFG), the 
country’s second-biggest bank, will sell 
150 billion of preferred shares to Gold- 
an Sachs, which will receive an annual 
e-tax dividend of 7%. The number-four 
nk, ury, will issue ¥100 billion of pre- 
rred shares to Merrill Lynch. Merrill is 































such body should focus epu on cor- 


porate disclosure and enforcement by sua- 
sion, not prosecution. But Mr Lee predicts 
that the Lamfalussy system will fail be- 


cause of national protectionism. 

Such pessimism enrages those on the 
Lamfalussy committees and in the Euro- 
pean Commission. It is too early to con- 
demn a process that has hardly begun, 
they say. But Mr Lamfalussy and his wise 
men themselves foresaw a transition to a 
single supervisory structure. And prophe- 
cies of the system's failure may become 
self-fulfilling. If a handful of national in- 
terest groups want failure, they can be ob- 
structive enough to make it happen. Wi 


The great capital scramble 


japanese banks’ dash for capital brings a ray of hope—and the same old fears 





also said to be in talks with Mizuho, Ja- 
pan's (and the world's) biggest bank by as- 
sets, about buying Y150 billion of pre- 
ferred shares. 

Mizuho hopes to raise X1 trillion by the 
end of March. Mr Gomi describes its at- 
tempt, and those of other banks, to raise 
capital by turning to its own, equally weak 
borrowers, as "not the best method". He 
and his boss, Heizo Takenaka, the finan- 
cial-affairs minister, have warned banks 
that the FSA is watching them closely to 
ensure that they do not, for example, hint 
thatlending will be cutif borrowers do not 
buy shares, or lend new money to be used 
for share purchases. Some banks are also 
asking savers to swap deposits for equity. 

Analysts believe that stricter regulation 
could finish off dozens of weak regional 
banks, whose bad loans outstrip their cap- 


ital. But Mr Gomi believes few banks will 


go under, even though many could face 
penalties for allowing capital-adequacy 


| fall below regulatory lir x 
Rarely has the rsa had so much | power g 

to determine how frankly banks report on 
the state of their loan books. One reason 


the big banks are scrambling to boost their 


capital is that they are not sure how bad 
those books are~or rather, how bad they 
will be. For this will depend on the results 
of "special inspections", now being con- 
ducted by the rsa, which are due to be 
completed by March 31st, the end of the 
banks' financial year. 

Only in April will the banks be told the 
outcome of the inspections. They will then 
have until the end of May to reopen their 
books and adjust their bad-loan reserves 
to reflect the Fsa’s classification of non- 
performing loans. They will not be able to 
use capital raised after March 31st to cush- 
ion fresh losses. Moreover, if borrowers 
default during this period, their loans will 
also be downgraded. On the other hand, if 
borrowers now in difficulty manage to 
draw up restructuring plans involving 
large debt waivers from banks, their loans 
could be upgraded and the banks' bad- 
loan provisions reduced. 

So if the rsa is strict on the classifica- 
tion of loans, the banks could look even 
sicker in a few months' time than they al- 
ready do—unless they raise more capital 
now. If the agency is lenient, they could 
conceivably look healthier. The banks' re- 
cent capital-seeking flurry suggests that 
they are preparing for the worst. 

Mr Gomi says the banks are worried 
that Mr Takenaka, who was appointed last 
September, will be stricter than his prede- 
cessors. The FSA is trying to reduce the mis- 
classification of non-performing loans by 
creating a database with information on 
150-odd big, dud borrowers. It will also 
prevent banks from upgrading loans by 
approving debt waivers and flimsy re- 
structuring plans: a new, 19-strong team, 
including turnaround specialists from the 
private sector, has been set up to check 
these plans. 

All of this suggests a harder line, and 
further pressure on the banks. Mr Gomi 
wants to go further. He would like more 
foreign banks to buy their way into Japan 
and “give local banks a severe beating.” So 
what should be done with Aozora, a bank 
that was recapitalised with public money 
and is now the subject of a bidding battle 
between SMFG and a foreign suitor? Well, 
he admits, it would be easier for the FSA to 
explain itself to taxpayers and politicians 
if it approved a sale to a Japanese bank. 
(The agency may intervene when a stake 
of more than 20% changes hands.) None- 
theless, he stresses, the FSA will not make a 
decision based on convenience. 

Despite his seniority, Mr Gomi is con- 
sidered a maverick at the agency. “I’m not 
part of the mainstream within the rsa,” he 
says. “Still, Mr Takenaka thinks along the 
same lines as I do.” 
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Philippine banks 


False economy 


MANILA 
A cut-price attempt to clean up 
Philippine banks' balance sheets 


AST year, after half a decade in the dol- 
drums, the economy of the Philippines 
perked up, growing by 4.6%. The balance 
sheets of the country's banks, however, 
are still in poor shape. Since the East Asian 
crisis of 1997, bad debts have piled up. 
They amount to 16% of all loans, on official 
figures; in reality they are probably higher. 
Having fuelled economic growth with a 
budget deficit that topped 5% of Gp» last 
year, the government has no money left to 
spend on the sort of bad-debt buy-out un- 
der way in similarly afflicted countries 
elsewhere in the region, such as Malaysia 
and Thailand. Instead, it has opted for a 
clean-up on the cheap. 

In January Congress passed a law to en- 
courage the setting-up of private asset- 
management companies to dispose of bad 
debts. These special-purpose asset vehi- 
cles, or SPAVS, as Filipinos call them, will 
pay stamp tax neither on purchases of 
debts from banks nor on onward sales. Re- 
sale of debt and collateral will be free of 
capital-gains tax. Banks will be able to 
write off their losses on debts sold to 
SPAVS against tax. To stop banks abusing 
these tax breaks, they are prohibited from 
owning SPAVS. 

The perks seem to be working. Cer- 
berus Capital Management, an American 
private-equity firm, says it plans to invest 
$1 billion in Philippine debts. That alone 
would account for roughly one-seventh of 
the country's non-performing loans. Ra- 
fael Buenaventura, governor of the central 
bank, hopes that the new law will help to 
halve the bad-debt tally within a year. 

The law smacks a little of corporate 
welfare. More efficient institutions, such as 
Metrobank, the Philippines' largest bank, 
have already sold their bad debts and writ- 
ten off the associated losses. The govern- 
ment may not be spending anything to 
help the banks, but it is forgoing lots of rev- 
enue, and the foot-draggers stand to profit 
most. 

Thenew law is also unlikely, as Mr Bue- 
naventura concedes, to be enough to re- 
store the banks to health. At the moment, 
they have plenty of money, but nobody to 
lenditto (except the prodigal government). 
The sprightly economy ought to boost de- 
mand for credit. But much of the growth is 
coming from consumer spending, and 
Philippine banks have traditionally been 
weaker in retail finance than in industrial 
lending. They are not going to fling them- 
selves into credit cards or mortgages until a 


few more laws are passed to pave the way 
for securitisation and secondary trading of 
consumer debt. 

Nor, argues Felixberto Bustos, a profes- 
sor at the Asian Institute of Management, 
will the sPAv law do anything to change 
the poor lending procedures that got the 
banks into trouble in the first place. Merg- 
ers, he says, would help to spread the best 
practice. But the new act might delay such 
consolidation, by helping the shakiest 
banks to recover their balance. Mr Bustos 
thinks that the central bank should tighten 
bad-debt definitions and capital-ade- 
quacy ratios, and that the government 
should pursue every penny of tax. Such 
stringency would force banks with the big- 
gest amounts of bad loans to merge. And it 
would save the government money. 8i 


Taxing stock options 


Another nail in 
the coffin 


Options can damage your wealth 


HE taxation of share options is proving 

just as contentious as accounting for 
them. Ronald LeMay and William Esrey, 
respectively president and chief executive 
of Sprint, an American long-distance tele- 
coms company, have had to resign be- 
cause a potential multi-million-dollar tax 
liability on their gains from exercising 
stock options in the company threatens to 
bankrupt them. They are not the first to 
find that the value of shares obtained by 
exercising options is less than the tax li- 
ability on them. 

Sprint's share price has fallen from a 


The taxman's after thin cats too 


Finance and economics ( 


high of $75.50 in November 1999 to 
around $12.40 today. But the gain from an 
option is taxable as soon as the shares are 
acquired. In theory, an option to buy 1,000 
Sprint shares in 1999 at $20 a share could 
have given rise to a profit of $55,500. The 
tax on that for somebody on a 40% rate 
would be $22,200. But the shares them- 
selves are now worth only $12,400. Stock 
options, unlike stocks, can thus be worth 
less than nothing. Tough? 

Cautious folk sell enough shares at the 
time they exercise their options to cover 
their future tax bill. But restrictive clauses 
sometimes prevent investors from selling 
immediately. Mr Esrey and Mr LeMay 
thought they could avoid tax on their gains 
(of over $130m apiece in 1999 and 2000) 
by using a tax shelter recommended by 
Ernst & Young, Sprint's auditor. But Mr Es- 
rey says that the Internal Revenue Service 
(rS), America's taxman, is now “auditing 
the transactions”. Tax authorities are 
increasingly able to declare null and void 
any transaction whose sole purpose is the 
avoidance of tax. If the rrs does this in the 
case of Mr Esrey, who says he has never 
sold any of his Sprint shares, the tax bill 
“could take up most, if not all, of my as- 
sets." Mr Esrey, jobless and recovering 
from cancer, is awaiting their verdict. 

This can be à problem for thin cats as 
well as fat ones. In Ireland, a new finance 
bill published last week recognises that it 
has affected many ordinary employees in 
Ireland's once-buoyant high-tech busi- 
nesses, some of them subsidiaries of 
American multinationals. The bill pro- 
poses allowing those who have exercised 
options at a price above the current market 
price of the shares to defer any tax liability 
arising from the transaction. 

Gearoid Deegan, a tax partner in Price- 
waterhouseCoopers' Dublin office and 
chairman of the Irish ProShare Associa- ? 








, tion, which lobbies for employee share 
ownership, has welcomed the proposal. It 
|. is not, however, as generous as it at first 
. seems. Should the share price rise above 
.the exercise price, the liability kicks in 
again. And should the taxpayer make any 
¿gain on any shares at all, the authorities 
can demand the tax that was deferred on 
exercising the options. 

In Britain, broad-based employee 
share-option schemes are treated more 
generously than those granted to only a 
few top individuals. Nevertheless, the tax- 
ation of stock-option gains in Britain has 
been thrown into confusion by a case 
brought before the Court of Appeal in De- 
+ cember. Mansworth v Jelley involved a for- 
mer employee of J.P. Morgan and options 
that he exercised about 12 years ago-some 
indication of how long it can take to settle 
these matters. The Inland Revenue lost its 


claim that the cost of acquisition for the 
purposes of capital-gains tax (which arises 
on the gain between the exercise of an op- 
tion and the subsequent sale of the shares) 
was the price paid to exercise the option. 
The three judges decreed that it should be 
the market value of the shares at the time 


the option was exercised. This has the ef- 


fect of sharply reducing the capital-gains 
tax arising from share options, atleastuntil 
(as many expect the relevant legislation is 
changed. 

The rules for taxing gains on stock op- 
tions are unclear everywhere. This uncer- 
tainty, added to the long-drawn-out fall in 
equity markets, has sharply reduced the 
appeal of a perk that helped to put much of 
the puff into the stockmarket bubble. Yet, 
however undesirable they may be, stock 
options deserve juster and clearer treat- 
ment from the taxman. @ 





Rothschild 


Evelyn’s dauphin 


As Lazard prepares for a sale, can 
Rothschild remain independent? 


EFORE he joined Lazard, Bruce Wasser- 

stein talked to Rothschild, another fam- 
ily-owned bank, about buying a stake and 
running its investment-banking business. 
But the family did not warm to the forceful 
American. Lazard's gain and Rothschild's 
loss? Perhaps. 

Sir Evelyn de Rothschild, chairman of 
N.M. Rothschild 8 Sons, the London end of 
the family firm, and a former chairman of 
The Economist, did not want to let an 
American merger specialist run, and possi- 
bly sell, his bank. Although it is reported 
thathe will soon name his cousin David de 
Rothschild, chairman of Rothschild & Cie 
Banque, the family's French bank, as his 
successor, Sir Evelyn says only that ^we are 
having a rearrangement" and that David 
will take on a bigger role. When David 
spends more time in London, Edouard de 
Rothschild, his younger half-brother, will 
take over more of the business in Paris. Sir 
Evelyn insists that he is not retiring. 

Sir Evelyn has fought for decades to 
keep his bank independent. In 1980 he 
even fell out (for a time) with his cousin Ja- 
cob, now Lord Rothschild, who favoured a 
merger with S.G. Warburg, another British 
merchant bank. So he is unlikely to regret 
turning Mr Wasserstein down. Since be- 
coming Lazard's chief executive in Novem- 
ber 2001, Mr Wasserstein has been dress- 
ing up the bank for an expected sale to a 
bigger house: he has been quelling infight- 
ing, stopping defections (and sometimes 
failing), poaching talent and building up 
Lazard's capital-markets business. 

Rothschild should avoid a similar up- 
heaval. Sir Evelyn sees no imminent 
change in the ownership of the family's as- 
sets (which include a stake in The Econo- 
mist). At the centre is Rothschilds Continu- 
ation Holdings (RCH), registered in 
Switzerland, which controls N.M. Roth- 
schild. RCH is controlled in turn by Roths- 
child Concordia, another Swiss company, 
of which the British branch of the family, 
headed by Sir Evelyn, owns three-quarters 
and their French cousins the rest. David de 
Rothschild will probably follow Sir Evelyn 
as chairman of RCH. He, Edouard and 
Eric-another cousin, who runs Chateau 
Lafite, the family wine business—could try 
to buy most of Sir Evelyn’s stake in Roth- 
schild Concordia. Sir Evelyn says he does 
not intend to sell any shares. Yet control of 
N.M. Rothschild would make it easier for 
David eventually to assert authority. 


David de Rothschild’s priority will be »» 
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Sir Evelyn's old-fashioned image 


> to build better links between the banks in 
London, Paris and New York. That is some- 
thing he had already begun as global head 
of the merger-advisory business in 1998, 
when he set up an investment-banking 
committee consisting of himself, Edouard 
and leading Rothschild bankers in Lon- 
don. Ultimately he might merge the French 
and British banks. 

The bank is doing well. According to 
Dealogic, a capital-markets information 


American pensions 





firm, Rothschild ranked tenth in the global 
merger-advisory league last year; helped 
by a joint venture in equity capital markets 
with ABN Amro, a Dutch bank, it moved 
from seventh to sixth in Europe and even 
came first in Britain. In America a newish 
business, repairing the finances of bank- 
rupt companies, is booming, in compe- 
tition with such bankruptcy veterans as 
Lazard and the Blackstone group. 

Rothschild has benefited from worries 
about conflicts of interest in the big invest- 
ment banks, which have brought indepen- 
dent merger advice into vogue. But will it 
be able to survive? Banking boutiques are 
not sustainable in the medium term, says 
Davide Taliente of Oliver, Wyman & Co, a 
consultancy. Their balance sheets are too 
weak. They cannot compete with the intel- 
lectual capital, infrastructure and advertis- 
ing clout of their bigger rivals. Even so, 
John Tattersall of PricewaterhouseCoop- 
ers sees a future for Rothschild as an inde- 
pendent adviser on mergers and bank- 
ruptcies. 

In a fast-changing financial industry, 
Sir Evelyn has preserved the family bank's 
old-world culture and somehow still at- 
tracted talented bankers, even though he 
paid about a third less than most competi- 
tors. Not that he is ungenerous. At Christ- 
mas, every Rothschild employee is given a 
frozen turkey: lorry-loads of kosher and 
non-kosher birds are delivered to head- 
quarters, in St Swithin's Lane in London. 
This year, not many investment bankers 
will have a bonus as valuable. m 


Discount them at your peril 


NEW YORK 


A dispute over details worth billions to companies' pension funding 


OR a measure of corporate America's 

pension-fund problems, look no fur- 
ther than the Pension Benefit Guaranty 
Corporation (PBGC). This quasi-govern- 
mental agency, which insures companies' 
defined-benefit pension plans, swung 
from a $7.7 billion surplus in 2001 to a re- 
cord $3.6 billion deficit last year as it took 
over one stricken scheme after another. “It 
is a wake-up call," says Peter Fisher, under- 
secretary of the Treasury and the Trea- 
sury's representative to the PBGC. 

Many experts think that the agency's 
burden has grown largely because compa- 
nies lack incentives to fund their pension 
schemes adequately. How much they 
should put aside depends in part on the in- 
terest rate companies use to calculate the 
present value of their future pension ob- 
ligations. One PBGC insider guesses that 


an increase of one percentage point in the 
discount rate at the end of 2001 would 
have cut pension-fund deficits by 40%. 
The rate is now in dispute. When a 
temporary increase in the rate expires in 
December, it is due to fall by roughly a per- 
centage point, to near the yield on 30-year 
Treasury bonds, now about 4.9%. Pension 
liabilities will balloon. For companies, this 
is frightening. By law, firms with large defi- 
cits—in essence, those with pension-fund 
assets consistently less than 90% of liabil- 
ities-must make up shortfalls. Falling 
stockmarkets have done plenty of damage 
on the asset side; a lower discount rate will 
push up liabilities and force more ailing 
companies to make pension provisions, or 
even to hand their funds over to the pBGc. 
The ERISA Industry Committee (ERIC), 
a lobby group, says that a higher rate, 
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based on the yield on corporate bonds 
rated double-A, should be used. This is 
about one-and-a-half percentage points 
above the Treasury-bond yield. ERIC says 
that the yield on 30-year Treasuries is “arti- 
ficially low”, because government buy- 
backs and the discontinuation of the bond 
has reduced supply. In any case, it reflects 
the government's cost of borrowing, not 
that of a private company. 

To Zvi Bodie, a finance professor at Bos- 
ton University, this argument is specious. 
It says, in effect, that companies’ greater 
credit risk (compared with the govern- 
ment's) justifies a lowering of their pen- 
sion liabilities. For one thing, he argues, 
the PBGC guarantee makes pension liabil- 
ities as free of default risk as state-insured 
bank deposits. For another, the discount 
rate is chosen to protect pensioners, the 
PBGC and ultimately taxpayers against un- 
derfunding by companies. If Congress 
wants to subsidise weak firms, says Mr Bo- 
die, it should do so directly, not by muck- 
ing about with accounting rules. 

Rather than the 30-year bond yield, Mr 
Bodie would use the Treasury yield curve 
to value pension liabilities. This curve 
shows the yield on Treasury bonds of dif- 
ferent maturities, allowing more accurate 
discounting of obligations falling due in 
different years than a single rate would. 

Although the curve is easily observ- 
able—in daily newspapers, for example— 
and easily hedged, the debate over dis- 
count rates would not end even if it were 
adopted. Like the yield on 30-year bonds 
under the law, it would probably not be 
adopted “pure” but as a reference point. 
That would create some haggle room for 
industry lobbyists. 

Nor would the government prefer the 
pure yield curve. In the short run, using it 
would merely push more schemes on to 
the PBGC's books. Officials also worry that 
using the yield curve would signal implicit 
government support, and encourage slack 
funding. In the longer term, though, it 
would put responsibility for funding com- 
pany pension schemes back where it be- 
longs: with companies first, and with the 
state only as alastresort. 8 
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Selected PBGC pension-scheme bail-outs, 2002 
Amount under- Number 





Date Company funded, $bn in plan 
Feb Reliance Insuran 0.1 8,700 
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Source: PBGC .— "PBGC not able for full amount 
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The Intergovernmental Panel on Climate Change had better check its calculations 





T THE beginning of 2001 the Intergovernmental Panel on Cli- 

“Amate Change (Prcc) released, as the main result of its mas- 
sive Third Assessment Review, a set of figures that have become 
the most-cited numbersin the field of environmental policy, and 
quite possibly the most-cited numbers in any field of public pol- 
icy. The panel, whose task was to assess the extent to which 
emissions of greenhouse gases may warm the planet over the 
coming century, reported that "globally averaged mean surface 
temperature is projected to increase by 1.4 to 5.8°C over the per- 
iod 1990 to 2100." This alarming conclusion has become the 
starting-point for popular and official discussion of global 

warming and the policies that might mitigate it. Bear in mind 
- how expensive some approaches to the problem, such as the 
_ Kyoto Protocol, might be if governments actually succeeded in 
- implementing them. Vast sums are at stake. 
=> Asarule, the iPCC is careful to attach warnings to its projec- 
tions. Journalists are impatient with that: they prefer “predic- 
tion” to “projection” (less vague) and like to talk of temperature 
- rising by “as much as 5.8" " rather than quoting the full range. 
. This is all very misleading—but the panel cannot be blamed for 
< the way its work is reported. Whatit can be blamed foris the seri- 
. ously flawed methods it has followed in making its estimates. 
- e. In recent months, two distinguished commentators~Ian Cas- 
. tles of the National Centre for Development Studies at Austra- 
- lian National University, formerly the head of Australia's 
. national office of statistics; and David Henderson of the West- 
_ minster Business School, formerly the chief economist of the 
| OECD~have put together a critique of the panel's Special Report 
on Emissions Scenarios (SRES). The report claims to “provide the 
-basis for future assessment of climate change", but Mr Castles 
. and Mr Henderson point to serious flaws in its analysis and re- 
- sults. Last year they began writing to the chairman of the panel. 

Following an invitation to a technical meeting convened by the 
ecc last month, they have offered further comments. The cri- 
ique which thus evolved is to be published next month*. 
- One key problem with the rPCC's report, sufficient by itself 
for Mr Castles and Mr Henderson to declare the document “tech- 
ically unsound”, is the way the scenario-builders have based 
heir projections of future output on national GDP estimates 













































which have been converted to a common measure using market 
exchange rates. This procedure leads them to overstate the initial 
gaps in average incomes between rich and poor countries—be- 
cause prices tend to be much lower in poor countries. Those gaps 
are in turn crucial for the 1pcc's projections, because the 
method used in the scenarios assumes not only that the rich 
countries will continue to get richer but also, in most of the 40 
scenarios considered, that the greater part of the (overstated) ini- 
tial gaps between rich and poor will be closed by the end of the 
century. 

The combination of overstated gaps and of built-in assump- 
tions about the extent of convergence in the average incomes of 
rich and poor countries yields projections of Gpp for developing 
regions which are improbably high. Even the scenarios which 
give the lowest figures for projected cumulative emissions in the 
course of the century assume that average incomes in the de- 
veloping countries as a whole will increase at a much faster rate 
than has ever been achieved in the past. 


Miracles and anomalies 

The unreality of the assumptions about economic growth in de- 
veloping countries is highlighted by disaggregated projections 
which were recently released on the sRES website. These projec- 
tions imply that, even for the lowest emission scenarios, the av- 
erage income of South Africans will have overtaken that of 
Americans by a very wide margin by the end of the century. In 
fact America's per capita income will then have been surpassed 
not only by South Africa's, but also by that of other emerging 
economic powerhouses, including Algeria, Argentina, Libya, 
Turkey and North Korea. 

The sgES summary for policymakers tells anxious govern- 
ments that the 40 scenarios "together encompass the current 
range of uncertainties of future emissions". Plainly, this is incor- 
rect. The panel's low-emissions scenarios make exceptionally 
optimistic assumptions about economic growth in the develop- 
ing world. But it is impossible to say, without running the whole 
exercise afresh, what the properly calculated range of projec- 
tions for temperature changes would be. 

Mr Castles and Mr Henderson offer a variety of other criti- 
cisms of the SRES, and of the panel's treatment of economic is- 
sues more generally. They complain, for instance, that history is 
too much neglected in the consideration of future trends. They 
also point out that developments in the first ten years of the sce- 
nario period, 1990-2000, were pretty clear by the time the sRES 
was published in 2000, and that in some respects they diverged 
substantially from the scenarios' projections; yet the report pays 
them little or no heed. Mr Castles and Mr Henderson argue that 
the circle of those involved in the climate-change exercise has 
been too restricted. For the future, the panel should draw on a 
wider range of economic and statistical interests and expertise. 
In particular, where its member governments are concerned, 
there needs to be a greater involvement of economic ministries 
and statistical agencies, alongside environment ministries. 

The full panel meets next week in Paris to review the prepara- 
tion of its Fourth Assessment Review. It should take the opportu- 
nity to consider the Castles-Henderson critique and resolve to 
do something about it. 8 
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" Their fathers: to the panel are appended to this article on www.economist.com. They 


will be published in Energy and Environment, Volume 14, No. 2, forthcoming. 
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Thess fuelish things 


NEW YORK 


The fuel cell is enchanting politicians on both sides of the Atlantic. Itis too soon, 
though, for them to dream of freedom from fossil fuels 


HERE in the world can you find hy- 

drogen? At first blush, that might 
seem a ridiculous question: hydrogen, 
after all, is the commonest element in the 
universe. The problem is that it is rarely 
found in its free state on earth. If you want 
to get your hands on some hydrogen, you 
generally have to strip it away from car- 
bon, as found in hydrocarbon fuels, or 
from oxygen, as found in water. Either 
way, energy is required to produce it. And 
that, in a nutshell, is the big drawback lurk- 
ing behind all the recent hoopla surround- 
ing the charms of hydrogen energy. 

The hoopla began at the end of last 
year, when the European Commission un- 
veiled a grand, €2.1 billion ($2 billion) “hy- 
drogen vision". Romano Prodi, the com- 
mission's president, even declared that he 
wanted to be remembered for only two 
things: the European Union's eastward ex- 
pansion, and hydrogen energy. Now, 
George Bush, America's president, has pro- 
duced his own $1.2 billion hydrogen plan 
(he even examined a hydrogen-powered 
car, and made sure he was photographed 
doing so). In speeches directed at the car in- 
dustry in Detroit and, on February 10th, at 
the oil industry in Houston, Mr Bush and 
his team have been making the claim that 
the rise of the fuel cell will consign the in- 
ternal-combustion engine to the dustbin 
of history. And if that were not enough, 
Democratic rivals in Congress-trying to 


keep up—have just unveiled their own hy- 
drogen initiative. 

Fuel cells are devices that work rather 
like batteries, converting chemical energy 
into electricity and heat. All fuel cells com- 
bine hydrogen with oxygen to produce 
power. These nifty power plants can be 
used to run anything from a mobile phone 
to an office complex. Their greatest attrac- 
tion is that they can do all this without gen- 
erating emissions any more harmful than 
water vapour. 

The catch, of course, is that it is first nec- 
essary to find a source of hydrogen. If re- 
newable energy is used to split water into 


8 Ballooning savings 





The cost of producing hydrogen 
$ per 

gigajoule 
Electricity from nuclear power 10-12 
Electricity f from coal/gas minus CO, 45-18 
Hydrogen from coa coal/gas/oil eg eae > eee 
Hydrogen from natural gas minus COs 8-10 
Hydrogen fromcoalminusCO, —— 10-13 
Hydrogen from biomass — 12-18 
Hydrogen from nuclear power 15-20 
Hydrogen from onshorewind — 15-25 
Hydrogen from offshore wind = 20-30 


Source: International Energy Agency 
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hydrogen and oxygen by electrolysis, then 
the energy produced by a fuel cell is genu- 
inely emission-free. But if energy from a 
hydrocarbon such as petrol or coal is used, 
there will still be some unwanted emis- 
sions. That applies even if the route taken 
is steam reformation, in which the hydro- 
carbon is reacted with water vapour to lib- 
erate the hydrogen in both, rather than be- 
ing used to make electricity for the 
electrolysis of water. 

The emissions from steam reformation, 
though, are less than those created when 
the same amount of hydrocarbon is 
burned in today’s combustion engines. 
This is because fuel cells produce electric- 
ity efficiently, without combustion. And, if 
techniques for capturing and “sequester- 
ing” the carbon dioxide produced by hy- 
drocarbons are perfected, it would make 
hydrogen from fossil fuels a great deal 
cleaner still. 


How the ghost of you clings 

Europe and America do not see eye to eye 
on the question of how best to generate hy- 
drogen. Europe is putting more emphasis 
on renewables; America, by contrast, is 
keen on the possibility of deriving hydro- 
gen from fossil fuels. 

At the moment, using renewables is an 
expensive way of generating hydrogen 
(see table). So why is Europe heading in 
this direction? Alessandro Ovi, one of Mr 
Prodi’s advisers, explains that Europe’s 
push for hydrogen is motivated largely by 
a desire to meet its commitments to cut 
greenhouse gases under the Kyoto treaty 
on global warming. Accordingly, the EU 
has adopted demanding targets for in- 
creasing the share of renewable energy to 
22% of the region’s electricity supply by 
2010, up from about half that today. 

Such a target for renewable energy » 
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Biofuel cells 


Power in the people 


Researchers are working on a high-voltage fuel cell that runs on bodily fluids 


T SOUNDS improbable. But the hu- 

man body could turn out to be an ideal 
location for a new type of power plant 
that uses bodily fluids to generate en- 
ergy. Such a device might be used to 
power miniature medical sensors im- 
planted under the skin. The power plant, 
a kind of fuel cell, is only a few microns 
across (a micron is a millionth of a me- 
tre). It is described in the current issue of 
Chemical Communications. 

Nicolas Mano of the University of 
Texas at Austin and his colleagues, to- 
gether with Fei Mao of TheraSense, a 
Californian company, were looking for a 
suitable power source for implantable 
sensors and the amplifier-transmitter cir- 
cuits that report those sensors' results. 
Anything powered by batteries would 
be too bulky. Existing fuel cells produce 
electrical energy by mixing chemicals 
that are supplied continuously from an 
external tank—hence they are also bulky. 
If, however, the chemicals were avail- 
able in the environment in which a fuel 
cell operated, the cell could be made 
very small. The key to the "biofuel" cell 
that the researchers have invented is that 
the power-generating chemicals are glu- 
cose and oxygen-both of which are 
found in blood and body tissues. 

The biofuel cell consists of two car- 
bon fibres, each seven microns in diame- 


> sounds pretty green, but there is a snag: 
wind and solar energy are intermittent, 
and unlike other commodities—be they 
banarias or natural gas-there is no good 
way to store electricity for later use. No 
way, that is, unless you use renewable en- 
ergy to produce hydrogen, and store this 
instead. It can then be used when the 
power grid is facing peak demand and the 
price of energy thus increases. Dr Ovi 
thinks hydrogen could transform the eco- 
nomics of renewables and play an essen- 
tial role in the Ev's clean-energy strategy. 
Mr Bush's plan pushes instead for hy- 
drogen via fossil fuels, because greenery is 
not the only attraction of fuel cells. Mr 
Bush insists that hydrogen is a good way to 
bolster his country's “energy indepen- 
dence" from Middle Eastern oil. Hydrogen 
can be made from America's plentiful sup- 
plies of coal, as well as from locally pro- 
duced biomass and renewable energy, 
says John Marburger, Mr Bush's top sci- 
ence adviser. Thus, America's reliance on 
oil from fickle foreign regimes will decline. 
That vision of energy independence 
through fossil hydrogen is also gaining 


ter, that act as electrodes. The cell is 
encased in a polymer resin, with its elec- 
trodes sticking out. Glucose is oxidised 
by a coating of enzymes on the anode 
(the positive electrode); oxygen dissolves 
at the cathode, and is reduced to water 
by another enzyme coating. 

As glucose molecules release elec- 
trons, and oxygen molecules absorb 
them, an electric current flows. This gen- 
erates 0.6 microwatts of power and al- 
most 0.8 volts when the cell is operating 
at body temperature. That might not 
sound a lot, but it is just right for running 
a silicon chip. Which means that implan- 
table sensor-transmitters and drug-de- 
livery devices only a few millimetres 
across could actually be built. 

Biofuel cells are still experimental, 
and their first practical use will probably 
be in equipment that allows biologists to 
track insects and other small animals, 
rather than in anything medical. Never- 
theless, TheraSense hopes that one day 
it might be able to use biofuel cells for 
such things as powering miniature mon- 
itors for diabetics. Implanted under a pa- 
tient's skin, such a monitor could 
discreetly alert him to dangerous varia- 
tions in his glucose levels. If biofuel cells 
do take off, the notion of being a high- 
powered individual could take on an en- 
tirely new meaning. 


popularity among the leadership in coal- 
rich but oil-starved China. 

Does that mean the American ap- 
proach is ungreen? Not necessarily. Even if 
fossil fuels were used to produce hydrogen 
without sequestration, fuel-cell-powered 
cars would still produce zero local emis- 
sions on roads. (Wags call this “drive here, 
pollute elsewhere”.) Further, hydrogen is 
likely to be produced by some green 
sources any way: in the Pacific north-west, 
hydro-electric power is dirt cheap at night, 
and on the windswept Great Plains renew- 
ables or biomass may prove more econ- 
omic than fossil fuels. 

If America pursues its hydrogen vision 
by using fossil fuels with techniques such 
as sequestration, a technology Mr Bush 
has repeatedly applauded, its hydrogen 
embrace will indeed be greener than 
green. What is more, if Big Oil also gets be- 
hind hydrogen—as it is now starting to do 
thanks to the new push from the Texan oil- 
man in the White House-the thorny ques- 
tion of where you can find hydrogen could 
one day become very simple to answer. 
Right at your corner petrol station. 8 
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The universe 


Just right 


The age and composition of the 
universe have now been established 


OW old is the universe? What is it 

made of? How did it start? People 
have asked these questions since the dawn 
of humanity, but the answers have kept 
changing. Now, they may change no lon- 
ger. An American satellite called the Wil- 
kinson Microwave Anisotropy Probe 
(WMAP) has just provided answers that 
are more precise, and more certain, than 
ever before. The universe is 13.7 billion 
years old. It is made of three substances. 
And a theory of its beginning, known as 
inflation, is correct. 

The wMAP measures small variations 
in the cosmic microwave background 
(CMB)-cool radiation created only 
380,000 years (another figure that has 
now been nailed down) after the Big Bang. 
By measuring the size of hot and cold spots 
in the CMB, itis possible to deduce how far 
away they are, and thus how old the uni- 
verse is. Hot and cold, though, are relative 
terms. The CMB is a few degrees above ab- 
solute zero. Theorists had predicted that its 
temperature would vary by a tiny amount 
(millionths of a degree) over the sky. This 
was confirmed in 1992 by a satellite called 
COBE (Cosmic Background Explorer). But, 
although cOoBE's temperature sensitivity 
was adequate, its angular resolution was 
poor, so it could not distinguish the fea- 
tures necessary to gauge the universe's age. 

WMAP has 30 times the angular resolu- 
tion of COBE, and 35 times its sensitivity to 
temperature. This allowsitto establish pre- 
cise details of the universe's composition 
that were previously known only roughly. 
A mere 4.4% of the universe, it seems, is 
made up of “ordinary” matter (ie, the stuff > 
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^ of atoms). Around another 2396 is made of 
"cold dark matter", whose nature is un- 
known. And 73% is the still more mysteri- 
ous "dark energy", which acts as a repul- 
sive force, driving the rest apart. 

Because it also measures the polarisa- 
tion of the CMB with great sensitivity (po- 
larisation shows how jumbled electro- 
magnetic waves are), WMAP has 
established that the first stars formed 
when the universe was a mere 200m years 
old. This, though, was well beyond the in- 
flationary period—an instant just after the 
Big Bang when the universe expanded su- 
per-rapidly. Inflation (which explains why 
the universe is, in a three-dimensional 
sense, flat) predicts what the statistical dis- 
tribution of hot and cold patches should 
be. The WMAp confirms that it is so. Truth, 
it seems, is just as strange as theory. 8 


Man and beast 


Animal attraction 


DRESDEN 
Humans have a paradoxical 
relationship with animals 


HE only wild wolf in the German state 

of Lower Saxony was killed last month. 
A hunter disturbed her at her deer dinner 
and panicked. Meanwhile, German police 
were out looking for an elephant. Her 
owner had been denied custody for mis- 
treating her, and they both ran away from 
the circus. 

The relationship between humans and 
animals is certainly strange. So strange that 
the Deutsches Hygiene Museum, in Dres- 
den, has thought it worthwhile to stage an 





It must be love 


exhibition on the subject. Visitors can ad- 
mire the antlers of deer shot by Joseph 
Goebbels, the Nazi propaganda minister, 
and by Erich Honecker, one of East Ger- 
many's communist leaders. They can con- 
template a Roman tool used for castrating 
horses and gape over a dog's wedding 
dress from the United States. Meanwhile, 


at a more erudite level, a meeting of psy- 


chologists, zoologists and philosophers 
held in the museum at the end of January 
took stock of human-animal relations. 

Those relations, according to the con- 
ference's participants, have never been 
good. Most species are ignored, either be- 
cause they have not been discovered or be- 
cause they are not useful. And of those that 
are noticed, most are killed: as pests, for 
sport, for food, or for knowledge. 

That need not be a problem. After all, 
people are people and animals are ani- 
mals, aren’t they? At the exhibition, a 
woodcut of “The Ladder of Life”, made in 
1740, shows who is master and who ser- 
vant. But present-day law tells a different 
story. Last year, for example, the German 
constitution was changed to include the 
right of animals to be treated decently. In 
New Zealand, the Animal Welfare Act of 
1999 confers special status on “non-hu- 
man hominids”, ie, great apes. These ani- 
mals are not to be experimented on, unless 
the research actually benefits apes and the 
benefit outweighs the discomfort or suffer- 
ing of the animals involved. 

The Great Ape Project, a group that 
campaigns for better treatment, counts this 
law as the biggest success in its attempts to 
get people to treat their nearest relatives 
with more respect. But in truth, people 
have always needed moral support to jus- 
tify killing beings that, once opened, turn 
out to look very much like themselves. As 
Walter Burkert, a Swiss classicist, told the 
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meeting, a sheep destined for sacrifice in 
ancient Greece would have water poured 
into its ear. The vigorous head shaking that 
followed was construed by the priests as 
permission to proceed with the knife. 

Scientists, too, have wrestled with such 
feelings—particularly when large-scale an- 
imal experiments started in the 18th cen- 
tury. Ursula Jauch, a philosopher at Zurich 
University, told the conference how Al- 
brecht von Haller, an early physiologist, 
was consumed by guilt about what he did 
to God's creatures while studying the “ir- 
ritability" of muscles by electricity. 

One balm for Haller's dilemma was 
Cartesianism: the idea that only human 
beings are sentient and animals are just 
cleverly created machines. This had been 
proposed a century earlier by René Des- 
cartes. But according to Dr Jauch, Descartes 
himself was not actually very Cartesian. 
He did say that animals were like ma- 
chines, but he also mused, when looking 
at people, that they might be machines, 
too. Nevertheless, a “vulgar” version of his 
mechanistic stance caught on in the 18th 
century and soothed the conscience of 
many a scientist. It ran contrary to all rea- 
sonable interpretations of Descartes’s 
writings. Dr Jauch concludes that the need 
to have such a vulgar Cartesianism must 
have been enormous. 

Even so, Cartesianism, vulgar or other- 
wise, never quite won the day. Father Bou- 
geant, a Jesuit priest of the period, wrote 
that nobody ever stroked or patted a clock 
for striking the hour, in the way that ani- 
mals are petted. And Julien Offray de la 
Mettrie, a biologist, wrote a satirical exten- 
sion of Cartesianism, claiming again that 
people were machines too. He dedicated 
his book to Haller as the quintessential 
mechanical man: what other kind of per- 
son would be able to cut open a live dog to 
satisfy his curiosity? 

Since then, as the Dresden exhibition 
shows, much work has gone into technol- 
ogy designed to replace the use of animals 
in research. But German scientists still fear 
the consequences of the animal-protec- 
tion clause in their constitution. Mean- 
while, in Lower Saxony, efforts are being 
made to try to re-establish the wolf. Again. 
And the elephant has been found safe and 
well. She has been put into a new home, in 
another circus. W 
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The Richard Casement internship 

We invite applications for the 2003 Richard Casement 
internship. This is for a would-be journalist under 25 
to spend three months of the summer on the 
newspaper, writing about science and technology. Our 
aim is more to discover writing talent in a science 
student than scientific aptitude in a budding journalist. 
Applicants should write a letter introducing 


themselves, along with an original article of about 600 
words which they think would be suitable for 
publication in the Science and technology section. They 
should be prepared to come for an interview in London 
or New York, at their own expense. Applications must 
reach us by February 24th. They should be sent by 
e-mail to casement@economist.com 
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The face of nostalgia 


Ever the storyteller, Colombia's Nobel laureate recalls his early life 


ABRIEL GARCIA MARQUEZ, now 75 

and suffering from cancer, made the 
most important decision of his life as a 
writer when he was 22—to accompany his 
mother on a journey, by steamer and rick- 
ety train, to Aracataca, a small town sur- 
rounded by swamps and banana planta- 
tions in the heart of Colombia's northern 
coastal plain. The ostensible purpose of 
the trip was to sell his grandparents' 
house, where the author was born and 
had spent most of his first eight years. 

As Mr García Márquez observes in the 
opening pages of "Vivir para contarla" 
(Living to tell i), the memoir of his life to 
early manhood, “until adolescence, the 
memory is more interested in the future 
than the past, so my memories of the town 
were not yet idealised by nostalgia.” The 
family did not sell the house, which was 
both tenanted and in disrepair. But his 
visit to Aracataca was decisive in creating 
in his imagination the idealised world that 
so many of his readers have come to love. 

Aracataca was to mutate into Ma- 
condo-the name plucked from a railside 
banana plantation—and his grandfather 
provided the model for Colonel Aureliano 
Buendia in “One Hundred Years of Soli- 
tude”, published in 1967. In its creation of a 


Vivir para contarla. By Gabriel Garcia Mar- 
quez. Knopf; 573 pages; $25. To be pub- 
lished in English by Knopfin autumn 2003 


tropical world where the absurd and im- 
probable becomes routine, its colourful ex- 
aggeration, its joyful jumbling of humour 
and tragedy, and its celebration of the ex- 
traordinary lives of ordinary people, the 
novel came to epitomise Latin American 
magical realism. It won its author a Nobel 
prize, and established him as the most suc- 
cessful, if not necessarily the greatest, of a 
gifted generation of novelists. 

That success was based on his talent as 
a storyteller, which he marries to a poetic 
style and a sharp descriptive sense. Unlike 
many writers of Spanish, he prefers short 
and simple sentences, which give his writ- 
ing a limpid intensity. His broadly leftish 
views and his friendships with the likes of 
Fidel Castro have made him the darling of 
Latin America’s chattering classes. 

This first volume of his memoirs has 
been eagerly awaited; now here, it is lord- 
ing it over the Spanish-speaking world’s 
bestseller lists, including that for the His- 
panic market in the United States. Mr Gar- 
cia Márquez's fans will not be disap- 
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pointed. Once again, he mines the rich 
seam of his memories of Colombia's Ca- 
ribbean coast from the 1920s to the 1950s 
that provide the material for his novels. 

The book is suffused with a warm- 
hearted nostalgia for that world, in which 
the main preoccupations were love, sex, 
music, death, honour and the family. It is a 
world of unrepentant machismo. His 
mother's family was "a vast sisterhood of 
single women and unzipped men with nu- 
merous street children". The writer de- 
scribes his own deflowering by an eager 
and generous prostitute when he went, 
aged 14, to the local brothel to collect a bill 
for his father, a self-taught homeopathic 
chemist. Years of carousing in brothels 
with literary boon companions followed. 

Even today, the Caribbean coast is 
markedly different from Andean Colom- 
bia, its people noisier and more outgoing. 
Back then, before it was troubled by drug 
traffickers, it was an easygoing tropical out- 
post. Bogotá, the capital, was a week or 
more away, up the Magdalena river. This 
was a journey the young García Márquez 
would make himself when he won a gov- 
ernment scholarship to a secondary 
school near Bogotá. He then spent a year 
studying law and watching at close quar- 
ters the riots of 1948, which foreshadowed 
a decade of civil violence. 

Interestingly, his memoir reveals its au- 
thor to be a man of few deep convictions, 
for whom friendship is far more important 
than politics. He jokes of “a reputation as a 
communist that I had not won for my ide- 
ology but rather for my manner of dress". 
The riots gave him a pretext for dropping 
out of university and returning to the » 





> coast. Already noticed as a budding writer, 
he scratched an impecunious living from 
journalism, which he saw as a form of lit- 
erature. That took him back to Bogotá; the 
book ends with its author, aged 28, leaving 
for Europe. 

Though the predominant tone is self- 
indulgent, Mr García Márquez does give 
glimpses of private torment. His family of- 
ten struggled in respectable poverty. We 
learn that he lived with his parents for a to- 
tal of only three years: their place was 
taken by his grandparents, books, friends 
and drinking. He reveals little of what he 
thought about this. But a picture emerges 
of a shy, determined, precocious youth, 
who would yell out in his troubled sleep. 
The eldest of 11 children, he was clearly 
both stimulated and troubled by the high 


hopes that his parents had for him. 

This memoir may not win over those 
who have resisted being persuaded that 
Mr García Márquez is a great, rather than a 
very good, writer. His style is one of much 
poetry but sometimes less meaning than 
meets the eye: in atypical sentence, he says 
of his grandfather that “I knew what he 
was thinking by the changes in his si- 
lence." And fecund though it was, magical 
realism has much to answer for: Mr García 
Márquez has rarely let historical fact get in 
the way of a good story, and Latin Ameri- 
can journalism has suffered much from 
the blurring of its boundaries with fiction. 
But most readers will not mind. They will 
simply enjoy the anecdotes and the prose 
of a master of the narrative art and of the 
Spanish language. 8 
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Hard Work: Life in Low-Pay Britain. By Polly - 
Toynbee. Bloomsbury; 242 pages; £6.99 p 


PARADISE exists in central London for | 
working mothers’ toddlers: a luxuri- 
ous, well-staffed nursery run by a private _ 
company called Kinderquest. According to - 
Polly Toynbee, the lavishness of it all takes — 
your breath away: tall, airy rooms; bright | 
carpets and good wood fittings; gleaming _ 
new toys and books, computers, slidesand _ 
climbing frames. Furthermore, tokeepone | 
child there costs the parents only £120 : 
($193) a week. : 
It sounds too good to be true but Ms : 
Toynbee, a Guardian columnist turned in 
vestigative reporter, knows about the fac 
ity at first hand. It is at the Foreign Offi 
and she was employed there as a nurse 
assistant last year when she accepted 
Christian challenge to live during Lent d 
ing menial jobs paying low wages. And. 
this book the nursery serves for her as 
particularly stark example of the larg 
widening gap between the affluent an 
the poor in 21st-century Britain. 
Ms Toynbee is in her mid-50s and a 
mits she loves life's luxuries. So her friends 
were astounded when they learnt she had 
lived for 40 days in a dank, draughty cou 
cil flat on a sink estate and earned her li 
ing taking jobs in the three secto 
traditionally stigmatised as  suitab 
mainly for women: catering, cleaning an 
caring. “If I had said I had just been up 
Amazon alone in a dugout they wou 
have been far less interested in my travel- 
ler’s tales.” 2 
As she is well aware, even on the mini 




















with peasants and slum dwellers in Africa _ 
and Latin America. In Britain, she writes, _ 
92% of households have a fridge and 9895. 
have a telephone. But, she argues, relative | 
poverty is what really matters to people | 
within a wealthy country. Families at the ~ 
bottom cannot help but compare their liv- 
ing standards with those of the relatively - 
affluent majority. Uu 

Itis a matter of self-esteem as well asin- S 
come. Ms Toynbee learnt that menial | 
workers are invisible. As a hospital porter _ 
she was simply not recognised by consul- 
tants who knew her well as a journalist 
The same thing happened in Whitehall, 
where her fears of having her cover blown 
when she perambulated the infants of 
diplomats proved baseless. Old friends 
and contacts in the ministries just saw a 
nursemaid. 

The low-paid lack status too. Young 
medical students never held a door open 















* for her when she was a hospital porter, 
even when she was in charge of a patient 
in a wheelchair. She was kept waiting for 
hours on end for job interviews. Nobody 
ever offered to reimburse her travel ex- 
penses, and some employers expected her 
to pay for her uniform. 

Yet some of the jobs she held were by 
any standards worthwhile. She worked, 
for instance, on what she unflinchingly 
calls “death row": a nursing home for old, 
feeble-minded and incontinent people. It 
was emotionally draining work, “hurrying 
from drama to drama, from one suffering 





and demanding person to another, torn 
between pity, anxiety and irritation.” For 
this she was paid £4.85 an hour for shifts 
that included evenings and weekends. 

Like others in low-paid jobs, care-work- 
ers do notin the main belong to unions. Ms 
Toynbee fantasises about them joining a 
militant one. Their power, she says, would 
immediately be revealed as immense if 
they all walked out of their nursing homes 
one fine morning. Soldiers stand in for 
striking firefighters, but who could and 
would do the essential but grossly under- 
valued jobs of care-workers? @ 
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The Dark Heart of Italy: Travels Through 
Space and Time Across Italy. By Tobias 
Jones. Faber and Faber; 266 pages; £16.99 


OBIASJONES is in love with Italy. That 

should be no surprise. His country- 
men, the British, have for centuries been 
susceptible to the charms of the bel paese. 
Unlike France or Germany, Italy does not 
challenge the British at any of the pursuits 
they are best at parliamentary democracy, 
fighting wars and writing plays. Instead, it 
excels in spheres in which the Brits invest 
little pride: cooking, painting, music and 
living life with a general sense of style. It is 
acomplementary match of masculine and 
feminine characters. All too often, though, 
itis a mismatch of understanding. 

It was, any way, for Mr Jones, when he 
went to live in Italy in 1999. This book is his 
attempt to make sense of it all, and in par- 
ticular to make sense of Italy’s strange po- 
litical condition. It is thus obliquely, 
though not exclusively, about Silvio Ber- 
lusconi, the smiling media-tycoon-cum- 
prime-minister who dominates so many 
aspects of Italian life. 

The extent of this domination is ex- 
traordinary. So is the fact that millions of 
Italians do not find it so. In which other 
western democracy could a candidate fes- 
tooned with business encumbrances and 
legal embarrassments be elected to the 
highest position in the land? And where 
else would he then be able to hold that of- 
fice without resolving his many conflicts 
of interest, and thereafter mount a cam- 
paign against the judiciary, all the while 
escaping the sort of hard questioning by 
journalists that politicians in most other 
democracies must regard as routine? 

Mr Berlusconi is a consummate sales- 
man and he knows his market well. Centu- 
ries of rule by Bourbons, Habsburgs and 
other foreigners have made the Italians 
mistrustful of the state, scornful of paying 
taxes, disdainful even of keeping the law. 
A culture of impunity prevails: non paga 
nessuno, says a small, moral minority, 
“which basically means that no one in It- 
aly is ever, ever punished for anything.” 
No matter, then, if someone cuts a few cor- 
ners. Cutting a fine figure is what counts. 

Mr Berlusconi anyway has managed to 
present himself not as another unscrupu- 
lous politician but as a hugely successful 
self-made businessman, whose optimism 
and entrepreneurial skills will lead Italy 
into a new era. The desirability of that aim 
is not in doubt. The second half of the 
country’s short life—it was unified only in 
1861—has been marked by fascism, revolv- » 
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Pubic morality 


ing-door governments, terrorism and cor- 
ruption, culminating in the removal of vir- 
tually the entire political establishment in 
the 1990s. But respectability still eludes 
Italy's politics. Instead, it has the phenom- 
enon of Mr Berlusconi. 

Mr Jones tries to account for this by tak- 
ing the reader through a series of topics 
viewed through his own personal lens. 
Like a good journalist, he conveys his won- 
derment at much that he sees, such as the 
awfulness of Italian television, whose real 
problem, he says, "isn't that it's political in 
the purest sense; it's that it's not political at 
all. The only thing on offer is bosoms, foot- 
ball and money.” He dwells on two contro- 
versial trials, one concerning a murder 
committed in 1972, the other concerning a 
bombing by far-right fanatics in 1969. He 
ponders the Italian language, which has 
no words to express such concepts as 
“hangover”, “condescension” or "self-con- 
trol". He shudders at Italy's fourth estate 
and its bureaucrats. He uses the cult of Pa- 
dre Pio to examine the conditioning of the 
national character by the Catholic church. 
He delights in the elegance and skill of Ital- 
ian footballers. And he recoils at the thou- 
sands of buildings put up in defiance of 
planning laws but never pulled down-a 
consequence, often, of the collusion be- 
tween politicians, builders and, in some 
places, the Mafia. 

In the course of this journey "through 
time and space", Mr Jones explains how 
ugliness or a lack of style is a bigger sin in 
Italian eyes than immorality; how prone 
Italians are to dietrologia, conspiracy-theo- 
rising; why they often liken their country 
to a whore (used, not loved); why their 
journalists are so verbose; why the pru- 
dent always settle their bills in cash, never 
by direct debit; and why Italian society is 
not just conformist and hierarchical, but 


also, thanks to television, culturally arid. 
Much is thus demystified, and in a most 
readable way. But one puzzle remains: 
why, in the face of so many reprehensible 
characteristics, Mr Jones remains in love— 
with the country, as well as with the girl 
who brought him there. The football must 
be really wonderful. m 
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Lonesome doves 


Adventuring and adventurers 


HELewis and Clark expedition that be- 
gan preparations in 1803 had every- 
thing: grand adventure, heroism, friend- 
ship and scholarship. It was modelled on 
Captain Cook's voyages and its sponsor, 
Thomas Jefferson, meant it to document, 


command and profit from what lay be- 


yond Missouri. Although the dream of a 
north-west passage to India ended the mo- 


IShould Be Extremely Happy in Your 
Company: A Novel of Lewis and Clark. By 
Brian Hall. Viking; 419 pages; $25.95 


Exploring Lewis and Clark: Reflections 
on Men and Wilderness. By Thomas P. 
Slaughter. Knopf; 231 pages; $24 


TwentyThousand Roads: Women, Move- 
ment, and the West. By Virginia Scharff. 
University of California Press; 239 pages; 
$49.95 and £35 (hardback); $19.95 and 
£13.95 (paperback) 
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ment Meriwether Lewis and his dog Sea- 
man crossed the continental divide, new 
dreams replaced it-America as a conti- 
nental power and dreams of the west it- 
self, of cattlemen, silvermen, railwaymen, 
and the rest. 

Two centuries on, modern writers and 
historians still have a hard time matching 
the sweep of Lewis and Clark's own jour- 
nals. This is especially true of Brian Hall, 
whose third novel is based on the expe- 
dition's main characters. His narrative jud- 
ders between primitive Indian voices and 
delicate American ones, with the French 
trapper somewhere in between. Extracts 
from the expeditionary journal are more 
intriguing than the narrative he spins 
around them. Mr Hall gains only towards 
the end when the journals peter out and 
his imagination begins to bloom. Suffering 
acute depression, Lewis shoots himself 
and dies slowly: “He picks up a leaf. His 
hand is bloody, but...Red maple. Acer ru- 
brum. He turns the leaf over. The feel of it 
in his hands. He will miss this." 

Thomas Slaughter opens his extended 
essay on Lewis and Clark with a Joseph 
Campelllike comparison of creation 
myths. Some of the Indian peoples the ex- 
pedition encountered had an Eden of their 
own. "Lone Man is born to a Mandan vir- 
gin, who conceives him by ingesting a ker- 
nel of corn." His chapters are called 
“Dreams”, “Possessions”, “Hunting Them- 
selves” and, inevitably, “Being First”. The 
chapter on the nature of possession is illu- 
minating. Who owns a horse on the prai- 
rie? Was it wrong for the Sioux to pilfer 
from the expedition? We are reminded 
that Lewis and Clark traversed a land that 
no longer exists. The oceanic prairie has 
been sectioned and buffalo have been re- 
placed by cattle and slaughter-houses; the 
coho salmon that Lewis sketched with 
such interest is nearly extinct in the rivers 
where the expedition found it in abun- 
dance. Lewis and Clark are more than ad- 
venturers, Mr Slaughter maintains. We 
keep returning to them because “they area 
better guide to our souls than our skins.” 

After so much male angstit is refreshing 
to turn to Virginia Scharff's sassy reflection 
on the movement of women through the 
west. The first and strongest of her subjects 
is Sacagawea, an Indian woman who 
proved an invaluable guide and translator 
for Lewis and Clark. Despite her posthu- 
mous fame—she appears on American cur- 
rency and in textbooks-little is certain 
about Sacagawea. Her name changed with 
the different Indian nations the expedition 
passed through: Flirt, Lost Woman, Chief, 
Grass Woman. She may have lived until 
1884 in Wyoming's Wind River Indian res- 
ervation or she may have died 60 years 
earlier and a thousand miles away. Her 
obscurity, Ms Scharff argues, has been the 
fate of most women in the west, in 
contrast to Lewis and Clark. 1 
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Manfred von Brauchitsch 


Manfred von Brauchitsch, titan of motor racing, died on February 5th, aged 97 


ONINGTON HALL is a 17th century 

house in the English Midlands. In the 
1930s its owner was persuaded that motor 
sport was a suitable interest for a gentle- 
man and arranged for a racing circuit, two 
miles long, to be built in the grounds. It 
soon became popular, with the smell of 
motor fuel blending with the scent of the 
woodlands. In 1937 there was an air of par- 
ticular excitement among the frequenters 
of Donington. The Germans were coming. 
In racing circuits throughout Europe two 
German teams, from the factories of Mer- 
cedes-Benz and Auto Union, had created 
something of a legend, and indeed a sense 
of fear, among their competitors as a result 
of their prowess. Some 50,000 people 
turned up at Donington to check the le- 
gend. The German who seemed to catch 
everyone's eye was Manfred von Brau- 
chitsch, a driver in the Mercedes team. 

He had a bearing that seemed to con- 
firm his Prussian military background. He 
drove as though he were leading his men 
into battle; pushing his car to its limits, 
seemingly intent on destroying the engine, 
smashing the gear box, ruining the tyres 
and wrecking the brakes. And what a car it 
was. The regulations at the time limited 
the weight of a grand prix car to 750kg, but 
put no limit on the size of the engine. The 
mighty engines of the German cars tended 


to lift the rear wheels at speed, especially 
on Donington's bumpy track. You could 
see the driver's elbows rise and fall as he 
sought to control the car. “We had to hold 
on to the wheel tightly to avoid being 
thrown out," Mr von Brauchitsch recalled. 
Nor did the driver have much protection if 
he lost control: a thin leather helmet, over- 
alls and no seat belt. 

The British drivers at Donington that 
day had believed that their more obedient 
cars and their familiarity with the track 
would give them an advantage over the 
Germans. But the Germans won easily, 
their slowest cars outpacing the fastest 
British ones. The spectators were not dis- 
appointed. Nostalgic fans of motor racing 
talk of 1937 being the year of the titans 
such as Mr von Brauchitsch, even if they 
were not born then. 


When a car breaks up 

What has changed in motor racing since 
the days of the titans? Perhaps two devel- 
opments are worth mentioning. The sport 
has become safer; or, rather, less danger- 
ous. In a modern racing car the driver is en- 
cased in a protective capsule designed to 
remain intact in a crash even though the 
rest of the car may disintegrate. A crash can 
still destroy a driver's nerve, but the days 
are past when it was usual for several top- 
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class drivers to be killed during a racing 
season. In Formula One racing no driver 
has been killed during the past eight years. 
Motor racing is no longer seen as a blood 
sport. Michael Schumacher, whose Ferrari 
team won 11 of the 13 races in the most re- 
cent Formula One season, is an unflam- 
boyant entertainer. The sight of the Ger- 
man’s red car consistently ahead of its 
rivals delights those who appreciate his ex- 
traordinary skills, although it may no lon- 
ger be attractive for millions of television 
watchers seeking more obvious thrills. 

The other change is that Mr von Brau- 
chitsch and many of his fellow German 
drivers were fiercely nationalistic. It is un- 
clear whether the Prussian landowner 
much cared for Hitler, who came to power 
in Germany in 1933. But he approved of 
Hitler’s decision to subsidise German mo- 
tor racing teams and dispatch them to tri- 
umph on the tracks of Europe and Britain. 
His preferred career had been the army. In 
1924 he had joined the country’s defence 
force, the “army” of 100,000 men allowed 
to Germany by the victors of the first 
world war, but he left after he was injured 
in a motor-cycle accident. (An uncle rose to 
become Germany's army chief at the start 
of the second world war.) 

Mr von Brauchitsch borrowed a sports 
car from a cousin and learnt the rudiments 
of racing on minor tracks. In 1932 he de- 
cided to try for the big time. By now he had 
his own Mercedes, and entered a race in 
Berlin against some of the country's top 
stars. He was the outsider, but it was worth 
a try. He fitted a streamlined body to his 
car to give it an extra edge. He won the race 
and was immediately offered a place in the 
Mercedes team. 

Mr von Brauchitsch won 45 grand prix 
races over six seasons. He could have won 
more had he driven his cars less ruthlessly. 
Sometimes he would be within yards of 
winning when his flogged engine gave up 
the ghost. Nor did he spare himself. Be- 
cause of his injuries he was given a desk 
job during the war, for a period as secre- 
tary to a general. He never returned to mo- 
tor racing and in 1955 he suddenly, and 
surprisingly, moved to East Germany, an- 
nouncing that he could not stand Konrad 
Adenaur's government. Nor could many 
other Germans, but the communists were 
hardly a better choice. 

However, the von Brauchitsch ances- 
tral estates were in communist hands. 
Could he have them back, please? The 
communists were delighted to welcome 
one of Germany's most famous sports- 
men and made him president of their mo- 
tor sports association. But the land ques- 
tion, he had to understand, was very 
difficult. Of course, the lands were never 
handed over. Perhaps Mr von Brauchitsch 
never really expected to win against the 
odds. But it was always worth a try. 8 
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BUSINESS OF NEW YORK IS OUR BUSINESS. 


You'll find the world in New York, and you'll find New York in our Executive Programs. High-potential 
professionals, who prove themselves daily in the business capital of the world, hone their skills in our 
programs to reach new heights. Our students are razor sharp. Our faculty are the luminaries of finance 
and management. And the knowledge exchange and once-in-a-lifetime experience create energy as 
electric as our city. Options include: Executive MBA Program, TRIUM Global Executive MBA Program, 
The Langone Program: A Part-Time MBA For Working Professionals, Corporate Degree Programs, EXECUTIVI 


Custom Non-Degree Programs and Open Enrollment Programs. PROGRAMS 


Working professionals’ first step to enter our Executive Programs: visit http://executive.stern.nyu.edu/e or call (212) 998-0789 


The Economist February 15th 2003 





. Who will lead next? 
- Senior M anagement 
at Wharton 


The CFO: Becoming a Strategic Partner 
March 30-April 4, 2003 


This program is designed for CFOs and senior 
finance executives who play a central role in 
creating value-producing strategies for their 
organizations. 


Business Building: Conceiving, Planning 

and Executing Corporate Ventures 

April 13-18, 2003 

This program requires participants to bring a 
business development plan. Faculty will provide 
feedback and offer approaches based on years 
of research in corporate ventures. 
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_ Managing Financial Risk 

in Multinational Corporations 

A Wharton INSEAD Alliance Program . 

April 27—30, 2003 

> Learn methods of assessing exposure to foreign 
exchange risks and tools to manage these risks. 
Tailor your companies' strategies to individual 
countries, and understand the implications of 
the various legal and tax structures. 


Executive Development Program 
May 4-16, 2003 


A 2-week program designed for managers 

in transition-whether moving from national to 

=. global responsibilities, to general management, 
or to a new assignment. 


To apply or learn more: 

215.898.1776 or 800. 255.3932 ext. 3610 
215.898.2064 (attn: 3610) fax 
http://execed.wharton.upenn.edu/3610.cfm 
execed@wharton.upenn.edu (subject 3610) 


Wharton 


Aresty Institute of 
Executive Education 


The Wharton School 
University of Pennsylvania 
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1 
Methane nae aan ae ker prin ret ere 


Realising your business 
ambitions requires some 
forward thinking. Some people 
take a year out and travel, 
athers decide to do an MBA. 
Now you can do both at the 
same time. 


intercultural 
insightful 
imaginative 
inquisitive 
international 
impactful 
innovative 


INSPHING 


interMBA gives you the chance to study 


leading business set 
you ll study and exf 
Herent European cultures over a 

12 month period. 
fo find out more, please e-mail 
info@intermba. net, check out our 
website at www.intermba.net 

all on +34 346 29 50 50. 


A European adventure that will change your future... 


arre mara ariare arr an rr ar RANI Parr aru ri armata iy rara rur rea aria 


€ A MBA Accredited Degree. 
€ An intensive nine-month bilingual program (French/English). 


€ The leading school in Politica! Science and Economics, 
founded in 1872. 


€ A distinguished international faculty. 
€ An urban campus in the heart of Paris. 


Next information session in our premises: 
Thursday, March 27" 2003 at 6.30 p.m. 





174, Bd Saint-Germain 75006 PARIS - FRANCE - Tél. . + 33 1 45 44 87 43 - Fax : + 33 1 45 44 88 92 


Website : http : /mba.sciences-po.fr - E-Mail : mbaGsciences-po.fr 





Maggie Magallon, M.B.A. '99 When you're exposed to groundbreaking concepts 
Director, Special Services e x : 3 | 

and intense analytical thinking, something in you 

changes. You begin to think at a different level. 

This is the environment you will experience every 
day at Chicago GSB. And this is the environment 
that has produced some 5,500 CEOs and corporate 
officers worldwide, as well as more Nobel laureates 


Charles Schwab & Company 

































than any other business school. 


You. Realized. 


When you study in our top-ranked Executive M.B.A. 
Program, you benefit from this environment while 
continuing your career. You learn from the same 
acclaimed faculty and earn the same prestigious 
degree as our full-time program, only you do it in 

a part-time format designed for experienced man- 
agers. In addition, you study with other executives 
from our programs in North America and Asia. 


To | 


re about this unique program offered at our Europe 
ampus, please join us at one of our up ming receptions 


Athens Feb 20 = 7:00-9:00 p.n 
HypoVereinsbank, Heraklitoi 


Frankfurt Feb 24 7:00-9:00 p 


Munich Feb 25 7:00-9:00 p.m 
Bayerische Hypo-und Vereinsbank AG 
Arabellastrasse 
A - ] ^ "J "m (3 a'a ^ or 

Brussels Mar 12 7:00-9:00 p. 

Lt Mér 1er FSTLIX a 
Larret r ( 

Paris* Mar 13  5:00-9.C 

Salor Hoch Q Ay i h 
, : {= SP ye 

Paris Mar 15 3 
TopExt ] il re A Oy 
angie Ave uttrer 

London* Mar 17 5:00-9:00 p.n 
convent Garden Exhibit enter 
61-65 Great Queen Street 

Denotes Executive Education F 


* a s » — " . m2 r A y -A 
erve your attendance by telephone +34 93 505 2154 


^ e + $ j c 1 T^ © / Y A rr ^ 
or online at http://gsb.uc! ICago.edu/exeti MBAeurope 


xecutive M.B.A. Program 
Europe Campus, Barcelona, Spain 
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The University of Chicago Graduate School of Business 
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The Oxford 
Advanced 
Management 
Programme 





EXECUTIVE EDUCATION 


15 June - 12 July 2003 
5 October - 1 November 2003 
A senior manager must prepare to rethink business from the 


inside as well as the outside, and lead from today to 
tomorrow. The Oxford Advanced Management Programme 
changes mindsets. 


For more information, visit www.execed.oxford.edu, or contact 


Dorothy Cooke, tel +44 (0)1865 422776, fax +44 (0)1865 422501, 
email info@execed.oxford.edu 


www.execed.oxford.edu Templeton College 








IEDE’S GLOBAL MBA“ 


TRANSPORTS YOUR BODY 
TO DIFFERENT COUNTRIES, 
SO YOUR MIND CAN SEE 
WITH NEW EYES 


Delivered at our own campuses in Madrid, 
London, Shanghai and Santiago de Chile. 


- Y re for vi re ! | r Tht Y TII] ‘ 5 tT enira 
and believe in human values irrespective of skin experience ror you self what others can only dream about. This is a tru y different Master's course 


enabling you to form your own opinions on emerging economies and different cultures. You wil 
share unique experiences with colleagues from all over the world and highly qualified Professors 
IEDE manages the Quality and care you will need tnr ough its networked v Ww oridw ide camp uses In theory a business school 


For details, please call: + 34 91 350 41 80 or visit our web hl mAh EE e LU EERO ctoa, muc more 


Rosa Jardén, 1 (28016 Madrid) 
00 hours of class contact in 16 months, spread over four worldwide si Ead ntake has a maximum of 30 students. International career services available. Starts in September 2003 E-mail: info@iede.edu 
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colour, social differences and culture as well 
as being nonconformist and demanding, 
then IEDE's GLOBAL MBA is just for you 


IEDE prepares managers whose minds are open The programme is designed for postgraduates who are fluent in English with a minimum » = 
to the world so if you have a unique vision _ of 3 years’ business experience. It takes you to 3 continents (Europe, America and Asia) so you cal v^ "d P 





Women at the top 


! | INFORMATION SESSIONS SL O AN Women run large and successful companies. Women ran small and 


medium sized successful companies and firms. If you want to explore the. 
Tokyo MASTERS : 


Monday, 17 February, 18:30-21:00 
Hotel New Otani, 4-1 Kioi-Cho Sloan Masters. It will give you more options and help you: 


Chiyoda-Ku 













latest in business and management thinking, take the 10-month full-time 

















« move from a functional to a senior strategic role 
Hong Kong e change to a new industry sector 


Tuesday, 18 February, 18:30-21:00 e acquire the knowledge and skills to start and run a business 
Mandarin Oriental 







5 Connaught Road, Central If you are planning the next stage of your career and are a successful manager, professional o 
entrepreneur, remember to apply for one of our substantial part scholarships offered to women with | 
Singapore | outstanding leadership potential. x 
Thursday, 20 February, 18:30-21:00 | - | BRINGS 
Fuller Ful g For more information contact: 3 
The Fullerton Hotel, 1 Fullerton Square ey Reynolds | Lon d on 
EEAS Regent's Park f 
London NWI 45A, UK R | 
| London* | Tel +44 (0)20 7706 6952 us NESS 
| Monday 3 March, 18:30-21:00 | London Business Schoo! exists to MG AE. Schoo 
London Business School | apn wnat dua ie MG sloaninfoQlondon.edu | 
“Sloan Programme only | €C14/02/03 www.london.edu 









Bocconi University 
School of Management 






The Master in Corporate F inance is a 
unique opportunity, This. top-level Pro- 
gramme offers you exactly what you need 
in order to give high-profile solutions 
to the toughest challenges in the 
world of Finance. if you really want to 
succeed in fine-tuning. your professional. 
abilities and in developing an accurate 
comprehension of the principles that lie 
behind sound financial decisions, this 
is a Master you just can't do without, x 
Are you ready to jump? — 
Deadline for Applications is June 30th, 2003. : 5 


www.'sdabocconi.it/mcf 


MOF - SDA BOCCONI - Via Bocconi, 8 - 20138 Milano - italy z 
Tel 4-39-025836 £8 13/6872 - Fax «30-025836 6821 Evi moliisdeboacoori 7 
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Eo The World in Your Class 
RSM MBA 


Ranked 4t" in Europe (Business Week), the Rotterdam School of Management (RSM) is the Graduate 
School of Business at Erasmus University. The key characteristics of the 15-month full-time MBA & 
MBA/MBI Program include a highly international and diverse student body (more than 50 nationalities 
represented), faculty which combines academic excellence with practical orientation, an impressive 
exchange program, and an in-company summer internship. 
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The RSM portfolio of programs also includes the part-time weekend Executive MBA, modular global Executive OneMBA, 


Masters in Financial Management, Masters in HR and an extensive array of open and customized Executive Education programs. 


CONTACT US 

Burg. Oudlaan 50, 3062 PA Rotterdam 

The Netherlands R M<: of 
Phone: +31-10-408-2222 = x “ 


Fax: *31-10-452-9509 y. rsm.ntimbainto Rotterdam School of Management 
E-mail: mbainfo@rsm.nl Erasmus Graduate School of Business 


ROTTERDAM SCHOOL 





Tax Policy, Fiscal Analysis 
and Revenue Forecasting 
June 23 - July 11, 2003 


Fiscal Decentralization and The Andrew Young 


Local Governance ; 
July 14 - August 1, 2003 School of Policy Studies 


Public Budgeting and The Fiscal Policy Summer Training Courses at the Andrew Young School are 

Fiscal Management designed for policy makers, government officials and donor agency officials in 

August 4 - 15, 2003 developing and transition economies. The training will take place on the 
campus of Georgia State University in Atlanta, Georgia. Courses will be led by 
a panel of distinguished faculty and experts with worldwide experience, 
including Dr. Roy Bahl, Dr. Jorge Martinez-Vazquez and Dr. James Alm. 


For further information and applications, please visit our web site at http:// 
isp-aysps.gsu.edu or contact Mr. Paul Benson by email (paulbenson 
@gsu.edu), phone (1-404-651-1144) or fax (1-404-651-3996). 
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Bocconi University 


School of Management 


Healthcare 


MIHMEP - Master of International Health Care Management, Economics and Policy 


Lew Hart met? Malle 


The “Master of International Health Care Management, Economics and Policy” is a full time one year post-graduate course 
taught entirely in English. This programme is truly international in scope with both curriculum and content designed by a 
multi country project team. The participating students originate from all over the world and will learn together how to manage 


health care from one of the world’s leading schools of management. Make 


Bocconi School of Management your choice in advancing your health care career www. sdabocconi .it/ mihmep 


Piram dates: 


May 4, 2003 
ae 7, 2003 
November 16, 2003 


Partners in Executive Education 
with MIT Sloan School of Management 
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Real World. Real Learning’ 


BREAKTHROUGH PROGRAM FOR SENIOR EXECUTIVES 


The climb gets harder close to the top. Are you ready? Have you identified the breakthrough 
you will need to get there? IMD can help you do it. We'll challenge you, provoke you, force 
you to take a fresh look at how to leverage your talent and experience. 


* Benchmark yourself with other top executives in one of the world's most global programs 
* Work with a Faculty dedicated to personalized strategic leadership and 
* Learn through IMD's interactive Real World, Real Learning focus 


We ll help you draw up a personal agenda and action plan. Breakthrough Program for 
Senior Executives will ensure that this critical phase of your career is also the most fulfilling. 


Sign up now for the session starting May 4, 2003. Visit our website today for a full 
course description: www.imd.ch/bpse 


For more information about all IMD degree and Executive Education programs visit us 
at www.imd.ch 


IMD is ranked No.1 in Europe in Executive Education overall, 
and No. 2 worldwide in Custom Programs 


Financial Times Global Survey 2007 


IMD - International Institute for Management Development 
Chemin de Bellerive 23, PO Box 915, CH-1001 Lausanne. Switzerland 
Tel: +41 216180342 Fax: +41 216180715 E-mail: info@imd.ch 





Graduate Programmes in Economics: 
MEc and PhD 


Bocconi University invites applications to its Graduate 
Programmes in Economics. 


Our one-year Master in Economics (MEc) is 

designed to provide students wira rigorous training in the 
main areas of the. discipline, to allow them to undertake 
successful careers as economists in business, financial 
institutions, government and international organisations. 


it may continue with a three-year Ph.D. in Economics, 
which offers advanced topics courses and seminars and 
dba students in individual research. The feds of research 
nclude international, monetary, industrial, public and labor 
Ere applied econometrics, theory. 


iba: 


Of particular interest to our participants are the activities of 
the Innocenzo Gasparini Institute for Economic Research 
IGER), co-founded in 1990. by Bocconi University, NBER 
and CEPR, The IGIER hosts prominent Italian and foreign 
scholars, and offers a unique environment for intellectual 
exchange and joint research. 


B ; ^ t 


Both programmes are entirely taught in English. 
We offer inancial support based on merit. 
' For more information about admissions and scholarships, visit our internet 


"gites at www.uni-bocconi.it/mec, www.uni-bocconiiUphd ec. 
or write to mecĝuni-hocconiit, pha. ecQunkbocconiit. 


Università Commerciale m Bocconi WWW. ow .uni-bocconiit 


| You have the potential 


Earn your MBA while you work. 


| . Just 14 months at one of the world's leading 
— business schools will put you on a sure track 


to leadership excellence. 


To learn more about this life-changing 
experience, join us at one of the 
forthcoming information session. 


Mail us to register or request further 
information: executive. mba@insead.edu 










ee INSEAD E Executive MBA 


' B A ESCP-EAP 


An exceptional MULTICULTURAL experience 
in the HEART of EUROPE 


» international Full-time MBA 
12 month English-language program in Paris 
World-wide recruitment 


» European Executive MBA 
18 month English-language program in Paris 
& on other ESCP-EAP campuses in Europe 
Monthly modules / Pan-European recruitment 


An ESCP-EAP MBA leads to senior positions world-wide. Join the network 
of 22,000 ESCP-EAP graduates in 65 countries. 


Come meet us on the World MBA Tour 2003 
11 March Frankfurt e 13 March Paris © 17 March London * 19 March Rome 


With lazult and campuses in Paris, Codord, Madrid amd Borlin, CSCP-EAP develops buses fides 
" 
and advances farinelional feaming and reseau mt management 


escp-eap.net 


Next Session - January 2004 


Contact MBA Admissions 
«33 1 49 23 27 91 
mbagescp-eap.net 


~ ^ gus © 


ba Lear everywhere. Manage anywhere. 


irai d 


fazaopean School of Munagsmant 


www.insead.edu/EMBA 





Europe 


Geneva February 25, Mandarin Oriental Hotel du Rhône 
Copenhagen © February 27, Radisson SAS Royal Hotel 
Fontainebleau February 28, INSEAD Europe Campus 


Munich March 4, Arabella Sheraton Grand Hotel 

Moscow March 6, World MBA Tour - Radisson Slavjanskaya 
Frankfurt March 11, World MBA Tour - Hilton Frankfurt 
Paris March 13, World MBA Tour - Salons Hoche 
London March 17, World MBA Tour - New Connaught Rooms 
Fontainebleau March 28, INSEAD Europe Campus - 

Milan Aprit.1, Milan Marriott Hotel 

Asia 

Singapore February 28, INSEAD Asia Campus 

Bangkok . March 4, Hotel Shangri-la 

Jakarta March 6, Grand Hyatt 


Kuala Lumpur March 11, Mandarin Oriental 
Hong Kong March 19, Park Lane 


Beijing March 26, Swisshotel 
Shanghai March 28, Ritz-Cariton {Puxi} 
Singapore March 28, INSEAD Asia Campus 
Taipei March 31, Westin Taipei 
Manila April. 2, Hotel Shangri-ta 

New Delhi April 8, Hyatt Regency 
Mumbai April 9, Hyatt Regency 

Tokyo: April 15, Ana Hotel Tokyo 


Seoul " April 16, Hyatt Regency - 





17, Poe dcos 





April 1 
| d 





|o PRD. in most fields. 
























[Totally Flexible] 
MBA/DBA/PHD 


AMS degrees by Distance Learning, You design your 
curcuium. You will not study manai you siready 
know or do nat need. No exams, you leam through 
research & writing. Mo Bachelors or GMAT required 
Faculty are successful business leaders/authors 
Faculty wanted. Rushmore University, 1-815-425- 
8577, into9prushmore.edu www.rushmore. edu. 


E | EARNED MY 
| DEGREE IN JUST 
ONE YEAR... AT 
HOME.” 


























P Adults only-Bachelor, Master, 







^25 Credit for work experience. 
Internet library. 

American Instructors will 

guide your studies. 

> Students in 112 countries, 


EARN YOUR BACHELOR'S, 
MASTER'S OR DOCTORATE DEGREE 
CREDIT FOR WORK EXPERIENCE, 
NO CLASSROOM ATTENDANCE, 
SENDIFAX YOUR. RESUME FOR 
A FREE EVALUATION. 
University of Northern Washington 
1426 Fifth Ave, Suite 2200 

























For a no cost catalog: 
P.O. Box 61707, 
















King Of Prussia, Seattle, WA 98101, USA 
PA. 19406 USA Tet: (206) 903-6688. Fay: Hy 903-6655 
- Fax: 610 205 0960 E-mait: registrar S griw.edu 





Web: littpwwwtw.edu 






e-mail: admissions washint.edu 





ENEVERSITY OF NORTHERN WASHINGTON 












John Deutsch International 
Executive Programs 


Queen’s University, Canada 


Investment Appraisal and Risk Analysis 
June 30 - August 1, 2003 
Dr. Glenn P. Jenkins, Program Director 
Financial Modelling, Risk Analysis and Management, Contracting, 
Project Financing, Economic and Stakeholder Analysis 


. John Deutsch International Executive Programs 
^... Queen's University, Kingston, Ontario, Canada K7L 3N6 
—  ' Tek (1) 613 533 6556 Fax: (1) 613 533 6818 
Email: director& queensjdiexec.org 
www.queensjdiexec.org 
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| Royal Holloway 


University of London 






Poster 


_. Royal Holloway is one of the larger Colleges which together make up 

_ the University of London. It occupies an attractive semi-rural campus 
| a few miles west of the city. The Department of Economics offers the 
: following postgraduate degrees: 











: MSc Economics 
. MSc Financial & Industrial Economics 
| MSc Political Economy 
MPhil (Research) 
PhD 


Masters students benefit from comparatively small class sizes, and 
the personal attention of faculty, At the most recent audit (December 
2001) teaching quality in the Department was rated ‘Excellent’ 
(22/24) by the QAAHE. Entry is competitive and students come 
from many countries. Research students benefit from the 
research-intensive environment and the excellent facilities provided 
by Royal Holloway, and by the wider University. Limited financial 
Mb Support is available on a competitive basis. These normally take the 
@ form of a College Scholarship paying fees at the Home/EU rate. 
. Research students can hold these in conjunction with a Teaching 
Fellowship contributing £5,000-£8,000 towards maintenance. 














--. We positively welcome applications from all sections of the community. 
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To apply or for further information please contact us via one of the 














JI WAISENINIGENM UNIVERSITY: 





















vrije Universiteit — amsterdam _ Institute ef Social Shad 


Three distinguished academic institutions in The Netherlands jointly offer an 
MSc. in Development Economics 
Next start September 2003 | 
This one-year programme provides solid training in economics, with 
a special focus on micro-macro linkages and policy-making foro 
development. E 
Teaching of advanced academic knowledge is combined with training - 
in empirical research skills to tackle the complex issues facinga = 
developing world. | 
Experienced staff provide specialization courses based on current 
research. Hands-on computer assignments, seminars and research 
papers equip students with the knowledge and skills to become 2 
accomplished analysts. "E | EDS 
The programme aims at students with a good Bachelor s degree in 
Economics or related discipline, who seek a career in international — 
companies and organisations, governments or NGOs, or want to 
proceed to do a PhD. Un 











Programme Administrator, MSc. Development Economics, - 














Institute of Social Studies, Tel: 
PO. Box 29776 Fax 
The Netherlands X XA XE! 





EES CIE 
The University of Kiel's Doctoral Program in Quantitative Economic: 
offers high-level postgraduate education at one of the top economics 
departments in Germany. It prepares participants for leading = 
positions in government and business, and for academic careers. > 
esse or] VE 
Participants take courses in the core areas of economics and pursue 
independent research under the guidance of renowned senior: cs 
scholars. The program is designed to be completed in 3 years of ful 
time study and research. » 
s] um 
The program language is English. There are no tuition fees. A limited 
number of scholarships is available. Admission requirements 

include a degree in economics or a related discipline, and fluency iri 
English. 


The application deadline is April 30, 2003 for the program starting in a : 
October 2003. MS 
For further information on how to apply please contact: 
Christian-Albrechts-Universitàt zu Kiel 

Ph.D. Program in Quantitative Economics 

D-24098 Kiel 

Germany 

Tel: +49-431 -880-3464 or -3370 

Fax: +49-431-880-344] 

E-Mail: phdvwi&uni-kiel.de 

Homepage: www.economics.uni-kiel.de/phd 
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** WORK IN USA ** 


$5,000 Employment VISAS Available! 
GT PRORESBIONALE, ORANGE NA ARRITE s 
AAM TART Sa PrHYSIGIANS, LEARRA, Tia, | 








appropriate advice before sending money, 
incurring any expense or entering inte a binding 
commitment in relation to an advertisement. 
The Economist Newspaper Limited shall not be 
liable to any person for loss or damage 
incurred or suffered as a result of his / her 
accepting or offering to accept an invitation 
contained in any advertisement published in 





TOP Positions, Salaries & Banefits 
isit us Online for Job Opportunities! 
Affliates (Recruiters) Needed! 




















www. GreenCardSpeciatists.cam 


JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K-*. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: Email: 
USA/Canada +1 202 4781698 cpamerica@ecare erpath co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia(gbkk.loxinfo.co.th 





Courses 


=e ONLINE 
sEXECUTIVE 
MBA 
ROBERT KENNEDY 
COLLEGE 
SWISS QUALITY EDUCATION 


Robert Kennedy ( 


The Brunel University Department of Economics and 
Finance bas the experience and the courses for you 


NEW to our MSc portfolio in 
September 2003 


2 Year MSc in Finance with Specialist Options: 
@ MSc Finance (Financial Risk Management) 


€ MSc Finance (Asset Management) 


€ MSc Finance (Corporate Finance and 
Accounting) 
Incorporating 10-month Work Placement 


Brunel University, Uxbridge, Middlesex, UBB 3PH UK 
Direct enquiries to Jo Blume, Postgraduate Administrator 
Tel (44) (01895 203182 
Email ec-og-enq@brunel.ac.uk 


BRUNEL 


UNIVERSITY 
WEST LONDON 


.. Details also available at our website 
13 www.brunel.ac.uk/depts/ecf/ 








Readers are Recommended |. 


to make appropriate enquiries and take (ds 























European Agency for Reconstruction 


The EUROPEAN AGENCY FOR RECONSTRUCTION, with us Headquarters m 
Thessaloniki and Operational Cenires in Belgrade. Pristina, Podgorica and Skopje is responsible 
for the management of the main EU assistance programmes im the Federal Republic of 
Mugostavis Nu Beca or Pide Kosovo, the Republic of Montenegro) and the Former 


We are looking for a new y staff member (Temporary Agent) to whom we offer an 18- month contract 
(with the possibility of renewal und a competitive salary package. 


Programme Manager: Public Administration & Legal Reform / Home Affairs 
Grade A7/A6 ~ Ref No: PRI 029/TA 


The programme manager will be based in Pristina, Kosovo, working in the broad area of good 
governance, encompassing programmes that support the reform and development of European 
compatible public administration and justice & home affairs systems, 


Job Profile: The programme manager will provide professional advice in the areas of public 
administration and legal reform. She will be responsible for all the main phases of project design 
and implementation in this broad field of good governance, which is à critical component of the 
substantial EC assistance. package for Kosovo, S/he will work in particularly close collaboration 
with the programme manager responsible for the area of public administration, 


Mene asks: 
Assessing needs and designing programmes and projects 

* Blaboration of strategy papers, reports and drafting of financing proposals 

+ Drawing up terms of reference for preparatory studies, tenders and contracts 

* Supervising and monitoring project implementation 

* Maintaining a dialogue with public authorities, independent institutions, beneficiaries and 
other donors active in the fields concerned 

. Contributing to an Agency cross-centre thematic network that seeks to review and optimise 
programme approaches in the fields concerned 

» Representing the Agency at meetings, including sectoral donor co-ordination 


Candidates must have: 

* The citizenship of one of the Member States of the European Union 

* University degree, preferably in the area of public administration, law, international relations 
or political studies. Specialisation or experience in European law and/or public international 
law would be an asset 

* Minimum of 7 years relevant work experience, on reform of public administration and justice 
& hore affairs 

* Experience of working in the Balkans, Central and Eastern Europe. ardor post-conilict oc 
transition situations, while not essential, would be a distinct advantage 

* Experience and knowledge of general contracting rules and procedures (knowledge of EC rules 
and procedures would be an advantage) 

* Experience of working with international assistance organisations 

* Excellent team working capabilities 

* Plueney in written and enue English, lane Ad excellent drafting and ia uu writing abilities. 


— pcre Tur dde emet 
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Programme Manager: Thermal Power Plants 
Grade A7/A4 — Ref No: BEL 023/TA 


The programme manager will be based in Belgrade, working within the Agency ‘s Operations Division. 


. Job Profile: Within the Energy sector, the programme manager will be responsible for the design 


and the implementation of programmes in thermal power phint re habilitanon. S/he will be 
responsible for all the main phases of project design and implementation in this field, but will also 
be required to work as part of a wider multidisciplinary team. 


Specific tasks: 

* Assessing needs and designing programmes in the area of Energy and in particular, 
rehabilitation, modernisation and restructuring of thermal power plants 

* Elaboration of strategy papers, reports and drafting of financing proposals 

+ Drawing up terms of reference and technical specifications for feasibility studies, tenders 
and contracts 

* Participating in evaluation committees and negotiations with contractors 

* Monitoring and supervising project implementaron 

* Appraisal of contractors’ reports, approval of payments and preparation of contract 
amendments 

* Maintaining a close dialogue with the public authorities, independent institutions, beneficiaries 
and other donors active.in this field 

+ Representing the Agency at meetings, including donor co-ordination in the sector 


Candidates must have: 

* ‘The citizenship of one of the Member States of the European Union 

. University degree in electrical or mechanical engineering 

* Minimum of 10 years of professional experience, which includes experience in an electricity 
utility, power engineering company or similar organisation, with particular reference to thermal 
power plants 

* Proven track record in project management 

* Experience and knowledge of procurement and general contracting rules and procedures (very 
good knowledge of FIDIC is a must and knowledge of EC rules and procedures would be an 

advantage) 

* Experience of working in the Balkans and/or post-conflict or transition situations, while not 
essential, would be an advantage 

+ Fluency in written and spoken English, including good drafting and report writing abilities. 

















^ How to apply: Applications should be submitted by e-mail oniy to admnG'ear.eu.int, with a letter 
| of interest indicating the job reference number and a detailed CV in English using the 'Europcan 
| Curriculum Vitae Format, available on our website httpi/Awww.earewu invjobsjobs. htm 

| The Agency is an equal opportunity employer, and encourages applications from women. 


Applicants will be short-listed on the basis of their CVs, and short-listed candidates will be invited 


. for an interview, Candidates who have not been contacted by 31st May 2003 should consider that 
C thers will be no follow-up to their application. 


' Deadline for the submission at ino 2nd March 2003 
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jake the most of your Capital 





The London Development Agency is responsible for implementing the 
Mayor of London's Economic Development Strategy. It is working with 
partners to develop dynamic, innovative ideas and solutions to ensure that 
London continues to be one of the world's most successful cities. It is also 
working to ensure that this economic growth benefits all Londoners. 


Applied Economists £33,595 - £45,483 p.a. 


We are seeking two applied economists to work on economic issues related 
to the London regional economic development agenda. Working within the 
Strategy, Policy and Intelligence team, and collaborating with colleagues 
within the Greater London Authority and across London, you will play an 
important role in identifying and analysing key regional data 
sources, producing and presenting statistical 
reports on a variety of topical economic 
development issues, and in providing 
technical input to policy development, 
research, monitoring and evaluation. 





LOND 


DEVELOPMENT 
AGENCY 





























=> Trade and Investment 

=» Regional Integration 

=> Economic and Social Policy Development 

=> Private Sector Promotion, including Capital Market Development 
z> Gender Analysis and Advancement of Women 


. The deadlines for applications vary with cach position. 
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UNITED NATIONS 
Economic Commission for Africa 


The Economic Commission for Africa (ECA), the regional arm of the United Nations in Africa, is an influential, vibrant and dynamic organization with a mission: 
jer ot the economic and social development challenges of its 53 member States in the region. 


ECA now seeks to recruit a number of qualified economists with a range of experience - senior level at P-5 through entry level at P-2. 
itions may be open at any of the various ECA duty stations including Addis Ababa (headquarters), Kigali, Lusaka, Niamey, Tangier, and Yaounde 


An ECA economist will be responsible for policy and programme analyses, recommendations and advocacy based on data gathering and synthesizing as we 
laboration with experts in the development community -- governments, other UN agencies, academia and research organizations, the private sector, multilaterals 
ier countries, civil society as well as financial and economic organizations. ECA economists may apply their skills in different areas of ECA focus incladin 


<= Sustainable Development in the Nexus areas of Agriculture, the Environment and Population 


ECA will look for bottom-line core competencies for all its economists including research skills; econometric skills; facility with spreadsheet, statistics and database 
applications; number-crunching abilities; and very importantly, a talent for clear and effective writing and oral communication. The right people for the jobs will bé 
those who have the ability to work in teams, who enjoy a multicultural workplace, and who share a commitment to African development. We will require theos 
owledge acquired through an advanced university degree, preferably a Doctorate, as well as the demonstrated ability to apply principles and concepts of econot 
/& require at least three years of relevant experience for junior positions and a minimum of 10 years for senior posons: ECA economists must have proficiency ii 
spoken and written English or French, preferably with a working knowledge of the other. 


1f you are interested in reviewing our latest Vacancy Announcements as well as finding out more about the Commission, we can be reached on our Internet websi 


^uneca.org. In order to apply, you will need to go to the UN Internet recruiting website at: jobs.un.org, identify the appropriate ECA positions, and app 


Our requirements are high, but the needs of the continent are great. We want women and men of the highest calibre to join us 
in meeting the development challenges facing Africa. 


You will have a degree and post-graduate qualification in economics or a 
related discipline with a minimum of 5 years’ experience within the field in a 
policy environment. You'll have a good understanding of the London 
economy and of economic development issues more generally. You will also ^ 
be a good communicator and report writer, and have strong qualitative dnd: E 
quantitative research and analytical skills. e 









For an application pack please contact Melanie Ariken Ward, Bartlett Scott 
Edgar Response, 65-67 Wilson Street, London ECZA 211; Telephone ae 
020 7382 7508 Minicom 020 7562 5786; E-mail Ida&bartlett co.uk 
quoting reference SDI35. 


Closing date: Monday, 3 March 2003. 










LDA is an equal opportunities employer and actively encourages applications. = 
from ail sectors of the community. Disabled applicants who meet all the 
essential criteria will be invited to interview. 




















“School of Management _ 


Professor of 


International 


Banking 


~ Southampton is one of the UK's top research Universities. The University is 
seeking to develop strategically its School of Management. The School is 
seeking an internationally distinguished Professor to lead its work in 
international banking. 


You will have an international reputation in international banking. You will 
lead research and teaching in the area. You will be supported by an active 
group of colleagues in Banking and Finance, determined to build upon your 
existing research reputations. 


informal enquiries should be made to Professor Roderick Martin, 
Director of the School of Management tel: +44 (0)23 8059 7672, 
e-mail: rm3@socsci.soton.ac.uk 


Further details may be obtained from the Human Resources 

Department, University of Southampton, Highfield, Southampton 

SO17 IBJ. Tek +44 (0)23 8059 2750, e-mail: recruit@soton.ac.uk or 

minicom +44 (0)23 8059 5595.A full curriculum vitae (one copy 

from overseas applicants, 10 from UK applicants) together with an 

applicant information sheet should be returned no later than 

14 March 2003. Please quote reference number 02P0473. 

Working for Equal Opportunities B University 
| of Southampton 


University of Southampton - 
at the cutting edge of innovation 


BRITISH INSTITUTE OF INTERNATIONAL AND COMPARATIVE LAW 


The British Institute of International and Comparative Law pursues a 
mission established in 1895 to understand and influence the 
development of law on a global rather than merely national basis, It 
promotes the international rule of law and human rights by activities in 
the fields of comparative law, international law and the conflicts of laws, 
and in European and Commonwealth law. Lord Goff is the President of 
the Institute, Lord Bingham its Chairman, and Dr Mads Andenas its 
Director. Applications are invited for two senior posts. 


Project Manager, Comparative Law Research Project on the 
Application of the Death Penalty in Commonwealth Africa, Funded 
by the Furopean Commission 

The Institute has received funding from the European Commission ^ 
(Europe Aid) for a project. manager. The project has two aspects: 
conducting comparative law research and providing legal skills training 
in cooperation with barristers trom the Bar Human Rights Committee. 
Salary from £30,000 p/a. 


Forum Director, Competition Law Forum 

The Institute has launched a Competition Law Forum to provide 
research and analysis on competition law and policy at national, 
European and global levels. The Forum Director will lead the research 
programme and activities of the Forum. Salary up to £45,000 p/a. 

Requests for fürther particulars and applications for both posts to: The 
Director, The British Institute. of International and Comparative Law, 
Charles Clore House, 17 Russell Square, London WC1B 5]P, or via 


email: info@biicl.org. The closing date is.7 March. 


UNITED NATIONS 
Economic Commission for Africa 


ie Economic Commission for Africa (ECA), the regional arm of the United Nations in Aftica, is an influential, vibrant and dynamic organization with a mission to meet 
aconomic and social development challenges of its 53 member States in the region. 


EC! now seeks to recruit a number of qualified Development Management Officers with a range of experience - intermediate level at P-4 and entry ! 
d rd at P-3. Positions are open at the ECA headquarters in Addis Ababa, Ethiopia. 




















rent areas of ECA focus including: 


‘=p Governance 

<> Public Sector Policy and Management 

=> Participatory Development 

<> Decentralization 

4 Civil Service and Judicial Reform 

š Institutional Frameworks for Accountability 


^m 
ines for applications vary with each position. 











n.ECA Development Management Officer will be responsible for policy and programme analyses, recommendations and advocacy based on data gathering;and 
thesizing as well as collaboration with experts in the development community -- governments, other UN agencies, academia and research organizations, the pi 
nultilaterals, partner countries, civil society as well as financial and economic organizations. ECA Development Management Officers may apply their sk 


will look for bottom-line core competencies for all its Development Management Officers including research skills; facility with spreadsheet, statistics and database 
ations; number-crunching abilities; and very importantly, a talent for clear and effective writing and oral communication, The right people for the jobs will be the 
the ability to work in teams, who enjoy a multicultural workplace, and who share a commitment to African development. We will require theoretical kno 
a hrough an advanced university degree, preferably a Doctorate, as well as the demonstrated ability to apply principles and concepts of development manageme 
oth text of economic development. We require at least three years of relevant experience for junior positions and a minimum of five years for intermediate positiót 

‘ECA Development Management Officers must have proficiency in spoken and written English or French, preferably with a working knowledge of the other. | 


are interested in reviewing our latest Vacancy Announcements as well as finding out more. about the Commission, we can be reached on our Internet web: 
org. In order to. apply, you will need to go to the UN Internet recruiting website at jobs.un.org, identify the appropriate ECA positions, and apply as di 


Our requirements are high, but the needs of the continent are great. We want women and men of the highest calibre to join us 
y in meeting the development challenges facing Africa. THE 


















ivedege 


| "The Economist February 15th 2003 













| DEPARTMENT OF HISTORY 
Chair in British History 
(1750-1850) 


~The Department, which is one of the largest within the UK system, is 
graded Excellent and 5A in terms of national assessment. It has over 30 
full-time academic staff and some 700 undergraduate and graduate 
students, and is a lead participant in the interdisciplinary Centre for 
Eighteenth Century Studies, Its academic success has led to considerable 
growth since 1996 with over a dozen new appointments. You will play a 
critical role in building on that success within modern history generally 
and in British history in particular. 

Salary will be within the Professorial range, current minimum £40,851 p.a. 
informal enquiries to Dr Allen Warren, tel: 01904 432984, 
email: ajw9&vork.ac.uk 


For further particulars and details of how to apply, please write to the 
Personnel & Staff Development Office, University of York, Heslington, York 
YOU 5DD, or email: jobs@york.ac.uk quoting reference number AAO302, or 
see: http//www york ac uk/admin/persnl/jobs/ Closing date: 7 March 2003. 
Interviews will be held in York on 2 April 2003. 

The University of York is V fo diversity and has policies and 
developmental programmes in place to promote equality of opportunity. It 
particularly welcomes AA OnE fre ethnic minority candidates, 


www.york.ac.uk 


uth is one of the UK's leading institutions conducting 

ry research on marine and coastal environmental policy 

worldwide. The Marine and Coastal Policy Research Group aims to provide a 

sound scientific, social, legal and economic basis for improved policy for the 

management, sustainable use and protection of the marine and coastal 

environment, It draws upon the expertise of experienced researchers from 

the faculties of Science, Social Science and Education. It is now expanding its 

core team through the appointment of a resources/environmental economist, 
to be based within the Institute of Marine Studies, Faculty of Science. 


With a PhD and proven track record of quality research publications, you 
must be a driving force in the development of innovative research, You 
should demonstrate capability for a multi-disciplinary approach involving 
teamwork. You will be given considerable scope for conducting research and 
for career advancement. Teaching requirements will focus on postgraduate 
training closely linked to the research area. 


Further information on the research area is available at 
wwwims.plym.ac. uk/marine-policy 


Closing date: 12 Noon Friday 14 March 2003. 


Ref: 5140/SCI 


Please request an application pack, quoting Ref & 
Job Title, via: 
www.plymouth.ac.uk/vacancies 
Email: jobs@plymouth.ac.uk P 
Tel: 01752 232168 (24 hour answerphone) it 
¢ T 
Promoting equal opportunities " Mo? 
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Education... Global Specialists 


CONSULTANTS 


WANT TO WORK ON INTERNATIONAL. 
PROJECTS, SHORT OR LONG TERM? 


PINZ invites individuals with international work experience — | 


who are innovative, experienced in their field of education, 
and able to work in challenging developing-nation 


environments to register with our firm. Individuals with | - 
experience in team leadership, project review, and education] 


economics are particularly sought. 


PINZ is an international consultancy company owned by a 
consortium of New Zealand tertiary education institutions 
including polytechnics, institutes of technology, universities 
and colleges of education. We currently manage a range of 
projects across Asia and the Pacific for clients such as the 
World Bank, ADB, AusAID and NZAID. Our services span 
all aspects of education from early childhood through to 
tertiary. 


Registrations will be added to our consultant database, from 
which suitable individuals are identified on a project-by- 
project basis. 
For more information and to register online visit 
WWW.pinz.co.nz 


articipation, development, sustainability, prosperity 
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Appointments 







The University of Dublin | 
TRINITY COLLEGE 


Trinity College Dublin invites applications for the newly 
established Edward Kennedy Chair in Health Policy and 
Management, which has been generously funded by the 
Irish Government in honour of Senator Edward Kennedy. 
The appointee will lead the development of the field of 
health policy and management in the College and will be 
expected to have a fundamental influence on national health 
strategies and a global perspective on health gain. 


Candidates will have demonstrated the ability to interact 
.. with health sector policy makers and providers at a senior 
- Jevel, The successful candidate will also have an excellent 
"track record in research as reflected in high-impact 
publications together with the potential for, and interest in, 
academic leadership in a developing field for the University. 


The position is tenable from 1 September, 2003 or as soon as 
possible thereafter. The appointment will be made at the 
appropriate point on the professorial salary scale which, for 
new entrants, is €87,076 - €112,043. 


Information about the University and further particulars of 
the appointment, including details of the application 
procedure, can be obtained from: 





Michael Gleeson, Secretary to the College, 

West Theatre, Trinity College, Dublin 2, Ireland. 
Tel: +353-1-608 1722 Fax: +353-1-671 0037 
Email: moya.thompson@tcd.ie 


i | to whom formal applications may be sent to arrive by the 
preferred closing date of 28 March, 2003. 


- Trinity College is an equal opportunities employer. 
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- Business Opportunities 










« ica minute U.S. calls + Toll-Free customer support 
+ As low as 2€ internationally » No contracts or obligations 
« international calls from cells — e Automatically add minutes 
« Same low rates 24/7 


| Make ic Calling Card Calls Now! 
| 1-800-234-3956 

- www.GetPennyTalk.com 

|. We'll mail your PennyTalk™ Card. 


7 Qjdipayghione surcharges may cpi. 996 mortis service charge. falta iin. ciel card 
. Rates subject to change without noce. Check wwe getpeongtul onm EE TAES $ 




















Centre for Energy, Petroleum & Mineral Law & Policy 
Petroleum & Energy Economics 


— Full-Time Lecturer/Senior Lecturer | 
Salary Scale (£26,270 - £37,629) (up to 5 years fixed term) | 


Plus one PhD Scholarship 


The Centre for Energy, Petroleum and Mineral Law and Policy (CEPMLP) is 
the leading international institution for post-graduate teaching and research 
in its areas of expertise, and attracts some 100 post-graduate students per 
year from across the world to its Masters and Doctorate Programmes. 
CEPMLP provides extensive professional training and consultancy for 
international agencies, governments and multinational companies. 


A full-time post is now available for an economist specialising in petroleum 
and/or energy economics to assist in the development of our rapidly 
growing MSc in Energy Studies and to join our active research team. 


ec entre creat RI T T ny Me WRIT ANI mma A ete Ban yog ver NACE ACE AE re toa e to t m AE AS ARAN 


Candidates should have a good first degree in Economics and a 
post-graduate degree in Economics, and have a few years, experience of 
petroleum or energy economics, either in academia or in industry. 

The applicant should be self-motivated and capable of working within a 
multi-cultural team. Appointment at senior level will require a substantial 
track record of published research, 

The Centre also has a three year PhD Scholarship from N.M. Rothschild 

& Sons Ltd to investigate the impact of oil and mineral projects on 
developing economies. The candidate would be expected to have a strong 
economics background plus an interest in the developing world. 


——— ERR 


Please visit the Centre's website (http:/ / www.cepmlp.org) or contact 
Prof. Paul Stevens (p.j.stevens @dundee.ac.uk) for further information. 
To request an Application Pack contact: 


Personnel Services, University of Dundee, DD1 4HN, 
tel: +44 (0)1382 344015. 


Please quote Reference LA /846/1/TE. 
Closing date: 31 March 2003. 


The University is committed te equal opportunities and welcomes 
applications from all sections of the community. 
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dundee.ac.uk 
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Announcements 





Expressions of Interest 


USAID's Mission for Guatemala and Central America Programs is seeking expressions of interest 
from qualified candidates for a Regional Trade Policy Advisor to provide advice on à wide range 
of trade and economic topics. including trade negotiations and agreements, compliance with 
agreements and assistance in designing and implementiag trade capacity building activities to 
support the US Central America Free Trade Agreement (CAPTA) and the Free Trade Agreement of 
the Americas (PTAA). The position is located in Guatemala City. 


Qualifications: 


A Master's Degree or higher in a trade policy related fields, Demonstrated hands-on experience in 
free trade agreement negotiations and trade analysis and policy-making. A thorough understanding 
of Central American economic integration and development problems, Demonstrated expertise in 
areas related to economic and foreign trade based and increasing responsibility in an advisory 
capacity particularly in activities aimed at trade related capacity building in. developing countries. 
Recruitment is subject to availability of funding and will be carried out in accord with normal 
USAID requirements. For more information send an e-mail to shernandez €'usaid.gov 
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e-incorporale.com 






















* incorporate in Delaware 

* L.S, bank accounts opened 

* Legal Delaware U.S. address 

Delaware Business incorporators, Inc. 
Tat; 1 800 423 2993 itol free} 

or +302 996 5819 Fax: 1 800 423 0423 

emaii inc info? dalbusinc. com 

or Fax: 4302 996 S818 






Offshore Corporations 
Banks, Trusts, Foundations 
Bank noe Credit Cards 





Zetland Financial Group 
Hong Kong ^ Geneva 
+ Company Formation & Administration 
* Trusts & Asset Protection 
* Bank/Brokerage Introductions 
|^ Nominee Directors, Shareholders & 1 
Company Secretary 
d Eficient & Discreet Since 1987 
= Mato Xe en. biz 




















CANADA. A word of opportunity | 


www.akcanada.com 


Fen os eongo, 24 heus pos dag, 7 





days per work 


1 Pd 
Abrams & Krochak 
ilonadian bemig Laeevens 
2548 Meow Taret, Nestc 402, Toronto, Caokerio, MGS 1352 
Eek we Hp AG RD MEST Pass +e TP AEG 442 GAT 
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Business 
Opportunities 


Establish an 

hd * a » 1 ^ 

American university 
in your country 

Licensed American university 
seeks qualified educational 
[providers to establish national 
branches of a licensed American 
university. Curriculum, licensed 
degrees, and full training and 


consultation provided. 
universitylicense(@@yahoo.com 


TO ADVERTISE WITHIN THE CLASSIFIED 
SECTION CONTACT: 


Londen: Buin Fox 
Tet (44-20) 7830 7000 Epe 44-25) 7830 718 
mhior economistcom 


New York: Beth H uber 
jet i21 2j B4. 0500 FEX: i212 ix 1 Aas. D629 
bethhuber& economtst.com 
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PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript te 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 4EG. UK. 
E-mait: athenabookQaol com 
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OFFSHORE COMPANIES 


* Ready made companies 
* Full corporate administration 

* Trade services (LC, shipping 

^ Banking/Accounting services 

* China business development services 
Contact Stella Ho for immediate services 
& company brochure 


NACS LTD 


Suite 1805.6, Albion Plaza, 
2-6 Granville Road, T.S T, 
Kowloon, Hong Kong 
E-mail: nacs&nacs.com.hk 
Website: wWww,.nacs com. hk 
Teb (852) 2724 1223 Fax (852) 2722 4373 
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|| Company CE) Express | 


214-322 Recent Sirest, i 
nieg Kingdom 
8 7 [PET 


$817 


£om 





| For Sale 
| Leisure Travel Business 
UNIQUE OPPORTUNITY 


€ Niche Leisure Travel Business - Dominant 
Player in fastest growing Sector in Travel 
i æ bstablixhed Business Direct-Sell, large 
| Repeat Client base, high margin, low risk. 
existing profit hase 
| e Next 12 months £3O-E60m vo & materia 
Do pre-tax 
e ini year (endings up to £30m ve. profitable 
e Large call centre & conventional 
GexUpublications) trade. Huge additional 
growth from substantial now Internet 
capability, Multiple specialist web-sites 
e Groveth to £2-£300m within 3 years 
e Management amd Genders to remain and 
retain stake 
| Applications toc Mr J Calion. Overseas Travel 
Brokers, Adelaide Moose. Hall Koad. Panfeid, 
Essex (MY SAW 
Emah: Kaio 
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No bureaucracy . . 
Totally automated . . . 
FREE newbusmess Mag newsletter . 
Virtual Credit Card Clearance 4 









— 




















BANKS: 


Casino licenses, captive insurance, 
IBCs etc. 


www.aniouanoffshore.com 


North American rep: 
+1 416 573 8243 













: A ii E : 
WWW.SWISS- bank accoun e com i 






Ven ARI AR AHNA NAEEM EARALAS A ALAA aa Er MIS re a PPS 





Expert & professional advice pom 
at affordable prices coal 


GIBRALTAR: 

Stuart Stohie : nnock 

1. 4388 761732 T. ME BNET rn 
F.»358 70158 B EXUTETTTTITTE 
giblüSoyereigntiraup. COT | 





i USA. 
i William H Byrnes 
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OFFSHORE 
COMPANIES | 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workabie and cost 
effective solutions. 











« Solutions for Expatriates | 


* Trading or investing internationally 


LUXEMBOURG 


* Protecting your wealth of 


* Setting up a business overseas 





: Socra-consulting.com 
Contact David Stevenson 


for further information: 


T: +44 (1624) 818899 


F: +44 (1624) 811081 





E: business@ocra.com 


ocraworldwide 


WWW. ocra.com 











Overview 





America's unemployment fell to 5.795 in 
January, down from 6.0% in December. Al- 
though some economists took that as a sign 
of a labour-market recovery, others worried 
that the rise in jobs was due merely to sea- 
sonal effects and a change in survey meth- 
ods. Manufacturers continued to shed jobs in 
December, for the 30th month in a row. 


After pessimistic remarks about the economy 
~ by Alan Greenspan and amid heightened 

= warnings of possible terrorist attacks, the 

^ Dow Jones Industrial Average fell to its low- 
est level in four months. 


December's industrial-production figures 
casta pall over the euro area's economies. 
French industrial output fell by 1.795, the 
biggest drop in five years, with cars and con- 
sumer goods seeing the largest decline. In- 
dustrial output in Germany recorded its 
biggest fall in four years, with a 2.6% drop. 





British businesses followed the lead of their 
| peersacross the channel: industrial produc- 
tion declined by 0.296 in December, and by 
.4% over the 12 months to December. How- 
ever, unemployment hit a 27-year lowin Jan- 
uary; only 3.1% ofthe labour force are 
claiming benefits. 














Japan's broad-money supply growth slowed 
to 2.0% in the year to January, down from 
3.5% a year earlier. Slower monetary growth 
poses a special danger in Japan's deflation- 
ary economy. 





Data on more countries, as well as currency tools, 
tables and charts for shares and indices worldwide 





dun 


uro 




















dd Economic and financial indicators 
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Output, demand and jobs 
% change on year ago 
The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 
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*% change at an annual rate. TNot seasonally adjusted. ÍNew series. 1 TOct-Dec; claimant count rate 3.1% in Jan, SEU harmonised rate 
8.6% in Jan. **Oct-Dec. 














Prices and wages 
% change on year ago 
The Economist poll 
Consumer prices consumer prices forecast Producer prices Wages/earnings | 


At ek et 





cane reer ehh a aaa a avi ernie rA AA 





€(—— Án €—M 


latest yearago 2002 2003 . latest year ago latest year ago 


MEE hemi HAI MEY IE rarama ennai ware anna aaa a a a mg 








—— D 














Australia £30 06 «31 +30 +27 +16 06 -07 +36 03 +40 


maa nmana aaeeea A AAP AR — a e 


+ 1.8 Dec 


— nnn ANIL 











+ 1.4 Jan ~ 0.4 + 2.2 Dec - * 27 


—————————— 











Belgium | * 12 Jan + 2.9 +17 i * 1.3 Lo 5 L4 Dec. 25 


MEN E 














£29 Dec +07 +21 + 2.6 * 16 Jn -06 +3.7 Dc +34 
* 3. 9 Dec 











- 2.4 *21 Nov. PEXU 


—— À — crassa bane MEE NN A lth a dP ARAN EE 


4 2.6 Jan + 2,5 423 + 2.1 $ 13 Dec 439 B 


nnnm —— nne—nmmnt eee eh 








France —— *2.3 Dec + 1.4 + 1,9 + 1.5 + 1.7 Dec 








+34 Q3 + 4.2 


(————— 








——o————Á—— 





Germany * 1.1 Jan + 2.1 + 1.3 + 1.0 + 12- Jan 


Ital + 2.7 Jan + 24 + 2.6 + 2.2_ + 1.5 Dec 


- 0.9 -04 40. Nov 


4 2.5 +40 Dec -22 +34 De +49 


—————————— ede e AMANO dram M AAA A FS aS IT T mg mum eem P9 tRNA ADAYA 





* 2.3 Nov + 2.0 

















Netherlands — + 2.5 Jan* + 4.0 


sanm ute enh tt e man manana een 








——————————— ——— M 


Spain * 3.7 Jan + 3.1 43:5 + 29 *2.0 Dec ~ 0.8 +3.8 03 + 3.6 


———— ———À ————— 


Sweden v t 4 Dec +29 *2.1 - 0.6 Dec - 0.8 + 3.9 Nov + 3.0 


m— ———— MR 





—P ies nnn nnn eas 








ene ^ 











———— RR 





a nadinean M be WEAN AWARA e OaE AA ASAA V A t Naana m ae 


Switzerland +08 Jan +05 +07 + 07 -0.3 De  - 19 +2.52001 +13 


—————H €: 

















United States 42. Dec 4 16 + 1.6 21 4 12 Dec -16 +27 Jan +38 


——————— — NN mm 











Euro area *2.Í1 Jan + 2.0 + 2.2 + 1,7 + 1.5 Dec 








* Revised series, 





orks HER 
AVE 
sitactiuers 


D exem 
ORES 
xp 










tne 


The Economist February 15th 2003 





Economic and financial indicators 
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d The world this week 


Politics 


Millions of protesters against 
war in Iraq took part in scores 
of demonstrations around the 
globe-notably in Rome, Lon- 
don and Sydney. Both Presi- 
dent George Bush and Tony 
Blair respectfully disagreed 
and began preparing a new re- 
solution to submit to the Un- 
ited Nations Security Council. 


Opponents of war also took 
heart from Hans Blix's most 
recent presentation to the UN. 
The chief weapons inspector 


said that Saddam Hussein's re- 


gime had become slightly 
more helpful, and he also cast 
doubt on some of America's 
claims that Iraq was hiding 
weapons from his inspectors. 
But he added that Iraq was 
still not complying fully, and 
time was running out. 


European Union leaders 
agreed on a line toward Iraq: 
yes, give the inspectors more 
time, but no, that process 
could not be drawn out indefi- 
nitely. France went along with 
it. But Jacques Chirac told 
would-be EU members they 
were "not well brought up" to 
voice pro-American senti- 
ments before they were inside 
the club—and hinted that 
France might call a referen- 
dum on their admission that 
would bar them. 


The row in NATO over plan- 
ning for Turkey's defence was 
sorted out, in a committee that 
does not include France, one 
of the two big objectors. But 
Turkey's government did not, 
as previously planned, put to 
its parliament a motion to ad- 
mit American combat troops: 
it still wants a bigger com- 
pensation package, and writ- 
ten assurances against 





possible future independence 
for Kurds in northern Iraq. 


Terror on trial 

The first person to stand trial 
for the September 11th terro- 
rist attacks, Mounir al-Motas- 
sadeq, was found guilty in a 
German court of being an ac- 
cessory to murder. The Moroc- 
can was also convicted of 
attempted murder, grievous 
bodily harm and membership 
of a terrorist organisation. He 
was sentenced to 15 years in 
prison. 


Twenty-one people died in a 
stampede in a Chicago night- 
club after security officers 
used pepper spray to break up 
a fight. Clubbers believed they 
were in a terrorist attack. 





The worst snowstorms for à 
decade killed more than 50 
people in the north-eastern 
United States. The mayor of 
New York claimed that each 
inch of snow cost the city $1m. 


A new leader 

Tasos Papadopoulos was 
elected president of the inter- 
nationally recognised Greek 
part of Cyprus, beating 83- 
year-old Glafkos Clerides, 
who has held the job since 
1993. The new man has taken 
a harder line over a settlement 
with the Turkish-Cypriots. 


NATO-led peacekeepers in Ko- 
sovo arrested three ethnic-Al- 
banian former guerrillas in- 
dicted by the UN's war-crimes 
tribunal in The Hague, the first 
ethnic Albanians to be 
nabbed on those grounds. 


Over cries of anguish and "It'll 
never work" from media and 
motoring organisations, Eu- 
rope's biggest city, London, 
brought in a £5 ($8) a day "con- 
gestion charge" on cars driv- 
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ing into the city centre. It (and 
the technology) did work: traf- 
fic was down by a third or so, 
and average speeds consider- 
ably up inside the zone. 


Dolly, a sheep famed as the 
first mammal to be cloned 
from an adult cell nucleus, 
was “put down” by her 
owner, the Roslin Institute in 
Scotland. She was suffering 
from lung disease. 


Fighting, as usual 

Fighting intensified in Gaza. 
After Hamas guerrillas blew 
up a tank with four Israeli sol- 
diers inside, the Israeli army 
raided deep into Gaza City. 
Eight prominent Hamas mili- 
tants were killed, as well as 
other Palestinian fighters and 
civilians. Rockets were shot 
over the border into Israel. 


Yasser Arafat said that he 
would be prepared to devolve 
power by appointing a prime 
minister if the Palestinian Au- 
thority’s parliament, and the 
PLO’s Central Council, agreed 
to change the draft constitu- 
tion. The two bodies have 
been prevented by Israel from 
meeting. 


An Iranian military transport 
plane, with 302 people on 
board, crashed in south-east 
Iran, killing everyone. 


In Zambia, after the supreme 
court turned down ex-Presi- 
dent Frederick Chiluba's ap- 
peal against the removal of his 
immunity from prosecution, 
he was picked up by the police 
for questioning. His successor, 
Levy Mwanawasa, accuses 
him of corruption. 


Robert Mugabe arrived in 


Paris for a Franco-African sum- 


mit, having won an exemp- 
tion from an EU travel ban. A 
British gay activist, Peter Tatch- 
ell, urged the French police to 
arrest the Zimbabwean presi- 
dent on torture charges. 


The battle against taxes 
Further serious rioting in Bo- 
livia's capital, La Paz, caused 
27 deaths and forced the gov- 
ernment of President Gonzalo 
Sánchez de Lozada to aban- 
don its plans to raise taxes in 





order to secure new loans 
from the IMF. 


After long delays, Peru's for- 
mer spy chief, Vladimiro 
Montesinos, at last went on 
public trial on 57 corruption 
charges. 


War of words 

In the latest exchange in its 
war of words with the United 
States, North Korea threat- 
ened to pull out of the armi- 
stice agreement that ended the 
Korean war in 1953. A North 
Korean plane briefly violated 
South Korean airspace. 


The chief of Pakistan's air 
force and other senior officers 
were killed in a plane crash in 
the country's north-west. Bad 
weather was blamed. 


Nearly 600 suspected drug 
dealers have been killed in the 
first three weeks of a “war on 
drugs” in Thailand, according 
to government figures. 





Two underground trains 
caught fire in the South Ko- 
rean city of Daegu, killing at 
least 125 people. Police said a 
man with a history of mental 
illness had confessed to start- 
ing the fires. 


Seven members of Abu Say- 
yaf, a Muslim terrorist group, 
were killed by Filipino sol- 
diers on Jolo island, in the 
southern Philippines. Three 
soldiers died. American spe- 
cial forces are training Filipi- 
nos on the island. 


In a move to stop the produc- 
tion of counterfeit copies of 
Hollywood movies in Asia, 
America’s Motion Picture 
Association said it had allo- 
cated $150,000 to reward in- 
formants whose tip-offs lead 
to raids on pirate factories. 
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-Business 


.. Badnews from Reuters. The 

- news and financial-informa- 

. "tion group reported a record 

: pre-tax loss of £493m ($740m) 

in 2002, after losing £370m at 
Instinet, a part-owned Ameri- 
can electronic stock exchange. 
Reuters’ shares fell by 12% to a 
14-year low, as the company 
announced that a further 
3,000 jobs would go by 2005- 
some 20% of the workforce. 


Hugh Osmond, a British beer 
and pizza entrepreneur, was 
considering a bid for Six Con- 
tinents, a British hotel and 
pub group planning a de- 
merger. Mr Osmond hopes to 

-preempt other bidders await- 
ing the split and grab the pub 
assets on the cheap. 


Despite having a licence to 
print money, De La Rue, a 
itish. banknote-printer, i is- 
ued its third profit warning in 
seven months. Public appetite 
for cash remains undimmed, 
but the business of providing 
machinery for handling and 
cash ran into trouble. 

















Argos and Littlewoods were 
ned a record £23m ($37m) by 
ritish consumer watchdogs 
- for fixing the price of toys 

: -made by Hasbro, including 

. the boardgame Monopoly. 

c The American toy firm, which 
.. also counts Cluedo among its 
products, escaped a fine by 
helping with the inquiries. 


= Glum Germans 
<e German prosecutors charged 
‘Six former top executives at 
- Mannesmann over bonus 
and severance payments 
awarded after the mobile- 
phone company was taken 
over by Britain's Vodafone in 
2000. Klaus Esser, a former 
chief executive, and other 
board members, including Jo- 
sef Ackermann, chairman of 
. Deutsche Bank's management 
— board, were charged with — 
- “breach of trust". 


Deutsche Bank was hit again 
after a German court ruled 

that Rolf Breuer, chairman of 
the bank’s supervisory board, 
had breached client confiden- 





tiality by commenting on the 
financial state of Kirch, a now- 
insolvent media firm, on TV in 
2002. The bank intends to ap- 
peal; compensation could run 
into many millions of euros. 


HVB, Germany's second-larg- 
est bank, lost €926m ($925m) 
in the fourth quarter, taking 
losses for the year to €858m. 
The bank blamed bad loans, 
weak stockmarkets and re- 
structuring costs. It will not 
pay a dividend for 2002, a 
year in which its share price 
fell by 57%. 


Volkswagen, Europe's largest 
carmaker, suffered a fall in 
pre-tax profits of 9.696 to €4 
billion ($3.8 billion) in 2002. 
The German firm suffered 
from weakening demand in 
America, where its ageing 
range faced tough competition 
from newer models. 


Didier Bellens quit as boss of 
RTL, Bertelsmann's broad- 
casting arm, as an unseemly 
spat erupted at the German 
media giant between its own- 
ers, the Mohn family, and ex- 
ecutives. Reinhard Mohn said 
the vanity and greed of man- 
agers justified the family's op- 
tion to block strategic 


decisions. Gerd Schulte-Hillen, 


Bertelsmann's chairman, told 
the family not to interfere. 










stis 





A group of music companies 
is suing Bertelsmann for $17 
billion over its investment in 
Napster, an online music firm. 
Napster has been driven out 
of business by copyright law- 
suits, but the music compa- 
nies claim that Bertelsmann's 
investment prolonged its life. 





Germany's economy shrank 
by 0.8% in the fourth quarter 
compared with the previous 
quarter at an annual rate, ac- 
cording to preliminary esti- 
mates. If forecasts of a 
contraction in the first quarter 
of 2003 are correct, the euro 
area's biggest economy will 
have slipped into recession. 


Switching phones 
Microsoft's hopes of a grip on 
mobile telephony suffered a 
blow. Samsung, once courted 
by the software giant, joined 
the world's other four big 
phone makers by taking a 5% 
stake in Symbian, a rival to 
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Microsoft in next-gene 
mobile-phone software. 


America's Wal-Mart, the 
world's biggest retailer, en- 
joyed a 15.5% increase in 
fourth-quarter profits to $2.5 
billion, helped by a useful pe 
formance at its foreign retail- 
ing businesses. 


Swiss hard cheese E 
uss made aloss of SFrioim 
($68.7m) in the fourth quart 
after a big write-down of th 
value of Paine Webber, an 
American broker acquired | 
the Swiss bank in 2000, anda 
payment to settle charges of. 
conflicts of interest brought! Dy 
Eliot Spitzer, New York state’: 
attorney-general. 


Wachovia and Prudenti 
Financial announced a on 
expected tie-up of their 
brokerage businesses to c 
a company able to ct 
with America's big na 
the industry. » 





Great-West Life, a Can; 
insurance company, 
C$7.3 billion ($4.8 billio 
rival, Canada Life. The 
will turn Great- West 
ada's biggest i insurer, OV 
ing Sun Life of Canad: | 





Other economic data a 











In an environment dominated by the economic slowdown and the Earnings 
stock market crisis, BNP Paribas delivered good performance. Net 
banking income totalled €16,793 million (-3.8%). The cost/income 
|. ratio remained very competitive at 65.2%. Gross operating income 
< came to €5,838 million, down 10.4%. 





: Retail Banking 
Retail Banking's businesses and results continued to grow and largely 
ontributed to the Group's good performance: 
* Net banking income: «9.696 to €9,549 million 
* Gross operating income: +12.9% to €3,431 million 
* Pre-tax income: +5.6% to €2,448 million 
French Retail Banking 
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“Commercial development continued apace: ENN 56% 
>e The number of cheque and current accounts grew by 104,000 Retail 
:.* Net funds gathered by French Retail Banking totalled €4.9 billion Gross Banking 


< Retail Financial Services | | operating 
~- Leading companies in the European markets: Cetelem, Cortal Consors, Arval PHH, income 
. BNP Paribas Lease Group. 


International Retail Banking 


- À successful growth strategy: UCB, operations merged and systems integrated 
successfully six months after its acquisition by BancWest. 





31% 


CIB 





13% 
AMS 





- Asset Management and Services (AMS) 
Resisting the economic crisis: 
* Net banking income: -4.1% to €2,209 million 
* Gross operating income: -18.3% to €791 million to remember: 
* Pre-tax income: -5.6% to €830 million 
















Corporate and investment Banking (CIB) 
CIB activities have been most directly hit by the market crisis but are stili 
largely profitable. Market share continues to grow: 
* Net banking income: -16,7% to €5,146 million 
* Gross operating income: -25.4% to €1,875 million 
+ Pre-tax income: -36,3% to €1,186 million 
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€1,69 €1.80 €180 


Dividend Per Share 






2000 2001 2002* 





“Proposed to the shareholders at the 
General Meeting. 
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Why war would be justified 


Saddam Hussein must be disarmed. If necessary, it should be done by force 


MOTIONS are running high. 

The divisions seem deep, the 
language by turns bitter, arro- 
gant and contemptuous, on all 
sides. Such descriptions apply 
both to the arguments between 
the more hawkish political lead- 
ers and the millions of people 
who marched in protest last weekend against the idea of war, 
in capitals around the world, and to those between the main 
governmental camps led by America and France. No doubt, 
the divide between the most extreme views on the various 
sides really is wide and unbridgeable. No doubt, too, the sight 
of such divisions brings comfort to the dictator in Baghdad. Yet 
there is plenty of cause to wonder just how comfortable he 
should really feel. For, studied more closely, the gap between 
the majority on both sides is looking bridgeable. 

Start with the governments. The five veto-wielding perma- 
nent members of the United Nations Security Council-Amer- 
ica, Britain, China, France and Russia—all voted last November 
for Resolution 1441, which demanded that Saddam Hussein 
should account for and relinquish all his biological, chemical 
and nuclear weapons programmes, or face "serious conse- 
quences". As a result, the difference between Britain and 
America, on one side, and France, Russia and China, on the 
other, is not about that demand or the ultimate objective but 
about how much time Iraq should be given to comply with it. 
Even on timing, however, the latest difference over when a de- 
cision should be made seems to amount to a mere two weeks: 
America describes February 28th, the date of the next report to 
the Security Council by Hans Blix, the chief weapons inspec- 
tor, as “a key day". France prefers to point to March 14th, the 
date of his subsequent report. There may still be an argument 
then about whether Iraq is complying, and if not over the 
terms of a final demand to be made to Mr Hussein, but the 
month of inspections that will have taken place since the 
Franco-American split will provide scope for agreement. 

Surely the marchers are more implacably divided from 
George Bush and Tony Blair? In terms of emotion and style, 
they are. But not in terms of substance. The marchers are 
against further violence or death but most are also firmly 
against the Iraqi dictator, who they realise is both violent and 
murderous. In most western countries, opinion polls show 
clearly that a majority would accept a war if it were autho- 
rised by the uN. Most marchers want Mr Hussein to give up 
his deadliest weapons, to abide by the 17 UN resolutions 
passed on Iraq since 1991, and to stop terrorising the 22m Iraqi 
people. If anything, they are even keener on “regime change" 
than the British and American governments, which for years 
have blown hot and cold over whether that is their aim. This 
makes these marches very different from those in the 1960s 
and early 1970s against the Vietnam war, when many protes- 
ters felt strong sympathy with the North Vietnamese and their 
leader, Ho Chi Minh. Unlike then, the disagreement is not one 
about objectives, nor, really, about the analysis of the pro- 
blem. Itis about whether a peaceful solution can still be found, 





as the marchers hope, or whether war is the only option. 
That is the central ground on which the debate can and . 
should take place. The issue of procedure—essentially, about — 
who decides, the Security Council or America and Britain, see 
pages 25-27—is secondary to that basic question. Indeed, the is- 
sue of whether a peaceful solution can still be found will be 
the main determinant of whether a second resolution is even- 
tually passed, whether after February 28th or March 14th. 


A deadly sort of peace 

If you agree that Saddam Hussein is a threat, as his Arab and 
Iranian neighbours do, then the choice between peace and 
war must begin with consideration of containment. In 1991, 
when the American-led, uN-authorised multinational force 
drove him out of Kuwait, it was decided that a ceasefire agree- 
ment was preferable to a full invasion of Iraq. The ceasefire 
resolution demanded disarmament of all chemical, biologi- 
cal, nuclear and long-range missile programmes within a year, 
a demand reinforced by economic sanctions. That contain- 
ment regime was later buttressed with two “no-fly” zones po- 
liced by British and American aircraft. Weapons inspectors at- 
tempted to monitor compliance until 1998, after which they 
were excluded by Iraq until November 2002. 

After 12 years, what has containment achieved? The in- 
spectors found biological, chemical and nuclear programmes, 
but mainly when pointed to them by defectors. Meanwhile, - 
this sort of peace has been extremely deadly: thousands of 
bombs have been dropped amid the policing of the “no-fly” 
zones and to prevent Mr Hussein from rebuilding his military 
facilities. The economic sanctions have been deadlier still. Ac- 
cording to UNICEF, the uN children's agency, the poverty, 
squalor and poor health care associated with sanctions have - 
been responsible for about 5,000 deaths a month of children 
below the age of five, in excess of the mortality rate before 
1989. As that figure is derived by necessity from official Iraqi 
sources it may well be exaggerated. But even if the truth is half - 
that number it would still mean that about 360,000 children 
had died as a result of 12 years of sanctions. The sanctions 
have been loosened—made smarter, in the jargon—but, com- 
bined with Mr Hussein's own acts and omissions, they still 
mean that many children are dying unnecessarily, every day. 
And that is without even mentioning Mr Hussein's political 
prisoners, his torture victims, the hundreds of thousands of 
Iraqis he has killed since he took power in 1978. 

As The Economist has long argued, the sanctions are hurt- 
ing Iraqis but not their dictator. Mr Hussein has maintained 
his tight grip on power, through brutal force, black-market rev- 
enues and his control of permitted oil earnings. The weapons 
inspectors' incomplete success during the 1990s was enough 
to confirm his ambition to use the deadliest weapons to ex- 
tend his power. The overwhelming likelihood (confirmed by 
France's President Jacques Chirac in an interview this week in 
Time) is that he still possesses biological and chemical weap- 
ons, which he refused to disclose to the Security Councilin De- 
cember. So something has to change. The sanctions and con- | 
tinued bombing are unconscionable, and have anyway fed W 





> the anger felt towards America by many Muslims. But Mr Hus- 
sein still needs to be contained or disarmed. 

The question is how. The normal diplomatic tools—sanc- 
tions, persuasion, pressure, UN resolutions—have all been 
tried, during 12 deadly but failed years. The sanctions need to 
go, urgently. But what to use in their place? Mr Hussein could 
be surrounded, to prevent him attacking others. But neigh- 
bouring countries are hardly keen on that, and it would only 
make him even more determined to develop weapons suffi- 
ciently powerful to be able to intimidate such a force. His 
country could be more or less occupied by a large UN security 
force, given the power to seize anything, go anywhere, stop 
any action it chooses, thus both bottling him up and enabling 
the inspectors to become the detectives they say they ought 
not to be. But when that was tried in Bosnia the force soon be- 
came hostages; and if the force were really large enough, he 
would surely resist it. Or he could be threatened with attack if 





he refuses to comply with Resolution 1441, according to dead- 
lines set by the Security Council. 

That last option is the one currently being pursued by the 
United States, through the UN. To The Economist it still looks 
the least bad of the limited range of available options; better, 
by far, than sticking to the failed and deadly policies of the past 
12 years. Any military threat is risky and worrying. The United 
States has made this one even riskier by failing to make any 
progress in pressing Israel and Palestine to return to peace ne- 
gotiations, and has made it sound more worrying by leaking 
vague but often contradictory plans for what arrangements 
might follow any war. Now, it would be wise to secure sup- 
port for its threat through the UN, both to make the war less 
risky and to make the post-war peace more likely to be dura- 
ble. But, in the end, the reality remains: if Mr Hussein refuses 
to disarm, it would be right to go to war. Saddamned, perhaps, 
if you do; but Saddamned, also, if you don't. m 





Palestinian reform 


Up and half-away, he goes 


Good news if Yasser Arafat appoints a prime minister; even better if Israel responds 


HE Middle East's other black 

hole attracted a sideways 
look this week. Yasser Arafat 
took a step towards sharing his 
presidential power with a fu- 
ture prime minister, the Israelis 
allowed a Palestinian delega- 
tion to leave their besieged 
homeland and attend a meeting in London, and low-level di- 
plomacy chugged softly on (see page 45). Just enough happen- 
ing, it might be argued, to keep the Arab world reasonably 
calm while Iraq was being dealt with. Yet if the Israeli-Palestin- 
ian crisisis really to be cooled, let alone settled, it needs serious 
attention, and it needs it soon. 

Even his best friends accept that Mr Arafat has become an 
obstacle to peace. Both Israel and America treat him as a non- 
person; the demand for Palestinian political “reform” has 
grown into a euphemism for the removal of the rais's bottom 
from its long abode on what passes for a seat of power. The far- 
right allies of Israel's prime minister, Ariel Sharon, would like 
to boot Mr Arafat out of the country. They have been re- 
strained, so far, by President George Bush, who can see the 
commotion this would cause in the Arab world. 

So Mr Arafat's offer to kick himself upstairs is convenient. 
Reform of the Palestinian Authority (Pp A)—its politics, finances 
and security forces—is one of the demands of the "quartet", 
the group representing America, Russia, the European Union 
and the UN, that met with Palestinian and Israeli delegates in 
London this week. The first two varieties of reform are on their 
way. Political reform will be covered by constitutional 
changes turning the regime from a presidential to a prime- 
ministerial one: if routine decision-making escapes Mr Ara- 
fat's grasp, it will greatly contribute to the PA's efficiency. Fi- 
nancial reform is in the hands of Salam Fayyad, Mr Arafat's 
new finance minister, who has turned a steady beam of 
accountability on to murky money-bags. Security reform is 
the tricky one: Palestinian and Israeli security forces are un- 





likely to co-operate in keeping the peace until both govern- 
ments are intent on trying to work things out by negotiation. 

Will Mr Arafat's devolution of power advance that day? 
Only up to a point. For a start, the kick he has given himself is 
unlikely to be all that punishing; so long as he sticks around, 
his name and fame will be identified with the cause. No prime 
minister he appoints is likely to challenge the old man. Even 
more to the point, the chances of the proposed changes open- 
ing the way to peace depend on Israel having a government 
prepared to respond. That is, a government seriously inclined 
to make the territorial concessions that peace will eventually 
involve. So far Mr Sharon has seemed seriously disinclined 
even to enter into such negotiations. 


Out of the cities, into talks 

Mr Sharon says that he is not prepared to offer anything much 
towards carrying out the quartet's other directions—with- 
drawing his army from PA-controlled cities, easing the stifling 
restrictions imposed on civilians—until the Palestinians end 
all violence. That, by itself, is not an out-of-sight demand: Pal- 
estinian leaders, many of whom have come to recognise that 
the intifada plays into hardline Israeli hands, have been listen- 
ingto an Egyptian proposal that the Palestinians declare a one- 
year unilateral ceasefire on military action. But, for this to 
work, there has to be the hope of peace at the end. 

Moreover, Hamas, the strongest and most coherent of the 
Palestinian voices opposing PA policies, will agree only to a 
moratorium on attacks on civilians in Israel, and then only if it 
has a guarantee that Israel will stop assassinating its leaders. 
Israel scorns both the offer and its conditions: eight prominent 
Hamas men were killed in the past few days. 

The result is stalemate, blood-stained for Palestinians and 
Israelis, and undesirable for the Bush administration. Plainly, 
the violence has to stop. But the Arab world, which is being 
drawn reluctantly into America's confrontation with Iraq, will 
bethat much more unforgiving if America fails to draw a reluc- 
tant Mr Sharon towards negotiating a Palestinian peace. = 
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Uncommon disarray 












But Europeans should ec tryingto co-operate where they can 


- T HAS been one of the worst 
months imaginable for those 
who believe that Europe's as- 
sorted nations, from modest 
lios minnows to vainglorious ma- 
». chos, should be moulding a 
common foreign and defence 
» OCN policy that could match the 
out of the world’s greatest powers. Rarely, since the second 
world war, has Europe been in such disarray as it is now over 
Iraq. Yet it is still a desirable and not ridiculously Utopian aim 
that Europeans should, when possible, pool their minds, wal- 
lets and at times even perhaps their guns for the promotion of 
their own interests and the betterment of the world at large. 
There is no need for them to turn their backs on each other. In- 
. deed, there is still a lot that they can do better together. 
What makes the current row look so much worse than pre- 
vious ones is that it comes at a time when the European Union 
has been. grandiloquently striving for speedier and tighter 
integration across the board, including in foreign policy. The 15 
ies already in the eu have been drawing up a new con- 
' iion that posits, among other things, a foreign minister for 
Europe answerable to its governments anda system of “quali- 
~ fied majority voting” even in foreign policy. The latest guess in 
Brussels, where a new Euro-constitution is being drafted at a 
^" pecial convention, is that these ideas may well be realised. 
Yet. imagine the chaos and bad blood that would ensue 
. over an issue such as, well, Iraq. A too ambitious majority- 
-"vote system, with Europe divided slap down the middle, 
would be blown to smithereens. The Euro-optimists point out 
‘that issues touching on military matters, such as Iraq, will be 
exempt, and devices found to let pricklier countries who care 













: Brazil 


A time to talk, and a time to do 


p. He has promised the right things. Now Lula must get them done 


HE moderation looks last- 
ing. Seven weeks into his 
presidency, Luiz Inácio Lula da 
Silva still seems a comfortable 
presence as leader of Brazil. Last 
year, during the election cam- 
paign, investors were so pan- 
E: icked by him that they took 
-= Latin America's biggest economy close to financial meltdown. 
When Mr da Silva accepted an accord with the mr, they 
breathed again; and since he took office they have been 
cheered by a spending squeeze, to try to settle the country's fr 
nances, and two rises in interest rates, to help control inflation. 

| This week, in a break with tradition, Mr da Silva went in 
person to Congress to seek support for his economic reforms. 















































passionately about particular issues, even non- military one 
opt out. Yet the line between military and other issues is 
variably fuzzy (outsiders were first drawn into the recent Bi 
kan wars on a humanitarian mission). The discord over Iraq 
shows how a supposedly joint policy, wrapped too tightly in 
an institutional straitjacket, can instead cause ever greater an 
guish and mistrust. 


Still plenty to be getting on with 
And yetthere are useful lessons. Jacques Chirac, France's presi 
dent, with his abusive language towards the countries likely to 
join the Union next year, has unwittingly illustrated how Eu 
rope's centre of gravity has shifted away from the old French 
German alliance. Meanwhile, Europe is still doing alotof c 
lective work: most importantly, in the Balkans, where—I 
noted—it failed dismally in the 1990s until America insist 
decisiveness; in world trade negotiations; in groping tow; 
settlements between Israel and Palestine and on Cypru: 
in deploying the civilising “soft” power of aid-giving, natio 
building and even peacekeeping, in regions far and near. 

To build on all this, Europeans need to give mor 
thought to where majority voting can usefully be 
Then ways need to be found to ensure that, come 
minnows like Malta or Latvia cannot stop the EU 
countries acting together, but also that countries, es] 
the big ones with exceptionally strong interests in p 
sues, cannot be steamrollered. Not common enough 
ternative, if not a bust-up, would be an endless search 
lowest common denominator, producing only the fe 
policies. It is a fine thing to strive for unity where 
among Europeans in world affairs. It is quite another 
it to exist everywhere—especially in a real crisis. m - 























These ambitious measures—reining in the burgeoning social 
security deficit, rewriting the growth-stifling tax code, easin 
the job-killing labour laws and making the Central Bankinde 
pendent-are the unfinished business of Fernando Henriqu: 
Cardoso, Mr da Silva's centre-right predecessor. As our surve: 
in this issue reports, these reforms could propel Brazil towar 
first-world levels of prosperity and social justice. Witl 
them, Brazil's economic performance will remain, at bes : 
diocre; at worst, it risks high inflation or a debt default. . 

There is a long way to go. It is one thing to announ 
spending squeeze; it is another to resist, day in, day out 
sure from pork-hungry congressmen and cash-strappet 
governors to relax it. Mr Cardoso just about managed to 
despite a big majority in Congress. Mr da Silva, governi 
minority, has a tough actto follow. | 
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Without reform in the public finances, as Mr da Silva is 


discovering, Brazil is not only forced to suffer sky-high interest 
rates but must crank out huge budget surpluses in order to ser- 


vice its debts. Since many of these debts are linked to the ex- 


change rate or interest rates, any sudden loss of investor confi- 
dence can quickly turn to panic. Progress with reforms is thus 
not only desirable in itself, but will keep investors happy. 


Seizing the moment 

Mr da Silva's election was accompanied by a wave of opti- 
mism. The real rebounded and the "spreads" on Brazil's 
bonds-a measure of investors’ wariness—plummeted. But in 
recent days, the currency has slipped and the risk premium 
has crept up again. Fears of war with Iraq have contributed to 
that, of course. But these market wobbles should remind Mr 
da Silva how little time he has before his honeymoon with 
Brazilians will end. He talks of seeking a national consensus 





on reforms. But most politicians now accept the need for 
them. Rather, the problem lies in the detail—and, above all, get- 
ting them into law. All too often, under Mr Cardoso, reforms 
announced with great fanfare were killed by legislative wran- 
gling. So the sooner Mr da Silva’s government comes up with 
its own blueprint and sends it to Congress, the better. If he de- 
lays, his golden opportunity to turn transient popularity into 
lasting change may be gone. 

If he succeeds, the benefits will spread beyond Brazil. Many 
of its neighbours are in deep trouble. Argentina is bankrupt, 
and Uruguay teeters on the brink; Venezuela and now Bolivia 
are riven by conflict, while Colombia is assailed by drug-fi- 
nanced terrorism. The region desperately needs a positive ex- 
ample of democratic continuity, combined with a broad 
agenda of social and economic reform, in which the poor can 
see hope of a better life ahead. If Lula is to embody that, it will 
not just be by speeches butin laws. m 





South Korea 
Sunshine or storms? 


The new president must not repeat his predecessor’s naivety about the North 


T IS not, by any stretch of the 

imagination, the start he can 
have wanted. On February 25th, 
Roh Moo-hyun will be inaugu- 
rated as South Korea’s president 
at what is starting to look like 
one of the bleaker moments in 
his country’s history since 1953, 
when the Korean war ended. As if the appalling tragedy on an 
underground train in Daegu were not enough this week, 
North Korea threatened to terminate the armistice agreement 
with America that stopped the fighting 50 years ago. 

Mere words? At the end of last year, North Korea pulled out 
of the Nuclear Non-Proliferation Treaty. It also expelled the 
weapons inspectors who were monitoring its plutonium- 
laden spent fuel rods and a reactor capable of producing more 
that can be reprocessed into fissile material for nuclear bombs. 
It is not yet clear whether the North has restarted the reactor, 
noris much known about the secret uranium-enrichment pro- 
gramme that, last October, prompted the start of the present 
crisis. But North Korea may already have a couple of nuclear 
devices, and could quickly make more. 

That uranium programme, above all, ought to weigh 
heavily on Mr Roh's mind as he takes the presidential oath. For 
itis the most obvious symbol of the failure of the doctrine for 
which his predecessor, Kim Dae-jung, will go down in history. 
His "sunshine policy" was premised on the belief that being 
friendly and generous towards North Korea would bring 
about its own reward in the shape of greater trust and less- 
ened tension. Mr Kim received a Nobel Peace Prize in recogni- 
tion of the policy's most glowing achievement, his summit 
meeting in 2000 with the North's Kim Jong Il. But in fact the 
North did little to reciprocate the warmth. 

Promised family reunions have been few. Plans to recon- 
nect the Koreas by train have bogged down. Ministerial meet- 
ings on a range of confidence-building measures have fizzled, 
though the northern Mr Kim kept his hand out for aid and 





other goodies. And it now emerges that the summit itself took 
place only following payment of a $186m sweetener to the 
North. That transaction, now under criminal investigation in 
South Korea, will dog Mr Roh's early days as president, since 
he and his predecessor are from the same party. And all the 
while, with its secret uranium project, North Korea was violat- 
ing its agreements with both South Korea and America. 


Learning the rules 

Mr Roh's own politics are hard to read. In his younger days, he 
campaigned for the removal of American bases from South 
Korean soil, though he now says that was naive. During last 
year's election campaign, he endorsed the sunshine policy, 
but has since sounded distinctly frostier, saying that a nuclear- 
armed North Korea is unacceptable. All that suggests he is be- 
ing rapidly acquainted with South Korea's realities. But it is 
still not at all clear that he has grasped the most important rule 
for dealing with the North: that America, South Korea and Ja- 
pan, the three allies most closely involved in trying to wean it 
from its nuclear ambitions, all need to speak with a single 
voice if they are to have any hope of success. 

The most useful thing Mr Roh can do is to make it clear that 
the flow of trade and investment, not to mention large dollops 
of aid, will continue only if North Korea's nuclear pro- 
grammes are dismantled. What is more, any deal would need 
to be a robust one that included, among other things, proper 
checks to ensure that it is honoured, as a 1994 agreement to 
freeze the North's plutonium production did not. 

The right sort of deal with North Korea is essential to the 
success of Mr Roh's presidency. South Korea's economic re- 
covery, after the Asian crisis that was in full flood when his 
predecessor was sworn in five years ago, is being undermined 
by uncertainty about the North. South Korea's bonds have 
been downgraded by ratings agencies and foreign investment 
is falling sharply. Having a nuclear-armed dictator threatening 
war from just across the border is not conducive to business 
confidence. Mr Roh needs to help do something about it. = 
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it that in opposing a war on 

dam Hussein they are mo- 

ated exclusively by a love of 

_ peace ("How deep is the rift", 

_ February 15th). However, their 

_ proposed solution, an indefi- 

_ nite continuation of the UN in- 

ection process, can only 

ork as long as America and 

Britain maintain an invasion 

rce of 100,000 troops near 

- Iraq. Nobody can doubt that 

. once this force is withdrawn 

- Saddam will simply kick out 

_ the inspectors, as he has done 

_ before. To prevent this, France 

d Germany should offer to 

ver the full cost of maintain- 

g the troops for as long as it 

_ proves necessary. This would 
how that they are not simply 

notivated by anti-American- 

cowardice and the self- 

st of their politicians. 

DRZEJ KOZLOWSKI 

hama, Japan 


R - If France and Germany 

2 $0 keen on a two-speed Eu- 
pe, then why not a two- 

eed NATO? We will have 16 
tions that are totally com- 
tted to mutual defence and 
e that we might help out 
we feel like it. 

RTIN TURNER 


Affordable luxury 


SiR - You write that Pinault- 
_Printemps-Redoute has suf- 
fered a "business catastrophe” 
in relation to its strategic move 
Anto the luxury-goods indus- 
try through its investment in 

- Gucci (“A costly luxury”, Feb- 
‘ruary 8th). This is a blatant 
“misreading of the reality. PPR 
isin the process of focusing on 
its retail and luxury-goods ac- 
tivities. Our recent history 
'Shows that this shift has been 
_a well-thought-out strategy. 
_As part of this process, PPR 
will continue to exit other 
'usinesses in an orderly fash- 
Landi in very good condi- 
ons, as it has done recently. 
Further, the acquisition of 
' Current 58.2% sharehold- 

‘in Gucci has been com- 
ted at prices that are below 
loraverage valuations. ee 














R ~ France and Germany in- - 





` sition will be prov 
* with the full-year results on 
- March sth, but let me assure 


you that we expect PPR's fi- 
nancial structure to be strong 
at the end of 2004. Far from 
being a catastrophe, the recent 
developments of the group 
should provide the basis for 
stronger growth and results in 
the future. 

SERGE WEINBERG 

Chairman and CEO 
Pinault-Printemps-Redoute 
Paris 


Watching, not doing 


SIR - You state that Kinji Fuka- 
saku's film "Battle Royale" 
could encourage teenage 
crime (Obituary, February 
ist). The media may be a fac- 
tor but more likely culprits in- 
clude family and cultural 
breakdown, poverty, avail- 
ability of firearms, and in- 
come inequality. Canadian 
teenagers watch much of the 
same stuff as American teens, 
yet commit far fewer crimes. 
Japanese youngsters have 
popular media awash with sa- 
distic violence, yet are 
strangely less violent than 
their American counterparts. 
HENRY SHIEH 

Woodside, New York 


Christian message 


SIR - When Lexington argues 
that President George Bush 
has "been careful to make his 
public speeches as ecumenical 
as possible", he speaks a truth 
in a way that was probably 
not intended (February 8th). 
Ecumenicalism is specific to 
dialogue between Christian 
denominations; it is not a syn- 
onym for multi-religiosity. Mr 
Bush's speeches, especially 
since September 11th, have 
been undeniably Christian in 
nature. He is not speaking to a 
multi-religious nation but to 
his base in the fundamentalist 
Christian right. 

DANIEL ROTHSCHILD 

Manchester 


SIR - I suspect that secular Eu- 
ropeans, like secular Amer- 
icans, have a distorted view of 





- religion. The 20th century was 
the bloodiestin the history of 


The Economist February 2 


humanity because of two 
world wars, the Korean and 
Vietnam wars, and the mur- 
derous regimes of Stalin, Hit- 
ler, Mao Zedong, Pol Pot, etc. 
The wars were started for sec- 
ular causes; the mass murder- 
ers were atheists. One would 
think, after a century of over- 
whelming evidence proving 
the evil nature of secularism, 
that intelligent people would 
be less enthusiastic about it. 
ROGER MCKINNEY 

Tulsa, Oklahoma 


Spain and the Basques 


SIR - Your article on the 
Basque country could be mis- 
leading ("No truck with terro- 
rism", February 8th). The 
Spanish government indeed 
^wants to show that the re- 
gion must become like any 
other part of Spain". This does 
not mean that the Basque 
country's strong political, so- 
cial and cultural personality 
should be diminished one 
iota. It just means that the ba- 
sic right to live and vote freely, 
without the threat of terror, 
which anyone who happens 
not to be a nationalist has to 
suffer in that region, must be 
guaranteed. Only on February 
8th, in a tragic example of this 
lack of normality, a member 
of the Socialist Party was 
killed in Andoain. 

MARQUÉS DE TAMARÓN, 

Spanish ambassador 

London 


Computer games 


SIR - You are right that chess- 
playing ability says little 
about the potential of com- 
puters to mimic human intelli- 
gence (“Not so smart”, 
February 1st). However, you 
miss a broader point about re- 
cent progress in artificial intel- 
ligence. A more illuminating 
example can be found in back- 
gammon. While chess pro- 
grams have played ata 
world-class level for two de- 
cades, backgammon software 


based on the same brute-force 


approach has never achieved . 
more than a WERE k intermedi: 


2 ate level of play. The break- 
through came in 1995 with TD 


2nd 2003 





Gammon, a program based on 
a neural network that func- 
tionsin a way very similar to 
the human brain. 

Today, the best backgam- 
mon programs are arguably as 
good as the top human play- 
ers and all are self-teaching 
systems based on neural net- 
works. This has mirrored pro- 
gress in fields as diverse as 
speech recognition and credit- 
card fraud detection, where 
modern techniques combined 
with a continuing explosion 
in computer power have 
made possible behaviour that 
seems very like human intelli- 
gence, albeit limited to a spe- 
cific domain. Chess was never 
likely to be a good yardstick 
for measuring machine intelli- 
gence as its strictly formal na- 
ture, devoid of fuzziness and 
chance, is exactly the opposite 
of the kind of task where the 
human brain excels. The ran- 
dom element inherent in a 
dice roll makes backgammon 


a much better analogy forreal- — 


world mental problems. 
MATTHEW GERTNER 
Prague 


SIR - Fifty years ago everyone 
believed that playing chess re- 
quired intelligence. Clearly we 
cannot trust our intuition 
about what can and cannot be 
achieved by mere number- 
crunching. Perhaps, 50 years 
from now, The Economist will 
be written by a computer? 
GEORGE MOROMISATO 

Cambridge, Massachusetts 


SIR - The reason that people 
remain so much more impres- 
sive than computers is the 
sheer versatility of our intelli- 
gence, from feats of manual 
dexterity to the most abstract 
reasoning. Emo Philips, an 
American comedian, says it 
best: “A computer once beat 
me at chess but it was no 
match for me at kick boxing.” 
TIMO HANNAY 

London s 
















Can you make a world of difference? 





International Public Sector Consultants 


Atos KPMG Consulting works with the Department for 
International Development and the World Bank to tackle 
poverty in Asia, Eastern Europe, Africa and the Caribbean and 
make a lasting difference to the public services and people of 
developing and transitional countries, We work with 
governments in these countries to improve their performance, 
delivery of public services, transparency and accountability. We 
work with them as they develop proposals for change, then 
assist them in their implementation. We operate government- 
wide and work at the very highest levels. Put simply - this is 
consultancy at its most fascinating and fulfilling. 


We're seeking consultants to join our successful and growing 
team. You'll have proven relevant expertise and experience 

. including in developing or transitional countries, in one or more 
of the following: 


.* public expenditure management 


* developing medium term expenditure frameworks and 
linking them to public sector poverty reduction strategies 




























KNO LEDGE. UNLIMITED. 


< |. Universitas 21 Global invites applications for the position of 
| -Dean of the Master of Business Administration Programme. 
The Dean has overall responsibility for the academic and 
administrative leadership of the MBA Programme, including 
the development of programme content for online delivery, the 
appointment of faculty, quality assurance in content and 
teaching, budget management, student affairs for MBA 
^participants, liaison with other departments, and similar 
—] matters. The Dean has a major role in development of online 
|] pedagogies for the business programme and in evolution of 
— the learning management system. The Dean represents the 
MBA programme in relations with other academic institutions, 
corporate partners and clients, and external stakeholders in 
general. The Dean reports to the Academic Provost. 


Universitas 21 Global is an e-University located in Singapore, 
created as a joint venture between Universitas 21, an 
international consortium of distinguished universities, and 
Thomson Learning, a world-wide provider of tailored learning 
solutions for individuals, businesses and institutions. Building 

. on the tradition of excellence established by its founders, this 
—] new university will provide online educational programs that 
| will meet the psam i he: individuals and eopretons in the 


"Universitas 21 Global 
The Economist February 22nd 2003 — 





www.atoskpmgconsulting.co.uk 


ae: 
Atos KPMG Consulting 


This advertisement i issued by Atos KPMG Consulting Limited, registered office 1-2 Dorset Rise, London ECAY BEN, © Atos KPMG Consulting Ltd 2002. 


DEAN, MASTER OF Business ADMINISTRATION PEGORANUE 






Based in London with international travel 


* financial management and accounting 
* internal or external audit 
* anti-corruption 


* managing organisational change in Ministries of Finance 
or equivalent B 

















* public sector performance improvement. 


A team player, you'll be an enthusiastic exponent of poverty — 
elimination. You'll have proven ability to operate at a strategic _ 
level. Analytical skills allow you to identify key issues, then 
design and implement practical solutions. Resilient, self-reliant — 
with excellent communication skills, you'll need to be flexible, 
as you'll spend a significant amount of time with clients 
outside the UK. 


For more information and to apply, please visit 
www.atoskpmgconsulting.co.uk/careers/jobsearch.html and : 
search under reference 0210. 


information economy of the 21st century. Programmes will 
launch in 2003 for offering to students worldwide via ihe 
Internet. ; 


Successful candidates must have a PhD in one of the core 
management disciplines, a record of distinguished resea 

and scholarship, a passion for teaching, and succes: 
experience in administrative or managerial positions. W 
experience in online education is not required, a high level of 
comfort with educational technology and commitment to 
distance learning will be essential. 


For further information, please contact our Human Resource 
Department or apply with a detailed Curriculum Vitae to 


Mr P S Srinivasan, 

Vice President, Human Resource, 
Universitas 21 Global, 

5 Shenton Way, 401-01 UIC Building, 
Singapore 068808. 

Tel: (+65) 6410 1300, Fax: (+65) 6410 1358, 
E-mail: srini.sundaram @ u21 global.com 








www.u21global.com 

















I: UNITED NATIONS CORE VALUES: | — Ó 
| INTEGRITY, PROFESSIONALISM, RESPECT FOR DIVERSITY ependent Board. lea diveise oho sugnitianr New cenam 


je ————— —Á ! à business, employing 9500 people and generating revenues of 


; As part of its planning for potential new peacekeeping operations, the United Nations $985 mi flion. 
1 is building a roster of applicants in the field, at different levels of responsibility. 
We are inviting candidates to submit their applications, in the following occupational The New Zealand Post Group's diversity is reflected in its purpose of 
oups, among others: “people reaching people through New Zealand Post for messages, goods 

E EELEE a ct ce EAE SE a ie TETE EE ee oat and payments” and together with the postal business includes banking, 


? i * 
C) Politica! Affairs 2 Human Resources C Finance / Budget C Transport data management, express and logistics, international consultancy, new 


: i. : - ventures and a retail business, 
4 Legal Affairs — Procurement C Information Technology — Logistics New Zealand Post is considered to be a benchmark of excellence in the 


postal sector and has built a reputation as an international leader in service 

. performance and operational efficiency, At the same time New Zealand Post 
is operating in one of the most competitive postal markets in the world and 
will face significant challenges in ensuring its continued success. 


New Zealand Post is an employer of choice and asa recipient of a number 
of business awards is well on its way to accomplish its vision of bein ne 
"recognised by New Zealanders as the best company in New Zealan 


We are seeking applications from ipid outstanding individuals who have 
the drive, passion and ability to build on past successes and who can lead 
this multi-faceted organisation into the future, Applicants should have 
proven experience of running a large corporate preferably in a modern 
postal, distribution, logistics or communications business. 
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-f Core Competencies: Good interpersonal skills, demonstrated ability to make decisions, 
establish and maintain good working relations with people of different national 

«d and cultural backgrounds, planning and managerial skills. Recognized professional 
.t competence in area of specialization. 


_ | Minimum Qualifications and Experience: First University degree and at least 3 to 5 
|. years of relevant experience. Field experience is an advantage. 


. | Languages: Fluency in French and/or English is required. 


..] Remuneration: Remuneration will vary according to the post level, education and 
^P work experience of the candidate. 


i ‘Terms of employment: Appointments will be for an initial period of six months. 


| Family members may not accompany staff assigned to those peacekeeping operations 
designated as non-family duty stations. Other restrictions may apply. 


nterested applicants should apply online at www.jobs.un. org and click on 
















For further information please contact: 
Haine McCaw or Litas Bell, 








| oH M ! Y db MCI AMPEYLE 
“Job opportunities and other peacekeeping field operations” where additional Bi Bere 468 Meltin, New yu. CL 
nformation is available. Email your CV to searchübmb co.nz Fin AMAROR REVER GROUP 









. or telephone +64 4 499 5051, 
Applications close: Friday, 14 March 2003. 


eto the expected volume of applications, we regret that only candidates 
lained for inclusion in the roster of the Department of Peacekeeping Operations 
be acknowledged. 


e United Nations shall place no restrictions on the eligibility of men and women 
participate in any capacity and under conditions of equality in its principal and 
idiary organs. (Charter of the United Nations - Chapter 3, article 8). 






























: The New Partnership for Africa’s Development (NEPAD) is a programme of the African Union (AU) to implement the pledge by African 
- leaders, based on a common vision and a firm and shared conviction, to eradicate poverty and to place their countries on a path of 
sustainable growth and development and, at the same time, to participate actively in the world economy and society. 


On request of the South African Presidency, the Development Bank of Southern Africa (DBSA), houses the NEPAD Secretariat in the 
DBSA headquarters in Midrand, South Africa, and is rendering corporate management and logistical services to the NEPAD 
Secretariat. 


The United Nations Development Programme (UNDP) has provided $1.9m to carry forward the NEPAD agenda in six priority areas: 
a technical support facility; a NEPAD Advisory Panel; a joint communications strategy with the AU; the APRM and co-ordination with 
the AU; external partnership development, and promotion and monitoring of the Millenium Development Goals (MDGs) 


DBSA has been requested to recruit the following professionals for the programme on behalf of the NEPAD Secretariat: 


1. Project Manager; 2. Manager: Technical Support Facility; 3. Programme Facilitator: Democracy and Good Political 
Governance; 4. Programme Facilitator: External Partnership Development; 5. Programme Facilitator: MDG Promotion 
and Monitoring 


Successful candidates will be based at DBSA's headquarters in Midrand, South Africa, on a 12 month fixed term contract, to 
commence in June 2003. The DBSA terms and conditions of employment will apply. 


The qualifications and background that we seek are: “ A Bachelor's degree in Social Science; Economics; Information and 
Communications Management V Proficiency in English and French and/or any other AU language « Candidates must be African 
nationals (including Africans in the diaspora) with a vision and commitment to African renewal. 


Qualified candidates must apply for a specific position by submitting a curriculum vitae and accompanying letter to 
June Quin, DBSA, P O Box 1234, Halfway House, 1685, South Africa, or by e-mail at juneq@dbsa.org 

interested candidates can access detailed job descriptions on the following websites: http://www.unops.org 
http://www.undp.org and http://www.dbsa.org 


Closing Date: 09 March 2003 


Please note that: “ Applications received after the closing date will not be considered v Only those candidates that are 
shortlisted for interviews will be notified “ Qualified female candidates are strongly encouraged to apply “ NEPAD is 
an equal opportunities employer and aims to reflect the diversity of African society. 


United Nations Development Programme 


nist February 22nd 2003 


































E Nigeria 
Group Managing Director 


| Our client is a leading conglomerate with interests in strategic sectors of the 


1 Nigerian economy: oil and gas, real estate, high technology engineering, 


> | shipping, and food processing. The Group has a strong asset base, high net 
worth investments, and strategic local and international business 
relationships. It requires a unique professional for the position of Group 
Managing Director who will: 
champion development of strategies, including target markets, industries 
and investment vehicles that will deliver superior long-term sustainable 
results; 


provide leadership and guidance for implementation of Group strategies; 
develop new business opportunities in Nigeria and internationally. 


This is an opportunity for an expatriate or Nigerian visionary with a 
demonstrated entrepreneurial flair. The ideal candidate will have had board, 
or very senior level corporate experience with significan: international 
dimensions. Cognate experience should preferably include hands-on 
management of mergers, acquisitions and take-overs or corporate 
restructuring, as well as a demonstrated understanding of 
investment/corporate banking. Extreme maturity, people development skills, 
political savvy, cultural fluency and an ability to operate at the highest levels 


along with higher qualification(s) in business administration or finance is 
desirable. 
To apply, please send a comprehensive curriculum vitae, quoting the 
reference number ES0203, to: 


KPMG Professional Services 
22a Gerrard Road, Ikoyi 
Lagos, Nigeria. 
E-mail: recruiting@kpsresourcing.com 


built upon the skills, peii ris and dedic 5 o ofo our pan and it can 

_ only be maintained with a commitment to: recruiting the best person 

for every job. Our Economic Research group now seeks to appoint 

..two Associate Economists to join the Hong Kong and Japan-based 
. economics team covering Asia. 


. | ASSOCIATE ECONOMIST 


As an Associate Economist, you will be expected to assist the Senior 
Economists to carry out economic analysis on issues of significance 
[| in Asia. You should have an excellent academic record, including an 
s] undergraduate, and preferably a post-graduate, degree in 
4 economics. Strong quantitative and computer skills are essential. 
"ideally, you should have approximately three years of research 
"experience gained within a recognized research institute, financial 
services group, government department, or international agency. 
Experience in Asia would be beneficial. 


The position requires fluent written and spoken English and 
knowledge of an Asian language(s) would be advantageous. 


To apply, please email your resume, complete with cover letter, 
to asia.recruitment@gs.com. The subject line of your email 
should be: 'GIR3232 - Your Name’. 


-oigo Deadline for applications. fe March 21, 2003. Only shortlisted 
| candidates will be notified. 


Goldman Sachs is an Equal Oppon inity Employer 
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are essential. A background in a numerate discipline preferably engineering, 


"sent by post. 


EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt : am Main on 
June 1998, is seeking to fill the vacancy detailed below in the Front. Off 
Division of the Directorate General Operations. 


The ECB has its own terms and conditions of employment, incliding B 
competitive salary structure, retirement plan, health insurance and relocation 


OPERATIONS EXPERT 
(Ref.: ECB/057/03/1/ECO) 






















Within the Directorate General Operations, the Front Office Division (RO) 
is responsible for carrying out monetary policy and foreign exchange : 
operations, monitoring the evolution of global financial markets and 
analysing market trends. | 
The holder of this position will contribute to the performance of the following 
tasks within the Division: 
* analysing developments and trends in financial markets; P 
* analysing and developing issues related to the implementation of for 
exchange and monetary policy within the: operational. framework 
Eurosystem, and to the structure and functioning of financial nark 
including products, sectors, procedures and systems; d 
* contributing to the preparatory work for the integration of. the 
countries' central banks in the ESCB and in the. Eurosystem, 
the monetary policy and foreign exchange operational fram 
* preparing and executing centralised foreign exchange policy t 
* preparing and co-ordinating decentralised monetary. I an 
exchange policy operations; E 
* performing some operational tasks related to ERM H interven i 
* monitoring the national central banks’ and Member States 
with foreign assets and working balances: and : 











































The holder of the position will te expeitid io: 


Qualifications and experience i 
* Advanced university degree in economics, finance or buisiness 
administration, or proven ability to perform the tasks commen 
such formal academic qualifications. 
* Knowledge of financial markets and experience of monitoring 
sing markets. Knowledge of central bank policies and operational 
works. a 
* Dealing experience, preferably in foreign exchange and/or money mark 
* Ability to communicate complex issues, orally and in writing, in non 
technical terms. 
* Ability to work in a team and under time pressure. 
* Very good command of English with proven drafting ability. A vedi 
knowledge of at least one other official Community language is regui e 


Applications 
Applications should be submitted in English and include a covering euer, 
curriculum vitae and a recent photograph together with references confirming 
the required experience and skills. They should be addressed, quoting the 
reference number, to the European Central Bank, Recruitment and Staff 
Development Division, Postfach 16 03 19, 60066 Frankfurt am Ma 
Germany and should reach the ECB no later than 14 March 2003. = 
Candidates must be nationals of a Member State of the European Union. 
of one of the following EU accession countries: Cyprus, the Czech Republi 
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovenia, Slovakia. - 
Applications will be treated in the strictest confidence and will 
returned. 
This vacancy has also been posted on the ECB's website at ww 
To meet the deadline, a copy may be sent by fax to +49 69/1 344 
e-mail to recruitment(gecb.int. However, a signed application m 
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SOCIAL SECURITY ADVISORY COMMITTEE - 
COMMITTEE MEMBER 


E Established in 1980, the Social Security Advisory Committee (SSAC) is responsible 


i «for giving advice to the Secretary of State for Work and Pensions about a wide 


range of social security matters, including the links with labour market and wider 


] social welfare issues. It has the power to scrutinise proposals for secondary 
^C legislation, and its reports on proposals are published by the Secretary of State. 


d The Committee's membership takes in both people with specific knowledge of 
§ social security policy, law and operations, and those with broader interests in 
d social welfare policy and related fields. The Committee is independent of 
d Government, the Department and sectional interests, and has a strong track 
b> record in offering informed, expert advice. Appointed by the Secretary of State, 
4 and supported by a small 
d. opportunity to contribute to a programme of work covering both the detailed 
qp o workings of social security provisions, and the wider sweep of policy. Posts are 
d > part-time (the Committee meets once a month in London, but Members are 
jd expected to take part in up to a day per month of other activities, whenever 
E possible), and fees and expenses are paid. 


secretariat, members of the Committee have the 


X Although members serve in a ‘generalist’ capacity, on this occasion we are 
 jdooking to recruit someone with knowledge of the economic context in which 
the social security system operates. Ideally, you should have a good 
understanding of both the funding and the structure of the system. Political 


] neutrality, discretion, commitment to engaging in all aspects of the Committee's 


remit, communication skills and the ability to work as part of a team are also 


I requirements for this post. 


: Information on the Committee and its work plus application forms can be found 
jJ oon our website www.ssac.org.uk, Forms can also be obtained by contacting the 
qd Committee Secretary, Gill Saunders, 


phone: 0207 412 1506, email: 
“ssac@dwp.gsi.gov.uk. The deadline for applications is Friday 21 March. 


Further vacancies may arise later in the year, and expressions of interest in these 
posts are also invited. Applications are welcome from members of ethnic 

ünorties, people with disabilities and both men and women. SSAC is 
committed to the principles of public appointments based on merit, independent 
assessment and openness, with transparency of process. 


2 Senio + Directors 
£46,000 - £57,000 pa (negotiable depending on experience} - 


Amnesty international (Al) is a worldwide organization campaigning on human 
rights issues. The International Secretariat in London is the movements centre for 


-.. international research, campaign action and policy making. It employs over 400 


staff across international, regional and resource programs. As part of an extensive 
change process the International Secretariat has been reorganized and the 
management system is being restructured to strengthen leadership, delivery and 
accountability of all staff. To this end, Amnesty International wishes to appoint two 
|o. new Senior Directors, who eau with the Secretary General and the Executive 
«c Deputy Secretary General will form the senior leadership team. 


-— Senior Director (Movement Support 





E Nou will be responsible for leading the preparation and implementation of a 
- "movement wide strategy for membership development and growth; promoting the 


ps understanding of development as a challenge for the entire Al movement; leading 
5s the implementation of human rights education to strengthen Al's role 


inthe global human rights movement; and participating in the corporate 


A management of the International Secretariat. Ref: 096/03/02. 
For further information and te apply online, please visit our website 


IPA Energy Consulting 


Economic Regulation in 
Electricity, Gas and Water 


IPA Energy Consulting works at the forefront of designing 
and implementing liberalised electricity and gas markets for 
Governments and Regulators, and providing analysis for 
major energy and utility companies. IPA is based in the 


beautiful city of Edinburgh - www.edinburgh.org. 


The quality of our work and originality of thought continues 
to create significant growth. We need further high calibre 
staff who have practical experience in regulation, preferably 
with a major utility or industry regulator in electricity, gas or 
water. 


Visit out website - www.ipaenergy.co.uk — for 
further information 


(or fax/ e-mail Shona Harcus on +44, 131.220.6440/ 


Based in London 





Senior Director (Regional) 


You will be responsible for providing political advice on regional operations; 
leading the planning, development and implementation of regional strategies: 
overseeing regional programs, including the application of policy, research, action 
and development standards; and participating in the corporate management of the 
international Secretariat. Ref: OSG/03/03. 


As a key member of the senior leadership team, you will report directly to the 
Secretary General. Your vision, leadership and team spirit must be complemented by 
personal confidence and professional expertise in your field. You will have had 
significant experience at a senior management level and must be able to work 
collaboratively, making decisions swifily and effecting strong delivery. You will be 
recognized as a leader in your field; have a number of years of experience in 
innovative application of your expertise: bring commitment and energy to match the 
weight of your responsibilities; and offer demonstrated capacity to motivate and 
empower others. 


... Www.aminesty.org/jobs or fax (+44) 20 7413 5822 quoting the above reference. 
ux Closing date: 6 March 2003. Interviews: Week commencing 31 March 2003. 


amnesty 


international <j 


international Secretariat 
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X ion. Linien was founded in 1938 and brings together 79 states, 112 government agencies, 76d 
ore dé 600 s scientists iul experts from i / E countries ina DARE: rice ae itx 







lieiped exer FS countries to prepare à and Aeka stat oral conservation and biodiver. sity strategies. 
| Wotely £000 staff, most of whom are located in ins 42 regional and country affice while 00 work ar its 
[: Headquarteis m Gland, Switzerland. HUCN iy an equal opportuniry employer and welcomes applications from qualified 


E aned MER 
LEGAL COUNSEL 
Location: 1UCN Headquarters, Giand, Switzerland 





Availability: Immediate 


UCN is creating a new and challenging senior position, reporting to the Director General, with the overall 
objective of providing legal advice to IUCN's global Secretariat. The Legal Counsel will he responsible for 
handling all legal issues arising within IUCN, 


21 

| 

| 

Í 

Key roles, tasks and responsibilities: | 

@ Provide guidance and assistance in the negotiation and drafting of contracts relating to a variety of areas | 
such as employment, consultants, purchasing, leasing. property, msurance, ete. | 

w Provide technical advice on issues related to Memoranda of Understanding with host countries and other | 
intergovernmental organisátions. 

& Be responsible for advising on dispute settlement amd litigation (coordination of the Union's legal position, | 
approval of settlements, appointment of outside legal counsel). | 
Advise on and manage Issues conceming Intellectual Property protection (trademarks, logos, brands, etc). | 

i 
1 
= 


i 
a Review material for public disclosure. 

W Advise senior management on issues related to policies and codes of cónduct. 

w On specific request by the Director General, conduct intertial legal reviews of the organisation, 
s Undertake such other egal tasks as may be assigned by the Director General. 





z- Excellent working koowledge of Community law and familiarity with financial and labour laws and 
] practices - 
|- A minimum of eight years’ professional experience, preferably acquired im a maltinstionab/mukticulniral 
environment, 
- Excellent command of English with proven drafting ability, Good working knowledge of French and/or 
Spanish would be an asset. 
- Good PC skills and good knowledge of standard MS Office applications. 
- Af interest in and commitment to IUCN s work im nature conservation and sustainable development. 


Applications: 
E ten ed candidates should send their curriculum vitae together with a covering letter to reach the address 















Director - Human Resources | 
IUCN ~ The Work! Conservation Union i 
Rue Meaverney 28 
1196 Gland. Switzerland 
Fax 34122 9990339 E-mail: jobapplications@iuenorg — wwwiucn.org | 
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EXECUTIVE SEARCH 


; major aluminium rolling mill plant with a capacity of 30,000 metric tons per annum 
which i is listed on the Ghana Stock Exchange, is inviting applications for the position of 


MANAGING DIRECTOR 


The company is looking for an energetic, results-oriented person as Managing 
irector. Someone who has the ability to lead the management team to take the right 
decisions needed to sustain the excellent productivity and profitability of the company. 


The Responsibilities 
The successful candidate will be required to develop a strategic management plan to 
improve the long term competitive advantage and growth of the company and 
formulate new strategies to increase the company’s productivity and profitability: 
Provide effective leadership for the management team. Manage the operations, 
finances and administration of the company for it to maintain ifs position as a leading 
manafacturing concern. 





The Requirements 

A good first degree in engineering, economics or business administration. Possession 
of an MBA would be an advantage. Minimum of 15 years relevant working experience. 
5 of which should have been in a Senior Management position in a reputable 
manufacturing company. Previous experience as a Managing Director in a similar 
industry will be an advantage. Strong leadership, management, communication and 
inter-personal skills. 


The position will be vacant from 1/9/04. The successful applicant will however be 
required to start work on 1/6/04 to understudy the present Managing Director for a 
period of three months before he finally takes over. 








Remuneration: Attractive, with performance related bonus. 

Applicants should submit their applications with recent curriculum vitae, salary 
> history, copies of relevant certificates, one passport size photograph and names and 

addresses of three referees 10: 


The Secretary, P. 0. Box 914, Tema, Ghana. 


The deadline for receipt of applications is Pith March, 2003. 
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US Economic Research - 


We are looking for an economist to join our 

economic research team. We expect a Ph.D. from: top 
university, original thinking, and excell 
communication skills. Applicants with a strong intere 
in financial markets and in US economic policy 
preferred. A year or two of job experience—preferab. 
in a central bank, policy institution, or financial ma: 
firm—would be advantageous but is not requ 
Some familiarity with US economic data would also 


helpful. 








Please respond via email with subject line 'Econo 
Position' and an example of written work if: ave ab: 


Jan.Hatzius@gs.com and Melisse. lisse Dornier@ s.c ! 





Secretariat 


Reporting Arrangements 

The position reports through the Senior 
Secretariat Officer {Editing}, to. Assistant 
Secretary, Office of the Secretary (OSECI. 


hg of Responsibilities 
Edits internal papers for submission to 
the Board of Directors including loan 
and technical assistance 
documentation econonuc, 
environmental, completion, and 
evaluation reports: information and 
policy papers; and strategy studies; 

B Orgerizes and conducts editorial 
training courses for staff; 

W Devises ways to improve the flow of 
documentation; and 

MW Performs other duties, as required. 
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USA and the Philippines, whose: nas; 
by their respective govemments. Whde ihe: 
position advertised is for ADB Headquarters in 
Manila, Philippines, ADB staff must be pregar 
| serve in am location outside the Headquarters at 
the discretion of Management. Applicants must be 
| mationdisof one of ADE's member countries. 
|o International experience will be taken into 
consideration. 
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Selection Criteria apptorm.asp or send application, quoting Ref. Nó. 
@ A masters degree in a relevant EXT. PSU3-Q35(2 -OSEC, 
disciplina; ; by 8 March 2003 to; 
M At least five (5) years of relevant | v 
experience as a professional editor; i Human Resources Division, 
@ Fully conversant with standard editing Asian Development. 
practices and skis, | — PÓ. Bex 789.0980 Manila Philippines 
@ Proficiency in use of software | bocas: PURIS 


Babes bs (0| Tek 832-4444 * Fax: 636-2550 
gni heen Word, Excel, and | Emak jobs@edb.ory 

Good analytical, interpersonal, and : Women are actively eacouraged to apply. 
multidisciplinary skills: and | sesion aae of applications oonmadfy 
Excellant oral and written | _-Racelvet, ony shortlisted candidates ik ke no 
communication skills in English. ee uk 
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Our cement manufacturing process uses rotary kilns that operate at 250058 





Our passion for change has built the most 
profitable global cement company around. 


As global building needs evolve, a passion for change enables CEMEX to thrive 
in developing countries and mature markets alike. It's a passion that allows us to 
capitalize on strategic opportunities for growth and greater efficiency, diversify 
our operations across 30+ countries on four continents, and innovate new 
cechnologies to strengthen connections with customers. And it's a passion that 
has fueled our ability to deliver stable, sustained double-digit growth to 
shareholders over the past 10 years— becoming a global leader in construction 
materials and cement manufacturing and distribution, and the world's largest 

CX trader of cement. When you're passionate about something, you can 
build anything—and improve the quality of life for people worldwide. 


i - - - ~~ awaa = Eai 
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Irrelevant, illegitimate or 


indispensable? 


The UN risks a battering in the coming weeks. But don't write it off yet 


N ATMOSPHERE of misgiving per- 
vades the upper storeys of the United 
Nations building in New York. Those who 
sit here, in the higher reaches of the Sec- 
retariat, fear that, come what may, the UN 
will emerge battered from the current 
struggle over Iraq. Some outside say it may 
not emerge at all. 

Even before the latest, far-from-consen- 
sus-creating report from Hans Blix, the 
UN's chief weapons inspector, his masters 
were feeling the heat. Over and over, they 
had been hearing that this was a defining 
moment for the UN. "Iraq has now placed 
itself in danger of the serious conse- 
quences called for in UN Resolution 1441,” 
declared Colin Powell, America's secretary 
of state, before the UN Security Council on 
February 5th. “And this body places itself 
in danger of irrelevance if it allows Iraq to 
continue to defy its will without respond- 
ing effectively and immediately." 

Some see something worse than irrele- 
vance. "If the United Nations, having 
passed 1441, now refuses to authorise 
war," argues George Will, a conservative 
American columnist, “the United Nations 
will essentially cease to exist. There is the 
outline of a satisfactory outcome: Saddam 


Hussein removed, the United Nations re- 
duced." Influential voices even closer to 
the Bush administration are already pon- 
dering how the UN might be remade when 
the time comes for a post-mortem on Iraq. 
Some openly question its current useful- 
ness. “Is the [UN] better able to confer le- 
gitimacy than, say, a coalition of liberal de- 
mocracies?" asks Richard Perle, a close 
adviser to the Bush administration. Oth- 
ers, scarcely bothering to disguise their 
glee, draw parallels with the League of Na- 
tions, the UN’s ill-starred forebear. No 
wonder that, from the 38th floor of the UN 
building, some of the hawks ready to 
sweep down on Iraq seem more like buz- 
zards who might relish a bit of carrion on 
their return. 

Are things really so bad? Wouldn't a 
new resolution, following up 1441 and ex- 
plicitly authorising war, put the critics to 
flight? Hardly. Cogent as the Americans' 
complaints may be, they are matched by 
equally cogent criticisms from non-Ameri- 
cans. The UN is, after all, meant to work for 
all its 191 members, not just the United 
States, even when it acts with the four 
other permanent members of the Security 
Council-Britain, China, France and Rus- 
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sia. If the Security Council gave America 
its authority to attack Iraq, the war would 
become legal, but for many, perhaps most 
people, it would still be illegitimate. In the 
opinion of huge numbers of Africans, Ar- 
abs, Asians and Latin Americans, and not 
a few Europeans too, the Security Council 
would simply be acting as an instrument 
of American foreign policy. Broadly speak- 
ing, the world does not take the view that 
Saddam Hussein is, at present, a threat to 
international peace and security—the only 
reason, apart from self-defence against an 
armed attack, that the UN charter gives asa 
justification for war. If, in the absence of 
new evidence, the Security Council de- 
clared Iraq to be such a threat, many coun- 
tries would see that as reflecting its sub- 
ornation by the United States. 


No worse than wurst 

So what, it may be said? Most laws are 
forged of compromise, bribery and arm- 
twisting. That is why Bismarck likened 
them to sausages: it is better not to see 
them being made. Yet UN laws are not 
quite like other laws. First, they are subject 
to no higher authority—no Supreme Court, 
for instance—than those who make them. 
Second, those who make them are not 
democratically appointed. They are there- 
fore particularly vulnerable to the charge 
of dubious legitimacy. 

That, of course, is a consequence of the 
nature of the institution, which tries to 
marry legitimacy with realpolitik. It is no 
good whining about the Security Coun- 
cil's lack of legitimacy if you wish it to re- 
flect the distribution of power in the» 


mw 


world: the council must recognise geo- 
political reality or, like the League of Na- 
tions, it will surely fail. This, incidentally, is 
the rejoinder to be used against those like 
Mr Perle who draw attention to the un- 
happy fact that the vote of China, hardly a 
democracy, can alone make the difference 
between international legality and illegal- 
ity. That's tough, but that's the real world. 

No it isn't, reply the majority. The veto- 
wielders on the Security Council, the Per- 
manent Five or P5, are simply the victors of 
the second world war, plus China. The ten 
other members are chosen from the ranks 
of the remaining 186 in the General As- 
sembly. In a neat piece of rebranding, the 
ten non-permanent members have taken 
to calling themselves the Elected Ten, or 
E10, thus pointing up the questionable au- 
thority of what a Dutch ambassador in 
1999 referred to as the Hereditary Five, a 
sort of international House of Lords. 

Two of the p5—Britain and France—are 
well aware of the inappropriateness of 
their status. Both are declared nuclear 
powers and may claim to be warrior na- 
tions, ready, usually, to commit their forces 
to collective actions in faraway places. But 
if clout were measured by economic 
power and population, Britain and France 
would make way for their neighbour, Ger- 
many, even if their own professed belief in 
a common European foreign and security 
policy did not anyway suggest they should 
yield "Europe's seat" on the Security 
Council to an ambassador from the Euro- 
pean Union. Britain and France support 
Germany's claim to a permanent place, 
but are not willing to cede their own. They 
know their membership is the main rea- 
son anyone takes them at all seriously on 
the world stage. That is why they strut so 
energetically at the UN. 

Russia should be equally embarrassed 
but is not. It has nuclear weapons and 
great-power pretensions, but its economy 
is about the size of Belgium's. In its current 
diminished condition, it cuts a feeble fig- 
ure, sometimes using the threat of its veto 
to block action (Kosovo), more often ma- 
noeuvring on the sidelines. China is happy 
to remain uninvolved so long as its rela- 
tions with the United States remain stable 
and no other national interest is affected. 

Several countries have excellent claims 
to join the P5. India, the world's biggest de- 
mocracy and biggest Hindu country, is 
pre-eminent. But promoting it would re- 
ward its decision to go nuclear. It would 
also antagonise many Muslim countries, 
unless perhaps Indonesia (Muslim, and 
lots of people), Nigeria (partly Muslim, 
also populous) or Egypt (Muslim, big Arab 
state) were promoted too. In any event, 
Brazil (big) and Japan (rich) would also 
have to join. 

How would such an unwieldy council 
ever come to a decision? Would some 
members be content to forgo the veto? (Ja- 


pan says yes, Germany no.) Could you 
have a pacifist country (Japan, Germany 
heading that way) in a body charged with 
maintaining international peace and secu- 
rity? Would Pakistan go ballistic, literally, 
if India joined the club? Would Africans in 
general be content to be represented by Ni- 
geria rather than South Africa? 

Such questions have been exercising a 
"working-group" on Security Council 
membership for years. Everyone knows it 
is getting nowhere. The general diplomatic 
stalemate is the proximate reason, but the 
bigger one is that the United States is not 
pushing reform, not yet anyway. That is a 
way of saying that in a Security Council 
that truly reflected the geopolitical reality 
of today, only one country, the United 
States, would have a veto-wielding seat: 
the P5 would become the P1. 


The arrogance of power? 

Even those honest enough to admit this 
have grounds to be unhappy about the 
way the council behaves. One articulate 
Asian ambassador complains that the P5 
act as though they own the council. They 
exercise their privileges, one being that the 
collective security structure can never be 
used against them or any state fully sup- 
ported by one of them (read Israel), but see 
no corresponding responsibilities. Martin 
Chungong Ayafor, speaking for Cameroon 
last December, put his point thus: "[The Se- 
curity Council] is composed of 15 mem- 
bers, but, little by little, it is becoming a 
body of five plus ten members." When Ire- 
land was on the council last year, its am- 
bassador was heard to grumble that, for $1, 
he was able to read a leaked draft of Reso- 
lution 1441 in the New York Times before it 
was presented to the E10. 





They're an innovation 





Such complaints about procedure 
probably seem esoteric to those whose 
main grouse about the Security Council is 
that it picks and chooses which of its ump- 
teen resolutions it will actively enforce, 
those on Israel being the ones most often 
cited. Like many such complaints—about 
arm-twisting, vote-buying, selective sup- 
port for the UN's wider attempts to con- 
strain such practices as weapons prolifera- 
tion-this is really aimed at the United 
States, not the P5. So, of course, is the 
charge that if the Security Council demurs 
from some enforcement action, the United 
States simply goes out and rounds up a “co- 
alition of the willing", much as a sheriff 
rounds up à posse. 

But America has complaints of its own. 
For years, they were mostly aimed at the 
General Assembly. America was infuri- 
ated by the assembly's vote to equate Zion- 
ism with racism. It became exasperated 
with the inefficiency and expense of a 
huge bureaucracy. It has always hated the 
hypocrisy—born, of course, of the mar- 
riage between legitimacy and realpoli- 
tik—on show when Libya chairs the UN's 
human-rights commission or, as seemed 
likely till last week, when Iraq would chair 
its conference on disarmament. Many 
American politicians have made their 
names by railing against the UN, and 
America long withheld its dues; at the end 
of 2000 the arrears stood at $1.7 billion 
and, despite a deal since then, the pay- 
ments issue is not fully resolved. 

The outrage has often been dispropor- 
tionate to the offence. Yes, the General As- 
sembly says some silly things, but none of 
them is binding. Moreover, as Kishore 
Mahbubani, Singapore's ambassador, has 
pointed out, "Were the General Assembly 
to be perceived as a compliant American 
instrument, it would quickly lose the re- 
spect, trust and commitment of the 5.75 bil- 
lion people who live outside the United 
States." This explains the paradox "that the 
demonstrated independence of the Gen- 
eral Assembly from us domination— 
while not serving short-term American in- 
terests-does indeed serve long-term 
American interests." 

The fuss over money seems excessive 
too. American pressure has done much to 
make the UN more efficient: budgets have 
been squeezed for years and so few people 
have been hired that the average age in the 
Secretariat, it is said, is becoming Methuse- 
lahian. Moreover, the total costs of the UN 
amount to only about $1 billion a year— 
compared with, for instance, the $380 bil- 
lion defence budget requested by the Bush 
administration for 2004. In truth, America 
does not handle the uw very skilfully. As a 
recent report for the Council on Foreign Re- 
lations, an independent American group, 
points out, it is hampered by "frequent us 
reluctance to support international agree- 
ments without adequate explanation of » 


» US objections; the us practice of withhold- 
ing...treaty-obligated dues; and long gaps 
in the confirmation of a us permanent 
representative to the UN." 

America does, nonetheless, have a 
point when it complains about the con- 
straints upon action that the UN imposes. 
Sometimes these arise from a disagree- 
ment with a permanent member (Russian 
objections over Kosovo, French objections 
over Iraq); sometimes they arise from the 
words of the charter, which, being de- 
signed (largely at America's behest) to for- 
bid war as a state policy and instead im- 
pose collective security as the norm, make 
it hard to launch an armed attack on a sov- 
ereign state. For a country like today's 
America, more interested in outcomes 
than in procedures, this is frustrating. 


A flexible friend 

Still, neither the United States nor its critics 
need despair. The UN has shown that it is 
capable of change; indeed even its con- 
stitution, the charter, is open to reinterpre- 
tation. An early example of that is the 
great-power veto, the foundation-stone of 
the Security Council yet not mentioned by 
name in the charter. Article 27(3) simply 
demands that all decisions should have 
the “concurring votes of the permanent 
members", implying that an abstention 
should count as a veto. Subsequent inter- 
pretation, though, has come to treat ab- 
stentions as just that, abstentions. 

Similar evolutions have enabled the 
UN first to start and then to expand the 
practice of peacekeeping, which is not 
mentioned in the charter at all. But under 
the mandate of a fictive "Chapter 62” of 
the charter, invented to mop up after the 
Suez expedition in 1956, countless peace- 
keeping operations have been undertaken, 
and their scope has been steadily wid- 
ened, notably after the experience of So- 
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Annan confronts the Rwandan failure 


malia and Bosnia in the 1990s, when the 
enforcement powers granted by Chapter 7 
were expanded. As a result, UN “peace- 
keepers” such as those currently in Congo 
are authorised to protect not just UN per- 
sonnel but also civilians under attack. 
Even stranger, some authorisations 
nowadays come after the event. That was 
true, in effect, of the Ecowas operation in 
Sierra Leone in 1997 and also the Kosovo 
operation, which was in the end (1999) 
"authorised" ex post facto by the resound- 
ing defeat of a Russian resolution that 
would have condemned it. 
Allinall,though the UN saw some of its 
darkest days in the 1990s—the massacre in 
the "safe area" of Srebrenica being over- 
shadowed only by the inaction in the face 
of genocide in Rwanda-it also demon- 
strated its capacity to adjust to changing 
circumstances. Indeed, in 1999 its secre- 
tary-general, Kofi Annan, enunciated a 
new doctrine that would have shocked 
most of his predecessors. Atrocities on a 
grand scale and the denial of democratic 
fundamentals should no longer be re- 
garded as purely domestic matters, he said, 
thereby tossing out ideas about the invio- 
lability of national sovereignty that went 
back to the Treaty of Westphalia in 1648. 
So should America take heart? On the 
one hand, yes: the UN is an adaptable 
beast. It survived the 1990s, a period of 
American "passive hegemony", with both 
successes and failures. A more assertive 
hegemony now confronts it, but it may ac- 
commodate to that too. Much will depend 
on the diplomacy of the next few weeks. 
No country nowadays wants to fall out se- 
riously with the United States; that is why 
a resolution to 1441 may well be passed. 
Whatit says, and who supports it, will con- 
dition the legitimacy as well as the legality 
of what follows. Clearly, the stronger the 
majority in the Security Council, the more 
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legitimate it will seem. 

If, however, Iraq is not disarmed with 
UN approval to the satisfaction of Amer- 
ica, an American-led posse will ride forth, 
and the Security Council will be badly 
damaged. That will be bad for the UN, and 
bad too for the United States. America 
could have gone to war a year ago without 
bothering to consult the UN. That it did not 
do so, despite the temptations, but instead 
resorted to months of cajoling, threatening 
and bribing countries like Angola, Guinea 
and Colombia (all present or recent mem- 
bers of the Security Council), was testi- 
mony to the uN's usefulness. Thomas 
Franck, of New York University Law 
School, likens the efforts to the old practice 
of rich men "buying" rotten boroughs to 
obtain a seat in the British Parliament: it 
was unedifying, but even so a mark of the 
esteem in which the institution was held. 


Who will put Humpty together again? 
America will surely find the UN useful, 
too, when the time comes to stop fighting 
in Iraq and to try to turn it into a decent 
country. An American occupation runs 
the risk of drawing the fire of every mal- 
content in the Middle East and acting as a 
recruiting agent for al-Qaeda farther afield. 
How much happier it will be if the difficult 
task of rebuilding Iraq can be dumped in 
the lap of something called the "interna- 
tional community", alias the UN. 

For their part, many of the 186 non-P5 
countries will complain about America 
and the rest of the Security Council, espe- 
cially if they see a follow-up resolution to 
1441 as a UN authorisation of pre-emptive 
action, a precedent to make most sover- 
eign states shudder. But the competition to 
join the £10 will still be fierce, even as it is 
today. Outside the UN, American conser- 
vatives may try to put together a club of de- 
mocracies to authorise future armed inter- 
ventions, but the two biggest that already 
exist, the European Union and NATO, are 
at present as riven as the Security Council. 
A third, the Commonwealth, may yet fall 
apart over one of its recalcitrant members, 
Zimbabwe. Do such clubs really offer an al- 
ternative to the UN? 

In short, however justified the misgiv- 
ings about the Iraqi episode, the UN is un- 
likely to go out of business. It has survived 
crises before, and been roundly con- 
demned on all sides. It is now due for an- 
other buffeting. In the end, though, it satis- 
fies a need. Singapore's Mr Mahbubani 
puts it thus: "Distance has disappeared. 
The world has shrunk to a global village. 
Every village needs a village council. The 
UN represents the only real village council 
we have." Realists, especially American re- 
alists traumatised by September 11th 2001, 
can retort that every village also needs a 
policeman, and the only one on hand may 
be America. Council and policeman, let's 
agree, had better work together. m 
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South Korea 


The bumpy road ahead 


SEQUL 


Roh Moo-hyun, to be inaugurated on February 25th, can expect no honeymoon 


HEN South Korea’s outgoing Presi- 

dent Kim Dae-jung took office five 
years ago, it was in the depths of the Asian 
financial crisis. South Korea faced bank- 
ruptcy, and was forced to seek a multi-bil- 
lion dollar bail-out from the International 
Monetary Fund: its largest ever loan. Grap- 
pling with that crisis, which forced the gov- 
ernment to introduce tough economic re- 
forms and restructuring programmes, 
dominated much of Mr Kim’s term. 

His successor, Roh Moo-hyun, who 
will be inaugurated on February 25th, now 
faces not just another crisis-the deepen- 
ing stand-off over North Korea’s nuclear 
ambitions, underscored this week by a vi- 
olation of South Korean airspace by the 
North-but an appalling tragedy, in the 
shape of the fire on an underground train 
which, on February 18th killed 125 or more 
people in the southern city of Daegu. The 
blaze was caused by arson but greatly ex- 
acerbated by the apparent absence of 
sprinklers and by a cut-off of power. Mr 
Roh has already said his inauguration will 
be scaled down as a mark of respect. But 
his government is likely to have to get to 
grips with a scandal relating to safety mea- 
sures on South Korean public transport. 

He will certainly also have to deal with 
another scandal, this one over payments 
apparently made to North Korea in 2000 to 
<- ensure thatits leader, Kim Jong Il, attended 





a summit meeting with Kim Dae-jung. Mr 
Kim and Mr Roh come from the same 


party. Mr Roh has already landed himself 


in trouble by suggesting that the matter be 
dealt with by a parliamentary probe, 
rather than a full judicial inquiry. On top 
of all this, Mr Roh faces an upswell of anti- 
Americanism at home-a vice of which he 
himself is sometimes accused—which is 
bound to make his relations with South 
Korea's most important ally considerably 
more complicated. 

Of all the many problems on his plate, 
buffing up Mr Roh's relationship with 
America is likely to be the one that will re- 
ceive the most urgent early attention. Tem- 
pers in South Korea are still running hot 
following the acquittal in November of 
two American soldiers charged with negli- 
gent homicide in the deaths of two teenage 
girls who were run down by an American 
armoured vehicle on a training exercise in 
June. Huge street protests and candlelight 
vigils at the time of the acquittal heard 
calls for the revision of alegal code govern- 
ing the status of the 37,000 American 
troops stationed in South Korea. Among 
the crowds were more radical groups call- 
ing for the complete withdrawal of Ameri- 
can soldiers from the peninsula. 

The wave of protests is thought to have 
helped Mr Roh to a narrow win over his 
conservative rival, Lee Hoi-chang. Mr Roh 
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himself once called for the withdrawal 
American forces-although he now 
he sees things differently. But he has 
called for a more "balanced" relation 
between America and South Korea. - 

Since winning the presidential electi 
last December, Mr Roh and his aide 
been working to re-cast his image. His: 
ponents have sought to portray him z 
dangerous radical, who is anti-Americ 
anti-big business and pro-labour. His $ 
porters say many of his views have be 
distorted and misrepresented. "He's a. 
ing star; and he's not very well kno 
the public," saysone of Mr Roh'sto 
Chyung Dai-chul, an mp, who he 
delegation as Mr Roh's envoy to A 
and Japan earlier this month, to prepai 
the ground for an early summit meetin 
Mr Roh has so far never visited Americ 
“Some areas have been misunderstood 
including the perception among someth 
he supports anti-Americanism. That's 1 
the case." But already there have been i 
ferences: last month, Mr Roh spoke | 
strongly against economic sanctions on 
North Korea while America was still con- 
sidering them. And he says he will “not al- 
low” a military strike against the North, 
something America has pointedly ne 
ruled out. 

At home, Mr Roh and his team h; 
spent the past few weeks trying to v 
over not just his domestic critics-by it 
cluding an unprecedented visit to the o 
fices of the opposition Grand Nati 
Party—but also public opinion amon; 
foreign community in South Korea. 
president-elect recently took part in. 
honour-guard ceremony at the headqu 
ters of America's forces in Korea, . 
talked of the value of the half-century 
alliance between the two nations. 








Asia 


North Korea 
Fireworks 


And there could be more to come 


S CELEBRATIONS go, there were 

plenty of fireworks. While North Ko- 
reans were this week celebrating the 61st 
birthday of their leader, Kim Jong Il, the 
country's armed forces threatened to 
pull out of the 1953 armistice agreement 
that ended the Korean war (though 
North Korea stopped observing it fully 
some years ago). In recent months Mr 
Kim's regime has also admitted to en- 
riching uranium, ended a freeze on its 
plutonium production, turfed out in- 
spectors from the International Atomic 
Energy Agency and withdrawn from the 
Nuclear Non-Proliferation Treaty. Last 
week the IAEA reported North Korea's 
transgressions to the UN Security Coun- 
cil, saying it could no longer verify that 
the regime was not diverting nuclear 
material to make weapons. 

The council could eventually impose 
sanctions on the North, though for now 
all involved, including America, South 
Korea, Japan, China and Russia, say they 
want a diplomatic solution. That is look- 
ing more remote by the day. North Korea 
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meeting hosted by the American and Euro- 
pean Chambers of Commerce, he prom- 
ised to continue the reform of the coun- 
try's key economic sectors. He has also 
granted a series of carefully chosen inter- 
views with the foreign media-targeting a 
mainly American audience. 

Meanwhile, Mr Roh's transition team 
has been working to fine-tune the plans 
that he hopes to start implementing soon. 
He sees his main objective as uniting Ko- 
rean society, meaning on his side of, rather 
than across, the demilitarised zone. That 
includes doing something about South Ko- 
rea's marked regional imbalances; cutting 
the gap between rich and poor; fighting 


has said that it would take any move to 
impose sanctions as an act of war. And 
in any nuclear exchange, it claims, North 
Korea would be bound to triumph. 

Much of this has been dismissed so 
far as bluster. South Korea's outgoing 
president said this week that he believed 
the danger of war to be “non-existent”. 
Economic talks between North and 
South Korea continue, as do recently in- 
augurated visits by South Korean tour- 
ists using a special corridor across the 
heavily fortified border. 

Yet there are two big dangers. One is 
that North Korea will let off some real 
fireworks: it has not yet started re- 
processing spent fuel from its previously 
"frozen" nuclear programme, but if it 
does, it could have enough plutonium 
for five or six bombs (to add to the cou- 
ple it may already have) in a matter of 
weeks and could even test one; and it 
could resume testing its far-flying mis- 
siles. George Tenet, the director of the 
CIA, told a Senate committee last week 
that North Korea has an untested missile 
thought to be capable of striking Amer- 
ica's west coast. 

The other danger is of a rift between 
America and South Korea. Its president- 
elect, Roh Moo-hyun, speaks openly of a 
"difference of opinion" with America. 
Both agree North Korea should not have 
nuclear weapons, but Mr Roh insists on 
only peaceful means to deal with the 
problem. That assumes North Korea 
would be prepared to negotiate away its 
weapons if the right deal were offered. 
Opinion in the Bush administration is di- 
vided on this issue. But privately some 
Japanese officials and some South Ko- 
rean ones increasingly have their 
doubts. North Korea is doing nothing to 
reassure them. 


corruption; and ensuring a free and fair 
market system. The tasks are enormous. 
Yet Mr Roh, like his predecessor, is up 
against a hostile majority in parliament 
that cannot be changed until late next year 
at the earliest. He has broken the mould al- 
ready, being only 56 and lacking a univer- 
sity degree in a country that generally re- 
veres age and education. But delivering on 
all the expectations he has aroused will be 
very much harder. With relations with 
North Korea running into complications 
because of the North's nuclear ambitions, 
and the opposition snapping at his heels, 
Mr Roh's presidential passage will not be 
aneasy one. 8 





Afghanistan 


Learning to love 
the market 


Goodbye to state-owned companies 


FSOTER'S days of glory are long past. 
During the Soviet occupation of Af- 
ghanistan, the state-owned company ran a 
fleet of some 2,000 lorries, handling all the 
transport needs of the tentacular public 
sector. Today, there are a lot more Afsoter 
lorries circulating on the black market- 
priced at $10,000-$15,000-than on the 
company's parking lot in Kabul. The com- 
pany still has an office and staff, but does 
no work to speak of. 

There are an estimated 150 state-owned 
companies in Afghanistan, a legacy of the 
country's centrally-planned past. Some of 
them, such as Ariana, the national airline, 
are still in business. But with over 1,500 
employees on the payroll and only half-a- 
dozen aircraft, the company is hardly effi- 
cient. Hamid Karzai's interim government 
is banking on an economic future driven 
by the private sector. The new investment 
law is designed to be business friendly. 
Red tape has been cut to a minimum, say 
officials. Some 2,300 investment projects 
have been approved over the past nine 
months, more than over the past 45 years, 
the minister of commerce proudly claims. 
Travelling exhibitions promote Afghani- 
stan abroad as a good place to do business. 

Mr Karzai has set up a commission to 
look into the scope for privatisation of 
state companies. But at present itis unclear 
which state companies are still active, and 
what assets they have. The government 
has no money to spend on them with a 
view to making them more attractive to 
possible buyers. Many are likely to be li- 
quidated, but a few may interest buyers. » 





^ The country's six state-owned banks have 
not granted loans or taken deposits for a 
long time but, according to Torek Faradi, a 
senior adviser to the Central Bank gover- 
nor, their names and office buildings have 
value. Property in Kabul is in demand. A 
building in central Kabul, or even a build- 
ing site, could be attractive to foreign agen- 
cies or businesses at present facing rents of 
$5,000 a month, when they can find pre- 
mises at all. 

The positive signs for business in Af- 
ghanistan are the government's plans for 
reconstruction, the flow of aid money to 
pay for them, and cheap labour. Siemens 
has just reopened an office in Kabul, after a 
20-year absence. Standard Chartered Bank 
may follow. The bank is used to difficult 
environments-it kept operating in Sierra 
Leone during the worst of the civil war- 
but is concerned about security in Af- 
ghanistan. Poor roads and an unreliable 


Malavsia 


No breaks 


KUALA LUMPUR 


power supply add to the security pro- 
blems that deter potential investors. Lack 
of government expertise in supporting an 
embryonic private sector and the rem- 
nants of Soviet-era mentality are other de- 
terrents. 

So most of those investing in the coun- 
try have so far been Afghans living abroad, 
such as Ehsan Bayat, the founder of Tele- 
phone Systems International, based in 
America. The company has invested over 
$60m-the largest private investment in 


the country's history-to establish Af- 


ghanistan's first mobile-phone network. It 
started building the network after the Tali- 
ban were ousted, at a time when few for- 
eign companies were tempted to move in. 
The network hoped for 5,000 subscribers. 
It now has more than 25,000. This sort of 
start-from-scratch project looks a better 
prospect for investors than crumbling state 
companies. 8 


Malaysia's deprived Indian minority gets none of the benefits reserved for Malays 


EOPLE of Indian origin account for 

only 8% of Malaysia's total population, 
but they make up 14% of its juvenile delin- 
quents, more than 20% of its wife- and 
child-beaters, and 41% of its beggars. They 
make up less than 596 of successful univer- 
sity applicants, and own less than 1.5% of 
the country's share capital. To make mat- 
ters worse, they are not eligible for any of 
Malaysia's lavish affirmative-action pro- 
grammes, which are reserved for Malays 
and other indigenous people. Other coun- 
tries may have upwardly mobile Indian 
immigrants, but Malaysia is fast develop- 
ing an Indian underclass. 

The problem stems from the decline of 
Malaysia's rubber plantations. British 
colonialists shipped indentured Indian la- 
bourers to Malaysia in the late 19th and 
early 20th centuries to tap rubber. After in- 
dependence, many Indians stayed and be- 
came citizens, tapping rubber all the while. 
But over the past few decades of break- 
neck economic growth, developers have 
ploughed up many rubber plantations to 
plant less labour-intensive oil palms, or to 
build shopping malls and housing estates. 
The displaced workers and their families 
have wound up in shanty towns on the 
outskirts of Malaysia's cities. 

Until recently, the government largely 
ignored the problem. The many well-to-do 
Indian doctors and lawyers, after all, help 
to give Indians higher incomes on average 
than Malays. Many Indian labourers, 


even, earn more from odd jobs in the cities 
than rural Malays do from fishing or farm- 
ing. Butunlike poor farmers, explains Den- 
ison Jayasooria, the head of an Indian 
think-tank-cum-charity, they have to buy 
their own food, pay rent, and travel to 
work-all at inflated urban prices. 

Jaya Partiban, a senator from the Malay- 
sian Indian Congress, the biggest Indian 
political party, says that the sheltered life 


Malaysia's underdogs 





of the plantations imbued Indians with à 
culture of dependence. Furthermore, ar- 
gues P. Ramasamy, a professor at the Ma- 
laysian National University, Indians have 
little prospect of advancement, since Ma- 
laysia's Chinese minority dominates busi- 
ness, and Malays control the bureaucracy. 
Indians often complain of neglect or dis- 
crimination at the hands of civil servants, 
and harassment by the police. 

All these frustrations boiled over into à 
race riot in a squatter community outside 
Kuala Lumpur in March 2001. Six people 
died and scores were injured. To this day, 
many Indians live in rusty corrugated-iron 
shacks in Kampung Medan, the scene of 
the riot. They complain that jobs are hard 
to come by, especially since employers 
fear that many Indians may be involved in 
crime. Although the police have set up 
three posts in the area since the riots, locals 
say, only one of the officers staffing them is 
Indian. There are no playgrounds, sports 
fields or clubs to tempt their children away 
from street gangs. The local Indian school, 
they add, is in a dire state. 

The government has at least pledged to 
change all this. It has promised to move all 
squatters in the area to subsidised housing 
by 2005. It is hiring more Indian teachers. It 
is also financing the Yayasan Strategik So- 
sial, Mr Denison's outfit, to develop 
schemes to help poor urban Indians. Most 
dramatically, it has declared its intention 
to double Indians' stake in Malaysian com- 
panies by 2010-the sort of race-based tar- 
get normally reserved for Malays. As it is, 
government officials like to point out, Ma- 
laysia's richest man is an Indian: Ananda 
Krishnan. His fellow Indians, however, 
tend to view his success rather more cyni- 
cally; they joke that Mr Krishnan takes up 
the community's share of the national 
wealth all by himself. m 
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® DIG FESTIVAL FUN 


Thailand's Grand Festival offers tourists a glimpse into the rich, exotic and fun traditions 


of the Thai people and their culture throughout the year 


There's no denvin Z the impact 
of Thailand on vour senses. The 
Kingdom presents itself on so many 
different levels it's not always easy to 
take it all in. 

However, by organising your 
holidav to coincide with one of the 
fascinating festivals throughout the 
year, it will enable you iadiscover first- 
hand, the many colourful and fun 
aspects of Thai culture that will enrich 
your travel experience. 


There are an enormous array of 


festivals and celebrations - some 
classical and ceremonious, others 
action-packed, hysterical or bizarre. 

All have been themed along 
different lines as the months role by, 
but this year music, culture and 
shopping combine to take centre stage 
in what are expected to be the three 
biggest events of the year. 








PATTAYA MUSIC FES] 


Kicking off the festivities is the 
annual Pattaya Music Festival from 
March 21-23. The beachside city 
buzzes all year round, but for these 
three days it becomes even more alive. 

This year the event will be bigger 
than ever, featuring more than 200 
local and international artists from 
Japan, Korea, Hong Kong and the 
United States. 

A broad range of musical styles are 
on show including hip-hop, jazz, RnB, 
indy and country. 

“Pattaya is a city of music - a hub 
of musical activities in Southeast Asia,” 
says Tourism Authority of Thailand 
governor Ms Juthamas Siriwan. 

Adding to the music is a host of 





Advertisement 


other special events, including the 
Walking Street festival, the Pattaya Star 
rally and the Pattaya Photo contest. 


HAI NEW YEAR 


Don't get offended if youre 
here in Apri and someone walks up 
and douses you with water. This 
offering of good luck is reserved for 
Songkran - Thailand's traditional New 
Year celebration. 

As the Kingdom swelters during its 
hottest month of the year, the 
splashing of water during the festival 
is not only symbolic but a welcome 
relief from the heat. 

The Songkran festival is one of the 
Thailand's most famous and well- 
loved events and is celebrated 





throughout the country. 





Bangkok is awash from April 7-15, 
with most activity centering on the 
citv's old quarter near the Grand 
Palace. At Sanam Luang, the revered 
Phra Buddha Sihing image is displayed 
and bathed by thousands of Buddhists. 
In contrast, not far away at the 
backpacker haven of Khao Sarn Road, 


y 





thousands of tourists and locals 
engage in the city's biggest water fight. 

But Songkran is more than just a 
wet and wild occasion; it is a time 
when millions of Thais return to their 
hometowns for a family reunion. The 
festival represents care, love and the 
reinforcement of family, community 
and religious values. 

Traditional activities that take place 
include the wearing of new clothes as 
a mark of respect to elders, offering 
alms to monks in the morning, setting 
free fish and birds, and bathing 
Buddhist images in scented perfume. 


AMAZING GRAND SALES 





If you thought Thailand was 
already good value, try the two months 
in June and July for size when more 
than 750 outlets slash their prices by 
up to 80 per cent. 

The Amazing Thailand Grand Sale 
trom June 1 to July 31 lines up all the 
top shops, department 
restaurants, hotels, spas, tourist 
attractions and theme parks around 
the country in a world-class shopping 
spectacle that features everything from 
major brands to electrical appliances 
and handicrafts. 


stores, 


Thailand Grand Sale" 





Business is set to be brisk at the first 
major sale to be held in Bangkok at 
the Queen Sirikit National Convention 
Centre from June 5-8. 

A series of bargain festivals then 
launch in all parts of the Kingdom, 
from Hat Yai in the south to Chiang 
Mai in the north and Nakon 
Ratchasima in the north-east. 

While shopping intensity is likely 
to reach fever pitch at these popular 
destinations, deals can be found 
anywhere you "Amazing 
logo on display. 

With music, cultural and shopping 
activities all year round, Thailand is the 
perfect destination for anyone who 
travels for business or pleasure. 

TheThailand Grand Festival is your 
opportunity to discover great bargains, 
relax in the warm sun and enjoy the 
friendly hospitality of one of the 
world's premier destinations - the 
Land of Smiles. 


see an 


Thailand's six-of-the-best in 2003 
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Tourism Authority of Thailand 
1800 New rat hburi Rd.. Makkeasan Rajats 


pang Thailand 


Tel (66) 2250 5500 (120 lines) 
Fax: (66) 2250 5511 (2 lines) 


E-mail: center@tat.or.th 





Against the grain 


NIULANZI VILLAGE, SHANDONG PROVINCE 


Local officials won't help farmers 


THE grip of its worst drought in a cen- 
tury, Shandong Province in eastern 
China is encouraging county governments 
to hand out free grain to the neediest, and 
to lend grain interest-free to any farmer 
who wants it. The problem is that some 
debt-plagued local governments do not 
want to foot the bill. In the dusty village of 
Niulanzi, where the drought has ruined 
harvests for the past three years, residents 
say local officials are if anything making 
their plight worse. 

Even though Shandong is one of Chi- 
nas wealthiest provinces, the lowest tiers 
of rural government are, as almost every- 
where else in the country, overwhelmed 
by the burden of paying for education, 
healthcare and their own bloated bureau- 
cracies. Their problems are a legacy of tax 
reforms in 1994 that gave the central gov- 
ernment a bigger share of the pie and left 
them with much less. In times of disaster, 
rural administrations now are more in- 
clined to drag their feet. 

Shandong's drought has left some 9m 
farmers short of grain, of whom 2.6m also 
lack enough money to buy the supplies 
they need. Villagers in Niulanzi and the 
nearby settlements of Chengkou Town- 
ship say the water shortage has been exac- 
erbated by pollution from a state-owned 
factory which has made their nearby river 
unusable for irrigation or drinking by farm 
animals. The factory denies responsibility. 

Last year the county, like other 
drought-affected areas of Shandong, be- 
gan lending grain to farmers deemed capa- 
ble of paying it back. But the grain on offer 
is of poor quality. In Niulanzi, villagers are 
afraid that officials will demand repay- 
ment with better quality grain. News 
Weekly, a state-owned publication, re- 
ported in December that many local gov- 
ernments are disinclined to lend grain at 
all. They fear that lending grain to peasants 
at a time of disaster is like lending pigs to a 
tiger: you will not get them back. 

News Weekly also pointed out that the 
grain lending policy can further impover- 
ish those farmers who do not meet require- 
ments for free handouts but who are none- 
theless very poor. In Niulanzi, half of the 
2,000-0dd villagers depend on agriculture 
for their livelihood and are afraid of be- 
coming indebted to the local government. 


Villagers say that in spite of central gov- 


ernment orders to the contrary, local offi- 
cials refusing to waive the usual agricul- 
tural tax, payable in grain or cash, as they 





Slaughter of the drug dealers 


BANGKOK 


Thaksin’s remedy in a nation of millions of users. 


OLITICIANS often use battlefield 

phrases to trumpet their tough stance 
on key issues. But a declaration of a “war 
on drugs" by Thailand's prime minister, 
Thaksin Shinawatra, is 1g Out to 
have particularly ferocious effects. In the 
first three weeks of a three-month cam- 
paign that began on February 1st, nearly 
600 suspected drug dealers have been 
killed, according to government figures, 
and thousands more are in police cus- 
tody, many voluntarily. 

Police say they killed only a few deal- 
ers who resisted arrest. The rest are said 
to have been killed as a result of vio- 
lence among the dealers themselves. 
The dealers, it is claimed, killed anyone 
they believed was i g against. 
them. But human-rights groups say Mr 
Thaksin, a former policeman himself, is 
covering up for the activities of security 
forces said to be carrying out extra-judi- 
cial killings. The government has denied 
any such activities. 

position politicians, among them 
Mr 's predecessor, Chuan Leek- 
pai, have questioned who exactly is kill- 
ing the dealers, and have given 
that the slaughter will damage Thai- 


are supposed to do in times of hardship. 
Those who cannot pay in full are forced to 
surrender goods instead. One resident esti- 
mates that about 80% of farmers in Niu- 
lanzi have had household goods confis- 
cated in lieu of tax. A farmer says, "They 
bully ordinary people. They lock you up, 
saying it's against the law not to pay your 
tax. They say nothing aboutthe conditions 





On his own 


land's international reputation. Some ac- 
tivists want the United Nations to 
investigate, but the government says it 
would be too busy at this time to receive 
an envoy. Relatives of those killed are 
also pressing for an investigation. 

Apart from such voices of dissent, 
however, Mr Thaksin's tough talk ap- 
pears popular; pollsters report over- 
xata gs ankeken luii 

anything, the campaign is 
likely to intansi in the rurup fo Apel 
30th, by which time Mr Thaksin aims to 
rid “every square inch” of Thailand of 
drugs. Provincial governors and police 
chiefs who fail to arrest sufficient num- 
bers of traffickers face the threat hg 
motion or worse. But eliminating 
drug traffickers in a nation with millions 
of users is going to be a Herculean task. 

Some say Mr Thaksin is winning ap- 
Popa ie ien iia 

dealers, and that voters will not penalise 
him if the pills keep flowing after April 
30th. But the risk is that by encouraging 
UN 
means to j e govern- 
ment will be left with blood on its hands 
that won't wash away easily. 


for farmers this year." 

One villager says he decided last year 
to submit a petition to the provincial gov- 
ernment about the polluted river. Some 
100 other farmers signed his testimony 
(though none from Niulanzi, where he 
says most villagers are scared of upsetting 
officials). In July, he sneaked out of the vil- 
lage at night and ran several kilometres 
into nearby Hebei Province to avoid being 
spotted by staff at local bus stations who 
he says are under orders to stop villagers 
from leaving the area to petition higher au- 
thorities. From there he made his way to Ji- 
nan, the capital of Shandong. But his peti- 
tion, he says, was disregarded. 

On discovering your correspondent 
talking to villagers, officials from Cheng- 
kou Township summoned the county po- 
lice who confiscated notes and ordered 
that photographs taken on a digital camera 
be erased. The township later sent a dele- 
gation to Beijing to insist that no news be 
published about the plight of the villagers. 

For Niulanzi's villagers, this year is un- 
likely to bring much relief. According to the 
state media, water flow in the Yellow 
River, from which the settlement draws its 
(dirty and expensive) drinking water, 
could drop to its lowest level in 50 years 
this spring. m 
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America's strategy with Iraq 


Full speed ahead! 


WASHINGTON, DC 





After a week of ritual hazing at the United Nations and on the streets of Europe, 
you might have imagined America would be preparing to retreat. It isn't 


TLOOKS like a last effort to get the widest 

possible support for war against Iraq. Re- 
buffed last week in his first attempt, 
George Bush on February 19th decided to 
push for a "straightforward" new resolu- 
tion at the United Nations Security Coun- 
cil authorising the use of force if Iraq does 
not disarm. As The Economist went to 
press, the timing, wording and reception 
of such a resolution were all in doubt. 
Would it simply assert that Iraq is in “fur- 
ther material breach"? Or would it set new 
demands, with a deadline for compliance? 
Would it be presented at the end of this 
week, as some officials had said, or later? 
When might it be voted on? And might 
France veto it? 

Mr Bush's decision to propose a new 
resolution shows that his policy of seeking 
UN support has not been knocked off 
course by criticism. At the same time, the 
uncertainties surrounding any resolution 
reflect the hammering his policy has re- 
cently taken-and raise doubts about 
whether a new resolution will pass. 

The Americans had originally hoped to 
put forward the resolution after Hans 
Blix's second report to the UN on February 
14th. As they saw it, a tough report would 
back their claim that Iraq had failed to dis- 
arm, and must now face "serious conse- 
quences" (code for war). Yet Mr Blix's sec- 
ond report differed little from his first. 

Mr Blix repeated his claim that Iraq is 


not co-operating on matters of substance 
because it has failed to account for large 
quantities of chemical agents it is known 
to have possessed. He said Iraq has mis- 
siles with a range of more than 150 kilo- 
metres, which are banned under UN reso- 
lutions and must be destroyed, along with 
380 illegal Iraqi missile engines. America 
and Britain say Iraq should be found in 
breach of its obligations if it omits any in- 
formation about weapons programmes or 
if it possesses banned weapons. Mr Blix 
found Iraq guilty of sins of both omission 
and commission. 

But in other ways, the report dashed 
American hopes. Mr Blix said progress 
was being made on process-that is, on 
Iraqi co-operation with the inspectors. Iraq 
has now permitted flights of U-2 surveil- 
lance planes and has allowed a few Iraqi 
scientists to be interviewed in private. He 
said his team's job could be completed in a 
short time if Iraq provided “immediate, ac- 
tive and unconditional co-operation". 
Nine of the 15 members of the Security 
Council, including veto-wielding France, 
China and Russia, argued that the inspec- 
tors should therefore be given more time 
(something the Americans might not mind 
if it were brief) and that progress short of 
complete compliance is reason enough 
not to authorise war yet. 

Next Mr Blix and Mohamed El Baradei, 
the head of the International Atomic En- 
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ergy Agency, argued that better surveil- 
lance and expert help could ease the pro- 
blem of Iraqi non-compliance. This 
contradicts the American view that no 
amount of inspectors will ever be enough 
in a country as big as Iraq, with a regime as 
slippery as Saddam Hussein's, and that, 
anyway, the inspectors' job is not to catch 
Mr Hussein hiding something, but to ver- 
ify that he is disarming. 

To add insult to injury, Mr Blix took is- 
sue with parts of the evidence that Colin 
Powell had presented to the Security 
Council the week before. He cast doubt on 
the secretary of state's photographs "prov- 
ing" Iraq was moving chemical weapons 
out of the back door as inspectors arrived 
atthe front. Mr Blix said the activity shown 
could have been routine. 

Mr Blix's mixed report might have been 
explained away, but what happened next 
could not. In their speeches to the council, 
the various foreign ministers turned 
doubts about America's case into a near- 
rout. Dominique de Villepin, France's for- 
eign minister, drew hearty applause from 
the delegates when he said war was tanta- 
mount to failure and should be used only 
as a last resort. 

To get a second resolution, the Ameri- 
cans need the support of nine of the 15 
council members and must avoid a veto 
from any of the five permanent members. 
In their remarks, only three of the 15 
backed America (Britain, Spain and Bul- 
garia), while the overwhelming majority 
of ordinary UN members, addressing the 
council this week, argued for patience. Be- 
fore America's proposal of a second reso- 
lution, Jacques Chirac, the French presi- 
dent, said there was no need for one now, 
and went further than he had done before 
in threatening to veto it. If used, a French 
veto would be the first since 1956. 
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This St Valentine's Day Massacre of 
American hopes was then followed by 
some of the largest anti-war rallies ever 
seen in Europe. The biggest demonstra- 
tions were in capitals of governments that 
support America: London, Rome and Ma- 
drid. America's interpretation of Iraq's po- 
sition—it is guilty until it proves itself inno- 
cent to the inspectors—may be closer to the 
letter of Resolution 1441. But popular opin- 
ion in the rest of the world seems to back 
the opposing French view of the resolu- 
tion—that force should not be authorised 
until inspectors have had more time to re- 
veal weapons of mass destruction. 

A former French Europe minister said 
all this amounted to a “stinging defeat" for 
a "humiliated" America. One chastened 
administration official conceded it was 
now up to America to make the next move, 
telling Time that "difficult decisions [will 
now] have to be made in Washington." 


No change in the White House 

Yet the striking thing about these events is 
how little they have actually altered Amer- 
ica's policy, or its calculations. Mr Bush 
dismissed the demonstrators, saying he 
should no more change course because of 
them than conduct policy by focus group. 
He has not been dissuaded from a second 
resolution, though its language may be 
more equivocal than it might have been a 
week ago. His calculation seems to be that 
last week's diplomatic battle exaggerates 
the real difference between America and 
its critics over the timing of any war. 

At the Security Council, Mr de Villepin 
said the council should postpone any deci- 
sion about war for a month, until a fourth 
report from Mr Blix, which the French 
want on March 14th (in practice it may be 
earlier). That date could become just one 
more opportunity for delay, of course. But 
if the French accept that a final decision 
should be made by that time, then the dif- 
ference between their view and the Ameri- 
can position is only two weeks, because 
Mr Bush wants a decision after Mr Blix's 
third report on February 28th. 

Such optimism may seem absurd in 
view of the diplomatic and popular anti- 
Americanism of the past week. Yet as the 
administration sees it, these events are not 
the setback they appear. Agreement on a 
second resolution might still be possible. 
But even without one, America would not 
be fighting alone, or just with Britain. In 
addition to Britain and Australia (the two 
countries which would join it in fighting), 
America has the support of half the cur- 
rent members of the European Union, all 
the countries applying to join and most of 
NATO. The coalition is hardly trivial. 

The administration had hoped that the 
Turkish parliament would pass a law on 
February 18th, allowing the deployment 
of American troops to open a second, 
northern front in any war against Iraq. 
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That was put off. The Turks want more aid 
than the $26 billion America is offering; 
they want a firm guarantee that the Kurds 
of Iraq will not get within a mile of inde- 
pendence; and they are nervous about 
public opinion (a poll at the end of January 
showed that 94% of Turks were against an 
American attack on Iraq). 

The White House is getting increasingly 
grouchy about this, but it still regards the 
Turkish problem as soluble. The Turkish 
government has let in 3,500 American 
troops to upgrade ports and airbases. The 
United States is said to be pressing for up to 
80,000 troops to be allowed in; the Turkish 
government is ready for only half that 
number. This disagreement could be fi- 
nessed by moving the first troops rapidly 
into Iraq through air bases that are already 
used to patrol the no-fly zone over parts of 
Iraq. 

From the administration's point of 
view, this picture is symptomatic. Mr 
Bush's team tends to divide its problems 
into two sorts. One set is important (to 
America) but exaggerated or manageable: 
for instance, it can deal with the split over 
Iraq by a new resolution. The second set of 
problems is harder to solve—the long-term 
future of the UN for instance (see page 25)— 
but Mr Bush seems prepared to live with 
the consequences. 

Foremost among the problems Amer- 
ica cares alot about is Tony Blair's position. 
Mr Blair has been the foremost advocate of 
a second resolution-a big reason why 
America is proposing one. But even if the 
resolution were to fail, the administration 
still reckons Mr Blair will have arguments 
to sway his hostile public. The military 
campaign, the Americans argue, will be 
short and overwhelming-and when Iraq 
is liberated, the victors will ind compel- 
ling evidence of weapons of mass destruc- 
tion and of Saddam's atrocities. This, they 
reckon, will vindicate Mr Blair. 

The administration is also confident it 
can heal the transatlantic rift—at least over 
Iraq. Given the outbreak of anti-European 
(especially anti-French) opinion in Amer- 
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ica, one might be forgiven for thinking the 
administration has given up on its Euro- 
pean allies. Yet for all the clamorous rheto- 
ric and hurt feelings, Mr Bush's people ar- 
gue that the alliance will stick together. 
They point to NATO's decision to patch up 
its differences and lend Turkey aircraft and 
anti-missile systems to defend itself 
against possible Iraqi attack. They also take 
comfort from the EU statement this week 
explicitly supporting the use of force 
against Iraq (albeit as a last resort). 

By contrast, the administration is more 
ambivalent when it comes to the debate 
about the Eu’s common foreign policy. 
This is a long-term, strategic concern for 
the United States. But as an immediate tac- 
tical matter, the White House argues that 
the dispute is none of its business: it is a 
matter for member states. 

In short, as the administration sees it, 
there are problems, but no cause for panic 
or policy adjustment. Yet this concerns the 
pre-war phase. Perhaps the two biggest 
questions about Mr Bush's calculations, 
though, concern the future. 

The first centres on the post-war settle- 
ment. America will need allies afterwards 
to help rebuild Iraq. The administration 
maintains that the allies will come run- 
ning. Iraq is one of the two or three most 
important countries of the Gulf. It has the 
world's second-largest oil reserves and is a 
vital member of Opec. The administra- 
tion reckons other countries will be beat- 
ing down the door to “help out” after- 
wards as a way to gain a foothold of 
influence. That remains to be seen. 

The second larger question concerns 
the longer-term future of the transatlantic 
alliance. Regardless of Mr Bush’s sang 
froid, the past week has seen the most dra- 
matic upheaval in the alliance for decades. 
Even if the administration is right to say 
that specific divisions on Iraq are over- 
blown, it may still be blind to the deeper 
damage the dispute has done to the trans- 
atlantic alliance. The real legacy of St Va- 
lentine’s Day and the demonstrations may 
not emerge for years. 8 








Divide and don't 
rule 


WASHINGTON, DC 
The more Democrats want to be 
president, the happier the Republicans 


HE Democratic Party is busy proving 

the truth of the old saw that no Ameri- 
can politician can look in the mirror with- 
out seeing a president in the making. This 
week three more Democrats, Carol Mose- 
ley-Braun, a former Illinois senator, Den- 
nis Kucinich, a fourth-term congressman 
and, most formidably, Dick Gephardt, the 
party's former leader in the House, added 
their namesto the five declared candidates 
(Howard Dean, John Edwards, John Kerry, 
Joe Lieberman and Al Sharpton). Other 
possible volunteers include a former can- 
didate (Gary Hart), three sitting senators 
(Bob Graham, Christopher Dodd and Jo- 
seph Biden) and an ex-general (Wesley 
Clark). The party could easily end up with 
a dozen names. 

Is this profusion of candidates evi- 
dence of the Democratic Party's vitality? 
Orisit yet another example of its unfitness 
for power? So far, the signs are not good. 

The number of candidates provides yet 
more evidence that the Democrats are 
deeply divided over everything that mat- 
ters-from a looming war with Iraq to the 
North American Free-Trade Agreement 
with Mexico and Canada. Mr Lieberman is 
a staunch free-trader and Iraq hawk. Mr 
Kucinich, on the other hand, voted against 
the resolution that gave George Bush the 
authority to take military action against 
Iraq. He promises to be a "people's presi- 
dent", living in a ^worker's White House", 
and his first act will be to nullify NAFTA. 

Some Democrats argue that the size of 
the field will allow "serious" candidates 
like Mr Lieberman to differentiate them- 
selves from "fringe" figures like Mr Kucin- 
ich. But this is easier said than done. 

Many "fringe" candidates have vocal 
supporters among the interest groups that 
dominate Democratic primaries. Both Ms 
Moseley-Braun-the first black woman 
elected to the Senate—and Mr Sharpton, 
though slightly tarnished characters, 
speak for black activists that the Demo- 
crats too often take for granted. Mr Sharp- 
ton, a fiery orator with an infectious sense 
of humour, will be particularly difficult for 
the party establishment to marginalise. 
Other "fringe" candidates will be hard to 
ignore because of their expertise: think of 
Mr Dean's record as a health-care reformer 
when he was governor of Vermont and (if 
he runs) Mr Clark's military clout. 

The biggest problem for the Democrats 
isthatthis huge field will probably drag the 
party further to the left. Left-wing candi- 
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nents of the administration's policies on 
Iraq. Mr Sharpton supports reparations for 
slavery. Mr Kucinich wants to create a fed- 
eral "Department of Peace". Mr Dean, à 
supporter of universal health insurance, 
draws loud applause when he says that he 
represents "the Democratic wing of the 
Democratic Party". 

More mainstream candidates may 
have to move leftwards to appease the 
party's base, which hates George Bush 
with a fury. Mr Gephardt will have to pro- 
tect his trade-union support from Mr Ku- 
cinich. Even the determinedly centrist Mr 
Edwards has taken to saying he is not "Re- 
publican-lite”. 

Stirring the pot, the Republicans are on 
the watch for anything they can depict as 
disloyalty to America. They have made a 
fuss about Jimmy Carter signing a peace 
petition circulated by a British tabloid— 
and thus, they claim, breaking the conven- 
tion that ex-presidents keep quiet about 
controversial issues. Wait till they get hold 
of Messrs Kucinich and Sharpton. 8 


Michigan's budget woes 


The lady's in 
a straitjacket 


LANSING 


Not her fault, she says 


HEN Michigan's voters put Jennifer 

Granholm into the governorship last 
autumn, they did so because they were 
tired of stodgy old Republicans, and 
wanted a fresh face and new ideas. But the 
smart young Democrat wears a fiscal 
straitjacket inherited from her predeces- 
sor, and is warning her state of tough times 
ahead. "I need everyone to understand the 
seriousness of the budget crisis," Ms Gran- 
holm said on February 17th. 

Two days later, she unveiled her plan to 
close the expected deficit of $158m in the 
general funds budget for this fiscal year, 
which ends in September, and quickly 
won the legislature's agreement. Police, 
prisons and universities will all be cut 
back. She had already hacked $127m out of 
the schools budget, which is separate in 
Michigan. Far more brutality will be re- 
quired before these budgets can be agreed 
for the next year, when the total deficit is 
an estimated $1.7 billion. 

Other governors might envy her posi- 
tion. Michigan's budget deficit is smaller 
than that of many other states, and its 
economy has been doing relatively well. 
Anyway, Ms Granholm is Michigan's third 
governor in a row to enter office with a 
budget deficit facing her. 
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Granholm does the sums 


But a legacy from the 19905 of tax cuts 
and "creative borrowing", as it is politely — 
called, weighs heavily on Ms Granholm. - 
State agencies, local governments and uni- 
versities are all wondering how far belt- - 
tightening will have to go. Out on the road — 
this month to tell Michigan's people what . 
the deficit means for them, the governor 
boiled it down to a 20% cut in state ser- 
vices—hardly a popular message. 

Already, the governor has begun to. 
sound like one of those tight-fisted Repub- 
licans. She has called for savings in con- 
tracts with outside vendors, a pay cut for 
legislators if other state workers’ wages are - 
slashed, a reduction in the fleet of state ve- 
hicles, and the use of "every sheet of statio- 
nery in existence, even if my predecessor's 
name is on them". Now everyone is wait- 
ing for the other shoe to drop. "There's 
been no real hurt yet," says Al Short, a lob- 
byist with the Michigan Education Associ- 
ation. He reckons the true pain will start on 
March 6th, when Ms Granholm outlines 
her plans for next year's budget shortfall. 

Rebecca Ross, a senior economist with 
the state House Fiscal Agency, says the 
trouble began with tax changes in the 
1990s. There was a big cut in local property 
taxes. Plans were also adopted to chip 
down income tax over time (it is now 4%, 
and is due to fall to 3.9% next year) and to 
phase out the business tax by a tenth of à 
percentage point per year over 23 years. 
The net result was a large reduction in state 
revenue. To complicate matters, previous 
administrations borrowed everywhere 
they could: they reached into the Stabilisa- 
tion Fund, the Medicaid trust fund and the 
unemployment trust fund. "They've 
robbed every cookie jar already,” says Ed. 
Sarpolus, an opinion pollster. 

School districts have less leeway in 
Michigan than elsewhere since state taxes 
largely replaced local property taxes as the 
source of the schools' money. This elimi- 
nated large inequalities in school incomes, | 
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but it may limit the districts' options in 
tough times. 

However desperate things get, Ms 
Granholm says she will not raise taxes. 
Michigan's Democrats still remember 
1983, when two Democratic state senators 
were thrown out of office after a roll-call 
vote on the state income tax. Their replace- 
ment by Republicans tipped the balance in 
the upper house, and John Engler became 
majority leader before going on to claim 
the governor's mansion. 

There was one bright spot for the gover- 
nor this week. Mercy High School, a Ro- 
man Catholic girls' school near Detroit, re- 
versed an earlier decision and reinvited 
Ms Granholm to take part in a school fund- 
raiser this Saturday. The governor had of- 
fered students and mothers a chance to 
have lunch with her. The offer was rejected 
by the school after parents, alumnae and a 
group called the Stop Granholm Church 
and Truth Project objected to her policy on 
abortion. (The governor, whois a Catholic, 
says she personally opposes abortion but 
supports a woman's right to choose.) 

Now the lunch is on again. Perhaps Ms 
Granholm will whet the students' appe- 
tites with the story of the pain tax cuts can 
cause long after they have been made. m 
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Education in the ves 
Doing it at home 


ATLANTA 
Education reform in the South still has 
troubles—except for home-schooling 


UCATION has not had a happy his- 
tory in the southern states of America. 
For nearly a century they seemed more in- 
terested in keeping white and black stu- 
dents apart than in what children should 
actually be taught. Other Americans sniff 
at the region's academic performance. Its 
schools are famous for scorning Darwin in 
favour of creationism; its universities are 
looked down on by the Ivy League as 
heavily subsidised football factories. 

This caricature, many southerners 
claim, should now be dismissed. They ad- 
mit they still lag behind the rest of the 
country, but insist that this makes them 
keener to experiment. Both George Bush 
and Bill Clinton became president after be- 
ing southern governors who made their 
name in education. Education reform has 
happened "far faster and to a greater 


The homeless governor 


COLUMBIA 


Well, it nearly came to that 


OW cheap is Mark Sanford? As a Re- 

| publican congressman, he slept on a 

futon in his Washington office rather 
than rent an apartment. A far-from-poor 
former property-financier, he has always 
been famous for his frayed shirts. When 
he was elected governor of South Caro- 
lina last year, he shelved the inaugural 
ball in favour of a barbecue. Now he has 
offered to save money by closing down 

the governor's mansion until July. The 
Sanfords and their four young sons 
would stay in an upstairs flat, doing their 
own cooking and laundry. 

Fortunately for the heroic Mrs San- 
ford, a group of local businessmen, con- 
vinced that the mansion is a powerful 
attraction in luring investors to the state, 
seem to have saved the day, offering 
$100,000 to keep the big house open. Mr 
Sanford still insists he will have to save 
money by inviting people for breakfast 
(not dinner, which costs more). He has 
already got a local firm to supply free 
grits. And he may bring prison inmates 
back to work in the mansion: the cons 
were kicked out by the previous gover- 
nor because they were caught having 
sex too often. 

Mr Sanford's parsimony is certainly 
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He does his own shirts, too 


needed. South Carolina’s budget has a 
$340m shortfall in the current fiscal year, 
which ends on June 30th, and an even 
bigger hole is forecast next year with 
cuts in services inevitable. Mr Sanford’s 
predecessor was criticised for spending 
too much on his accommodation. But 
will politicians in other governors’ man- 
sions around the country appreciate the 
precedent he has set? 
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3 Swete home Alibama 
NAEP assessment scores* , 2000 


Reading Maths Science 
aged 10! aged 14 aged 14 


Alabama 211 262 141 
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depth" in the South, claims Jonathan Hull, 
a representative for the Southern Legisla- 
tive Conference. Consider: 

* Testing. Almost all the southern states 
now administer their own assessment 
tests. Texas's testing programme is one of 
the most comprehensive in the country, 
raising standards every year and sending 
school-report cards to parents. President 
Bush's No Child Left Behind Act, passed 
last year, was based on the Texan model. 

* College scholarships. Here the leader 
has been Georgia, with a programme that 
gives college scholarships to students with 
a B average or better, funded since 1993 by 
a state lottery. Zell Miller, the governor 
who staked his career on this project, is 
now a well-loved Democratic senator in 
an increasingly Republican state. That, too, 
has been noticed outside Georgia. 

* Choice. The South has been sluggish 
when it comes to vouchers for students at 
awful public schools to use at private 
schools, though Florida has a voucher pro- 
gramme. Charter schools—private schools 
that are given public money-are illegal in 
Alabama and Kentucky, but have done 
wellin Florida, Texas and North Carolina. 
* Home-schooling. Thanks to pressure 
from evangelical Christians, this is gener- 
ally easier in the South. Alabama, Ken- 
tucky and Mississippi require only that 
parents notify the authorities of the inten- 
tion to teach children at home; Texas does 
not ask even that much. 

And the results? The reformers admit 
that the experiments do not always work. 
Vouchers remain controversial every- 
where. The non-partisan North Carolina 
Centre for Public Policy Research points 
out that six of the state's ten lowest-ranked 
schools are chartered ones. 

Some naggers worry that the reforms 
make it possible for religious funda- 
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> South Carolina, one of the main providers 
of textbooks for home-schoolers is Bob 
Jones University, which says it "stands 
without apology for the old-time religion 
and the absolute authority of the Bible." 
But in his successful campaign for the gov- 
` ernorship of Tennessee, Phil Bredesen, a 
Democrat who was mayor of Nashville, 
boasted of bringing in a curriculum that 
included teaching the existence of Bud- 
dhism and Hinduism to second-graders. 
(The local Republicans duly attacked this 
for not reflecting "Tennessee values".) 

Most parents would be prepared to for- 
give the odd church-state squabble if their 
schools were getting better—and there are 
some signs that they are. In national ex- 
ams, ten of 12 southern states saw their 
ten-year-olds' reading scores improve be- 
tween 1994 and 1998; all 12 have seen their 
14-year-olds' maths scores rise. The south- 
ern states have climbed above the national 
average in the proportion of their popula- 
tion with high-school diplomas. 

Yet, by most measures, southern 
schools still lag (see table on previous 
page). Black children, the focus of many of 
the reforms, do particularly badly. In 
South Carolina last year less than 70% of 
black students passed the reading portion 
of the annual exit examination, as op- 
posed to 89% of white ones and 72% of 
Latinos. Education Trust, a non-profit 
think-tank, reckons that black students in 
most southern states are three years' 
worth of learning behind their white 
peers. And the schools may be slowly re- 
segregating. A recent Georgia State Univer- 
sity study found that white teachers have 
been leaving black-majority schools. 

The new problem is money. Governors 
like Mr Bredesen have all just come to 
power, pledging to improve things but 
inheriting enormous budget deficits. Ten- 
nessee's voters approved a lottery for edu- 
cationin November, but that money might 
go to reduce the state's looming $800m 
budget deficit. Alabama voted down a lot- 
tery in 1999, and its schools, paid for al- 
most exclusively by sales taxes, are espe- 
cially vulnerable. The universities have 
already been hit: North Carolina has cut 
$52.3m from its university system, Georgia 
$78m. Even the billions offered by Mr 
Bush's No Child Left Behind Act look less 
of a windfall, since states would have to 
pay for the accountability tests. 

It would be nice if all this led more 
southern governors to brave the teachers' 
unions and experiment with vouchers. In 
fact, the part of the reform movement that 
is likely to do best is home-schooling. It 
saves the states money. Home-schooled 
students have generally scored well in the 
national tests. And it keeps busy conserva- 
tive parents who might otherwise insist on 
defending their darlings against Buddha 
and Darwin. These are all things that 
southern politicians appreciate. 8 


«nno uw a 
Football v French 
No contest 
RISON 
Arkansas gets its priorities right 


RIDAY-night football is as important a 

tradition as Sunday-morning church 
in Rison, a small town in south-central 
Arkansas. The Rison Wildcats have won 
the Arkansas school football champion- 
ships seven times since 1970. Now 
"school consolidation" has enraged both 
the football fans and the preachers. 

Last month, Governor Mike Hucka- 
bee proposed reducing the state's 310 
school districts to about 116. This has set 
off a bitter division in the legislature be- 
tween advocates of state-controlled edu- 
cation and those who prefer local 
autonomy. One local Democrat, Jim Jef- 
fress, has even referred to consolidation 
supporters as "Nazis". 

In fact, Mr Huckabee's hand was 
forced by the Arkansas Supreme Court. 
In November it decided that the state 
“had not fulfilled its constitutional duty 
to provide the children of this state with 
a general, suitable and efficient school- 
funding system." The court ruled that 
the state, not local school boards or ad- 
ministrators, must come up with a better 
system by 2004. Its specific complaint 
was that some courses, such as French, 
calculus, creative writing and drama, 
were available only to students in bigger 
school districts. Small rural districts do 
not have French teachers, but they often 
employ ten football coaches. 

Some really small schools will be 
abolished completely (taking with them 
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their teams and mascots). The Rison 
school district, which comprises one 
high school, one middle school and one — 
elementary school, will merge with an- 
other small district, probably Kingsland. © 
In a town where quarterbacks are — — 
more valued than quadratic formulas, J 
this is shameful. What sane school : 
would ditch one football coach just to 
learn French? The team, moan locals, is 
meant to represent only Rison. Family 
traditions have been broken. Cheerlead- — 
ers, born to step into their mothers’ ten- _ 
nis shoes, will no longer be naturals for — 
the pom-pom line-up. 
You might think pupils would wel- 
come a broader education. But most ru- 
ral Arkansans disagree. The fiercest | 
opposition has come from preachers, — 
who think local rights are being tram- — 
pled on. Somehow the idea has been 
stirred up that consolidation means ur- 
banisation, with gangs, guns and drugs. 
Mr Huckabee, a former preacher him- 
self, is in a pickle. Normally, heisa fan _ 
of decentralisation, and the Democratic | 
legislature is the one trying to consoli- 
date things in Little Rock. This time, the _ 
Democrats have the teachers’ unions 
and local parents behind them. Mr | 
Huckabee, who is thinking about run- 
ning for the Senate in 2004, is now re- / 
ceiving hate mail from elementary- A 
school children begging him to stop their — 
schools turning into urban battlefields. 






Blizzards 


For the one in three Americans who live in 
the north-east there was only one story 
this week: snow. The worst blizzards fora 
decade dumped up to four feet of snow. At 
least 50 people were killed by the storms. 
Several of them died of carbon monoxide 
poisoning in their cars as they kept 
engines running to stay warm. Thousands 
were stranded at airports after flights 
were cancelled; American Airlines 
cancelled a quarter of its schedule. Amtrak 
fared better by running empty trains to 
prevent fresh snow settling on the tracks. - 
The centre of Washington, DC, ground toa | 
halt for three days. The mayor of New York 
claimed each inch of snow cost the city 
$1m, and predicted a total bill of $20m. 
Maryland estimated its tally would be even 
bigger. Some of the payment could come 
from fines collected from people caught 
driving for “non-essential” purposes. For 
many people, the Presidents' Day holiday 
weekend lasted at least one extra day. 

















HERE are few more enduring assumptions about transatlan- 
relations than that Europe represents age and America 
uth. Americans reflexively dismiss Europe as a clapped-out 
'ontinent-a wonderful place to visit but hardly the anvil of 
' future. Europeans, equally reflexively, dismiss America as 
' embodiment of all the evils of modernity—a testosterone- 
en adolescent bereft of history and tradition. 

The quarrel between age and youth is inevitably infecting the 
ate over Iraq. When Donald Rumsfeld talked about “old Eu- 
e", he was pointing out-a little mischievously—that there is 
ore to Europe than France and Germany. But his remarks re- 
ded Europeans of those American snubs about "structural 
gidities" and "fear of the future". Now Dominique de Villepin, 
ie French foreign minister, hopes to trump Mr Rumsfeld by 
ning France into a symbol of the whole continent. "This mes- 
‘Sage comes to you today from an old country, France,” the 
tanned Gaul told the United Nations, “from a continent like 
mine, Europe, that has known wars, occupation, barbarity." 

. But is the age difference between Europe and the United 
States really so big? Granted, Europe's history goes back a good 
- deal further than America's. Granted, Europe has chateaux and 
- Schlosses while America has the Disney castle and McMansions. 
: But the world's first new nation is hardly a spring chicken. The 
early settlers arrived in Virginia and Massachusetts when the 
first Queen Elizabeth was on the throne and England was not yet 
Britain. Harvard University was founded in 1636. The Declara- 
tion of Independence was signed a century before the unifica- 
tions of Germany and Italy. “The youth of America is their 
oldest tradition," Oscar Wilde quipped more than a century ago. 
“It has been going on now for 300 years." 

_ Despite its youthful population, America is often more wed- 
ded to traditional values. American churches are full every Sun- 
.day with worshippers dressed in their finery. Public events 
;gularly begin with a performance of the national anthem. 
merican tabloids eschew the naked breasts that bounce all 
er their European cousins. What is political correctness but 
torian prudery in modern dress? This week some Harvard 
dents took advantage of the weather to build a giant snow pe- 
is. Their prim contemporaries immediately destroyed it. 
















The American political system is one of the oldest in the 
world-far older than those upstart regimes in France and Ger- 
many. America has the world's oldest written constitution 
(drafted in 1787) and two of the world's oldest political parties 
(established in 1828 and 1854). The United States is the world's 
oldest surviving democracy. America has done little more than 
tinker with its constitution since 1791 (such as introducing the di- 
rect election of senators in 1913). France has had five republics 
since 1789, along with several monarchies, one directory, a con- 
sulate, a couple of empires and a collaborationist-fascist dictator- 
ship. Uncle Sam's face is rightly that of an old man. 

Americans are also much more inclined than Europeans to 
solve today's problems with reference to the wisdom of their an- 
cestors. Americans routinely make monumental decisions— 
such as whether people can carry guns or whether women can 
have abortions—with reference to the designs of a group of 18th- 
century gentlemen who wore knee-breeches and powdered 
wigs. Politicians happily describe themselves as Jeffersonians 
and Hamiltonians. While books on the Founding Fathers regu- 
larly top the American bestseller lists, Europeans are less happy 
to dwell on some parts of their history—and not just the obvious 
world wars. The Spaniards are touchy about the Franco era. For 
many east Europeans history seems to have started in 1989. 
Americans tend to avoid some bits of their past-notably what 
they did to the American Indians—but they have managed to 
cast most of their history, including the civil war, as part of their 
struggle for freedom. The past can be wallowed in safely. 


Reconstructive surgery 

And what about the idea that only youthful America can re-in- 
vent itself? Well, it is actually those fusty old Europeans who are 
engaged in a radical experiment-a bid to create a “new Europe" 
that is more than a collection of countries but less than a unified 
state. The Maastricht treaty is not yet a teenager, the common 
currency is barely out of nappies, a new constitution is being de- 
bated, ten new members are due in 2004 (France willing), there 
is still talk of a *common foreign policy". The Washington tradi- 
tionalists, though, seem happy with their constitution. 

Rather than being about Europe's old age, the transatlantic di- 
vide arguably has more to do with Europe's attempt to become 
something utterly new—and with America's inability to appreci- 
ate this. In his timely book, “Of Paradise and Power: America 
versus Europe in the New World Order" (Knopf), Robert Kagan 
argues that Europe is trying to find a "post-historical paradise"—a 
self-contained world built on transnational rules and negotia- 
tions. The United States, by contrast, remains "mired in his- 
tory"—trapped in a Hobbesian world of power politics in which 
international laws are unreliable and true security depends on 
your ability to bash the bad guys. 

Critics have cheerfully picked holes in Mr Kagan's thesis. Isn't 
the European Union deeply divided over Iraq? Isn't France using 
the Iraqi fracas to pursue its ancient dreams of national glory—by 
reasserting its leadership in Europe and embarrassing the Ameri- 
can hyperpower? Yet Europe's gigantic peace movement sug- 
gests that Mr Kagan may have a point. Large numbers of 
Europeans don't want to have any truck with the Hobbesian 
world. Whether in so doing Europe is summoning up the wis- 
dom of an old continent, or just engaging in a fit of adolescent 
posturing, remains to be seen. But Americans who go on about 
the old world should take a look in the mirror first. m 








— 


Bolivia 





What will the IMF say now? 


LA PAZ 


The president has survived a devastating assault. But the price has been high 


N FEBRUARY 12th, incredulous but 

enthralled, Bolivians watched live 
broadcasts of the army and the police 
turning their guns on each other. What en- 
sued was perhaps the worst period of civil 
disorder the country has seen since its 
“popular revolution” of 1952. 

It began at midday, in the usually tran- 
quil Plaza Murillo in the centre of La Paz, as 
troops attempted to prevent stone-throw- 
ing youths from smashing the windows of 
the presidential palace. The youths were 
protesting against government spending 
cuts and a new income tax; but among 
them were large numbers of armed police 
on a wild-cat strike. The troops used tear 
gas; the police responded with tear gas of 
their own. Both sides then turned to bul- 
lets. Twenty-seven people died, and at 
least 100 were seriously injured. 

President Gonzalo “Goni” Sánchez de 
Lozada, appealing for calm, ordered the 
troops to stop fighting. The result was 24 
hours of mob rule. With no police or sol- 
diers about, crowds ransacked and burned 
public buildings, hauling out furniture 
and computers to fuel the flames of street 
fires. Even the vice-president's office, a na- 
tional monument that houses the congres- 
sional archive, was burned. Generalised 
looting followed, with businesses identi- 
fied as foreign- Burger King, the city brew- 
ery, the Coca-Cola bottling plant—suffer- 
ing most. Copycat riots and looting 


followed in towns across the country. 

Although a fragile peace has now been 
restored, marches continue, and confi- 
dence in the government has plumbed 
new depths. The bloodshed has shocked 
everyone, as have the photographs of roof- 
top snipers picking off unarmed civilians. 
It is said that the government placed them 
there, though officials deny it. 

In the government's view—broadly 
hinted, rather than declared—the opposi- 
tion was behind the rioting. Some are call- 
ing it a coup attempt. "It's important”, said 
Mr Sanchez de Lozada, “that we reflect on 
the clear attempt there has been to desta- 
bilise democracy.” To convince those who 
pooh-pooh this, the government has 
asked the Organisation of American States 
to help investigate the events and to find 
those responsible. 

The government insists it had no ad- 
vance warning about the mood of the po- 
lice. A spokesman laid the blame squarely 
on the last government and the “tremen- 
dous promises made to almost every- 
body”—promises that the present govern- 
ment cannot afford. Last year’s budget 
deficit, which soared to 8.6% of GDP, can- 
not be repeated, and a new deal with the 
IMF and some $4 billion in loans depend 
on raising more revenue. 

Yet in order to get the police back on 
duty, the government agreed to withdraw 
its budget proposals from Congress. This 
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includes the proposals for new taxes. And 
even with serious spending cuts, the gov- 
ernment cannot hope to fill a $240m hole 
in the public accounts without expanding 
the tax net. Higher taxes on oil companies, 
already announced, may bring in around 
$80m, but the industry is suing to stop 
them. The income-tax measure was to 
have raised the bulk of the remainder. 
Now the government will be unable to 
meet the deficit-reduction targets de- 
manded by the IMF. In the interests of sta- 
bility, the Fund and multilateral lenders 
may now show more understanding; but 
they have not done so yet. 

The riots have also raised doubts about 
another ambitious revenue-earner, the 
scheme to ship some of the country's liq- 
uefied natural gas to the United States and 
Mexico. This was unpopular anyway, 
both because of animosity towards Amer- 
ica and because a port in Chile, Bolivia's 
old enemy, would probably be used to ex- 
port the gas. The armed forces, in particu- 
lar, resentthe use of Chile; and Mr Sánchez 
de Lozada now owes them his life since 
last week's attack on his palace. "More 
than ever," says Napoleon Pacheco, the 
head of an independent economic think- 
tank, “the government will have to take ac- 
count of those views." 

The cabinet has now resigned en 
masse, giving the president a chance to re- 
organise and to cut costs. Moira Paz, a poli- 
tician rather than a technocrat, has been 
given the top economic job. Five ministries 
are said to be going and, as a gesture, Mr 
Sánchez de Lozada (who is rich enough) 
has renounced his salary. But Bolivians, 
who gave him only 22.5% of the vote in last 
June's election, will be hard to convince. 
Even if Mr Sánchez de Lozada has saved 
his presidency, he may no longer be able 
to save his country's economy. 8 


The Americas 

Canada 

Northern tiger 
loses growl 


TORONTO 
First signs that Canada's economy isn't 
doing quite so well 


VER the past two years, Canadians 

have discovered that they are not 
doomed to catch a cold every time their 
giant neighbour sneezes. While America 
hasteetered on the edge of a double-dip re- 
cession, the Canadian economy has kept 
expanding. It grew by 1.5% in 2001 and 3.3% 
last year, the best performance among the 
G7 industrial countries. In contrast to 
America's spiralling budget shortfalls, 
Canada's current account as well as its 
budget remain in tidy surplus. The Bank of 
Canada raised interest rates three times 
last year; with inflation rising, it has hinted 
it may do so again. 

A true "northern tiger" is how John 
Manley, Canada's finance minister, de- 
scribed his country when he put his 
2003-04 budget to Parliament in Ottawa 
on February 18th. Committing the Liberal 
government to its sixth balanced budget in 
a row, he insisted that “we will maintain 
our capacity to control our own destiny". 

This may be easier said than done. 
Though many Canadians might wish it 
were otherwise, their dependence on their 
southern neighbour has grown rather 
than diminished over the past decade. 
America's share of Canada's exports has 
climbed from 73% to 85% since the two 
countries signed a free-trade agreement in 
1988, reinforced six years later by the 
North American Free-Trade Agreement, 
which also includes Mexico. 

The recent divergence between the two 
economies is partly explained by Can- 
ada's lower dependence on the battered 
telecoms and technology sectors. The ter- 
ror attacks of September 2001, too, caused 
less nervousness among Canadian busi- 
nesses and consumers than American 
ones. Meanwhile, the car industry, based 
mostly in Ontario, has seen record sales on 
both sides of the border. Alberta's oil and 
gas producers are basking in higher prices. 
And low interest rates have kept the hous- 
ing market humming. 

But recent data suggest that the weak- 
ening American economy is now starting 
to take its toll to the north. The motor in- 
dustry has lost its shine, and housing starts 
fell 8.7% in January. Statistics Canada re- 
ported this week that factory orders have 
been sliding since last autumn; factory in- 
ventories have risen for five months in à 
row, the longest string of increases in al- 
most three years. 

Craig Wright, chief economist at the 
Royal Bank of Canada in Toronto, is still 


confident that the North American econ- 
omy will take off once the uncertainty 
over Iraq is resolved, and that Canada's 
real growth rate will again exceed 3% this 
year. But even he acknowledges that "the 
risks seem to be building on the down- 
side". JP Morgan, an investment bank, esti- 
mates that growth slowed to 2% in the 
fourth quarter of 2002 and only about 1.59 
in the first three months of this year. 

In this week's budget, his first, Mr Man- 
ley wisely set aside C$4 billion ($2.6 bil- 
lion) for unexpected contingencies and 
"economic prudence" in the year ahead. 
Yet his priorities are different from those of 
his predecessor, Paul Martin, whose first 
emphasis was to put a lid on government 
spending and then, more recently, to cut 
taxes. The centrepiece of Mr Manley's bud- 
get is an 11.5% jump in discretionary 
spending in the fiscal year to March 2004, 
the biggest increase in more than two de- 
cades. His budget speech was a cornuco- 
pia of handouts-for health care, child 
care, defence and parks, among others. 

The switch in fiscal priorities has much 
to do with domestic and, especially, Lib- 
eral Party politics. This week's budget was 
not just Mr Manley's first, but also Jean 
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Chrétien'slast. The prime minister plans to 
retire next February after more than 40 
years in politics. The budget was one of his 
last chances to burnish his legacy. 

In crafting their strategy, both Mr Man- 
ley and Mr Chrétien have been looking 
over their shoulders at Mr Martin, who re- 
mains the clear front-runner for the top 
job. Mr Manley, a mild-mannered former 
tax lawyer who is also deputy prime min- 
ister, is pondering whether to join the lead- 
ership race. He needs to raise his profile 
and his popularity if he is to have any 
chance of catching Mr Martin. What better 
way than by handing out goodies to all 
and sundry on budget day? 

Mr Chrétien, who forgets neither his 
friends nor his enemies, seems to have hit 
on the budget as a device to tie his succes- 
sor's hands. Many of the spending prom- 
ises announced this week are three- and 
five-year programmes, with the bulk of the 
funds earmarked for the later years. The 
question now is whether Mr Martin, as- 
suming he occupies the prime minister’s 
seat on budget day 2004, will want to stick 
to the script that Mr Chrétien has written 
for him-and whether he will want Mr 
Manley to read it. m 


Where do babies come from? 


MEXICO CITY 


The president’s wife will tell you 


UCKY Mexican mums and dads. They 
now have a new parenting guide is- 

sued by the Vamos Mexico Foundation, 
which is run by Marta Fox, wife of Vi- 
cente Fox, the president. More than 20m 
copies are being handed out. Mrs Fox 
has certainly found the killer answer to 
the question, “Where do babies come 
from?” Children should be told: “From 
the state of Mexico.” 

The guide, produced in collaboration 
with the teachers’ union and several 
other non-governmental groups, has 
landed the hyper-active Mrs Fox in her 
hottest water to date. It is not just nanny- 
ish (“The television is not a nursery- 
maid”), but strictly conservative. Sexual 
abstinence is encouraged, and the word 
“condom” side-stepped. The guide not 
only condemns divorce outright, but 
makes a constitutionally dubious attack 
on abortion. Critics say it might as well 
have been written by a priest. 

That would not matter but for the in- 
volvement of Mrs Fox, herself a di- 
vorcee, and the perception that she is 
using her position to push her own con- 
servative Catholic agenda. Vamos Mex- 
ico has even asked the education 
ministry to let schools be used to hold 
discussions of the guide—despite the le- 





That part is not in the guide 


gal separation of church and state. 

Just as controversial is the fact that 
Mrs Fox's collaborator, the head of the 
teachers' union, is none other than Elba 
Esther Gordillo—who is also the secre- 
tary-general of the pri, the main opposi- 
tion party to Mrs Fox's husband. Just deft 
politics? Or some nifty coalition-build- 
ing for a presidential bid in 2006? Mr 
Fox has already said that he would like a 
woman to succeed him. 
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‘The Americas 
Peru 


Bald man meets 
blonde 


LIMA 


The old spymaster in the dock at last 


ORE than 1,000 police had been 

called in. Riot police on horseback, 
snipers and special forces in combat gear 
guarded the perimeter of Lurigancho pri- 
son, encircled by shanty houses climbing 
up grey desert hills. Police had combed the 
prison after rumours that some of the 
more dangerous inmates were planning a 
riot while the cameras were there. 

A helicopter landed; and out stepped 
Vladimiro Montesinos, wearing a bullet- 
proof vest. He had been flown from the na- 
val jail, where he has been held since June 
2001, to Lurigancho prison to be tried. Un- 
til this week, he had avoided a public trial 
for building a rotten state-within-a-state 
when he was ex-President Alberto Fuji- 
mori's spymaster. Now he is in the dock at 
last, facing 57 charges. 

Mr Montesinos's tactics have included 
challenging the authority of all the judges 
he has faced. But the delays are not all his 
doing. The judges have taken four months 
to decide where he should be tried. (The 
courtroom was not ready until the last mi- 
nute; the paint was still sticky on the rail- 
ings.) Several serious charges against him 
have been shelved, though that is being 
appealed. As with the failure, so far, to per- 
suade Japan to extradite Mr Fujimori—after 
six months, the Supreme Court has yet to 
have his file translated—it is hard to tell 
whether this is judicial incompetence or 
something more sinister. 

Ronald Gamarra, the special state pros- 
ecutor for human-rights cases, says that 
the judges are honest; but they lack initia- 
tive and, in some cases, the steel to force 
deeper investigation. "We've advanced a 
lot in the anti-corruption system,” he says, 
“but that is not enough: we need judges to 
really take charge of this process." 

If there are cracks in the system, Mr 
Montesinos will certainly try to exploit 
them. His strategy has always been to co- 
operate on the minor stuff, but deny 
charges that carry harsher sentences. (Each 

human-rights charge against him could jail 

him for 25 years.) The first case he faced on 
February 18th, for influence-peddling in fa- 
vour of two relatives of his former lover, 
Jacqueline Beltran, is small beer compared 
with corrupting judges, running guns and 
ordering death-squad killings. 

In an expensive silk shirt and dark trou- 
sers, the balding Mr Montesinos sat staring 
ahead for more than five hours. Even 

when his blonde former lover, in a lilac- 
blue jacket and long white dress, screamed 
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Montesinos isn't talking 


at him to "be a man" and admit that the fa- 
vours were all his idea, Mr Montesinos re- 
fused to speak or glance at her. His lawyer 
said he would not say a word because he 
does not recognise the court's authority. 

His silence may come as a relief to 
some. Old partners-in-crime may well 
prefer him dead, and old cronies still in of- 
fice could pull strings for him. Mr Montesi- 
nos ran a vast web; more than 1,300 mem- 
bers of it are under investigation. A master 
of blackmail, he also filmed his meetings 
compulsively, and may have videos in re- 
serve for when the going gets rougher. As, 
if the judges keep their nerve, it will. m 


Ecuador 


So far, so good 


QUITO 
Lucio Gutiérrez finds friends abroad 
but doubters at home 


OR a left-leaning former army officer 

and coup-leader, Lucio Gutiérrez went 
down surprisingly well in Washington. 
Barely three weeks after becoming Ecua- 
dor's president, he was having an hour- 
long meeting with President George Bush 
and pledging, in his opposition to drug- 
trafficking and terrorism, to be America's 
"best friend". He was also snaring an IMF 
deal that will release $500m in multilateral 
loans. He has done so by making solemn 
promises that he will use Ecuador's oil rev- 
enues to pay off the country's debts. But 
his eagerness to clinch IMF support may 
cost him dearly at home. 

Faced with a probable debt default and 
a budget gap for this year estimated at $2 
billion, or 8% of GDP, Mr Gutiérrez has 
adopted some decidedly centre-right mea- 
sures. Within a week of taking office he in- 
creased the price of petrol by a third, froze 





public-sector wages for a year and talked 
of introducing new taxes. Days later he an- 
nounced a gradual rise in electricity tariffs, 
increasing the average bill by more than 
10% over the next six months. His budget 
for 2003 promises a fiscal surplus for this 
year of around $250m. Almost the only 
signs that he is still left-wing at heart are 
the fact that he has cut his own salary by 
20% and started jogging to work. 

But his economic plan carries big politi- 
cal risks. The 1mF is demanding tax mod- 
ernisation and a big reduction in public- 
sector jobs. It also wants international ad- 
ministrators for the state electricity and 
telecoms companies, and a cut in the sub- 
sidy on domestic cooking gas. 

Though the president’s popularity 
seems solid enough, he has had to walk on 
eggshells to preserve his coalition with Ec- 
uador’s Andean Indian farmers. They feel 
betrayed by the price increases and disap- 
pointed at the government's $6.7 billion 
budget, which devotes more than a third 
of this year's revenue to debt-reduction 
and only a quarter to social spending. The 
Indian political party, Pachakütik, seems 
sulkily persuaded that Mr Gutiérrez will 
concentrate on their needs eventually; the 
Conaie, the biggest of the Indian move- 
ments, has given him 30 days to “mend his 
ways". If he does what they want, such as 
reversing the fuel-price increases and sack- 
ing his economic team, the IMF will not 
like that much. 

The president must also convince Con- 
gress to vote for economic reform. It comes 
in the shape of three bills. The majority op- 
position alliance may back a law to crack 
down on corruption in the customs ser- 
vice, but it is unlikely to support the tax 
and civil-service-reform bills that will go to 
Congress later in the year. 

Mr Gutiérrez's critics are also worried 
by the military cast of his government. 
Several important posts have gone to for- 
mer army colleagues, including the presi- 
dencies of the state telephone companies, 
the state oil company and a number of 
ministries. Mr Gutiérrez, who has already 
forced out 17 generals, is now proposing a 
40.5% increase in military expenditure, 
creating speculation that he is tightening 
his grip on the army. Troops have been 
turning up alongside the police to fight 
crime, and at the ports to control the cus- 
toms authorities. There has even been talk 
of putting the police under the control of 
the defence ministry as a fourth branch of 
the armed forces. Mr Gutiérrez's family has 
been favoured, too, with relatives and in- 
laws taking jobs in the government. 

The challenges facing the president are 
serious, and he may not overcome them. 
But his visit to Washington suggests a 
clever strategy: that by getting America 
and the international financial commu- 
nity on his side, he becomes a much 
harder man for Congress to oppose. 8i 
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Arafat looks to more ceremonial days 


EAST JERUSALEM 


Yasser Arafat agrees to devolve power, but Gaza reveals the remoteness of peace 


RADUALLY Yasser Arafat is easing 

himself out of day-to-day power. On 
February 14th the old autocrat said he 
would appoint a prime minister, thus 
bowing to the demands of the Middle East 
“quartet” (America, the European Union, 
the UN and Russia) which has been insist- 
ing that reform of the Palestinian Author- 
ity (pA) is basic to its “roadmap” for ending 
two and a half years of bloodshed. Over 
the next few days, that blood flowed fast, 
with the Israelis killing some 20 Palestin- 
ians in three punitive attacks on Gaza. 

The appointment of a prime minister, 
said Mr Arafat, would come after changes 
had been made to a draft Palestinian con- 
stitution by the PA's parliament and the 
Palestine Liberation Organisation's Cen- 
tral Council (the first representing the West 
Bank and Gaza; the second, Palestinians at 
large). Both bodies have been prevented 
by Israel from meeting in recent months. 

The constitution as it stands envisages a 
presidential regime. The quartet wants a 
more parliamentary system, with Mr Ara- 
fat transferring many of his executive pow- 
ers to a cabinet headed by an “empowered 
prime minister”. At meetings in London 
this week between the quartet and the PA 
(which had been barred by Israel from a 
similar meeting last month), there was an 
attempt to put flesh on the skeleton. 

Who will the new prime minister be? 
Only one thing so far is clear. Salam Fay- 


yad, the PA's able finance minister whose 
economic reforms have been generally 
praised, has ruled himself out of the run- 
ning, declaring that he would not be "a 
candidate in any kind of framework [that] 
weakens the...elected leadership of Yasser 
Arafat". Mahmoud Abbas (also known as 
Abu Mazen) has been less categorical. He 
is already the PLO's de facto second-in- 
command, and would probably be the 
choice of Mr Arafat's Fatah movement. 

Most agree that Mr Arafat's decisionis a 
step in the right direction. Why has he 
taken it? One reason was the warning he 
got from the quartet that unless he made 
credible reforms, he was in danger of re- 
ceiving roughly the same treatment from 
Israel as the Americans are preparing for 
Saddam Hussein. Another was the advice 
from colleagues (Mr Abbas chief among 
them) that he must make the changes now, 
ahead of any war with Iraq, if there is to be 
a Palestinian regime left to reform. 

The Palestinians’ fear is that Ariel 
Sharon will use the window of America's 
war on Iraq to close down what remains of 
the Oslo peace process, either by forcibly 
evicting Mr Arafat or by reoccupying the 
Gaza strip. With the West Bank already re- 
occupied by the Israeli army, Gaza is the 
last redoubt of PA rule. Itis also the bastion 
of the PA's emerging and irrepressible al- 
ternative, the Islamist Hamas movement. 

In recent weeks the PA's policemen 
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have been making an effort to stop Hamas 
guerrillas from firing rockets from Gaza 
into Israel. On another tack, Mr Arafat has 
offered the Islamists top positions in the 
PLO's ruling bodies if they agree to abide 
by a Palestinian ceasefire. In response, Ha- 
mas has held some of its fire, curbing the 
rocket attacks and, some say, its suicide 
bombers; the last claimed Hamas suicide 
attack inside Israel was in November. 

Hamas had also signalled that it might 
be prepared to turn this temporary re- 
straint into a more permanent "under- 
standing" that civilians inside Israel would 
not be attacked so long as the Israeli army 
stopped invading Palestinian areas and 
assassinating Palestinian militants. But it 
has firmly ruled out any end to *armed re- 
sistance" against Israeli soldiers, or against 
settlers in the occupied territories. 


Fame and punishment 
Armed resistance has been winning Ha- 
mas fame, and punishment. On February 
15th, its guerrillas killed four Israeli sol- 
diers by detonating a huge bomb beneath 
their tank, an ambush virtually every Pal- 
estinian sees as a legitimate act of resis- 
tance. Israel, naturally, did not deem it le- 
gitimate, and acted accordingly. Within 
hours, six Hamas men were blown away 
by a bomb in a pilotless plane they were 
assembling, the latest weapon in their ar- 
moury against Israel. Hamas said the 
bomb had been planted by Israel, and Is- 
rael said nothing to suggest otherwise. 
The next day tanks and Israeli under- 
cover squads swept into northern Gaza, 
razing the home of a Hamas militant, kill- 
ingtwo Palestinians in a gun battle and ab- 
ducting Riyad Abu Zied, a leader of Ha- 
mas's military arm, who died on his way 
to hospital. Another Hamas man was shot 
dead "resisting arrest" near Hebron in the 
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West Bank. An even bigger onslaught 
came on February 19th, when 40 Israeli 
tanks entered Gaza City, killing 11 Palestin- 
ians, including three civilians who were 
buried in their home when a metal work- 
shop next door was blasted by tank shells. 

Another Palestinian died by detonating 
himself before the tracks of a tank. There 
will be more of that, promised Aziz Rantisi, 
a Hamas political leader, but next time in- 
side Israel. Few Palestinians believe he is 
bluffing: with eight of its militants killed in 
three days, Hamas is bound to mount a re- 
sponse. The first reaction was four rockets 
pitched into Israel. Talk of a "ceasefire" 
seems at an end. 

Meanwhile, Mr Arafat has decided to 
walk the hard road of reform, hoping that, 
in return, the world will exert pressure on 
Israel to get out of his cities and back to ne- 
gotiations. But most Palestinians now be- 
lieve that Mr Sharon is so bent on "regime 
change" that nothing will thwart him, not 
even the timely appointment of a "credi- 
ble" prime minister. m 


Kuwait, America and Iraq 


My best friend's 
War 


KUWAIT 
Kuwait looks forward to war, though 
harbouring a doubt or two 


HILE millions elsewhere were 

marching against war, Kuwaiti 
schoolchildren last week were handing 
Valentine roses to American marines. The 
event, like the billboards saying “God 
Bless us Troops” that grace bits of Kuwait, 
including the city’s busiest square, was 
staged for western cameras. Yet Kuwait's 
enthusiasm for war is not fake. It is nu- 
anced, tempered by feelings that range 
from excitement at post-war business 
opportunities, to a sense of obligation to 
the friend that chased out Iraq in 1991, to 
anxiety at being hurt in war or ostracised 
by fellow Arabs, to doubt about America's 
real ambitions in the region. 

The equation is simple, says a contrac- 
tor who supplies American forces: “80% of 
us support invading Iraq, but 99.9% of us 
totally oppose American policy on Pales- 
tine" A Kuwaiti academic, freshly re- 
turned from America, expresses a similar 
sense of disjuncture. In America, she 
would vote against George Bush, protest at 
globalisation and march against war. Here 
she finds herself wishing to end the “oil 
narcosis" of Kuwait's nanny state, yearn- 
ing for more openness to counter creeping 
Islamist atavism, and longing for war. 

Support for America is certainly solid 
enough for most Kuwaitis to keep their 
doubts quiet, even as 100,000 western 


troops romp across the half of Kuwait's ter- 
ritory which is now barred to its own citi- 
zens, and even as other Arabs and Mus- 
lims chorus their anger at America's 
"recolonisation" project. It is not simply 
that Kuwaitis want revenge for what Sad- 
dam Hussein did to them, or that they 
hope to free the 600-plus Kuwaitis missing 
in Iraq since the last war. Many say that 
after their own brief taste of life under Mr 
Hussein, they understand the suffering of 
Iraqis, who have endured him for 30 years. 

Kuwaitis also want to see their country 
resume its traditional role in the region. 
The 1980-89 Iran-Iraq war, followed by 
Iraq's invasion of Kuwait and the subse- 
quent 12 years of sanctions, cut off the 
emirate from family and trading ties in its 
natural hinterland. While liberals com- 
plain that separation has encouraged seep- 
age of religious conservatism from Saudi 
Arabia, Kuwaiti Islamists complain that it 
is American culture that has infiltrated, 
corrupting Kuwaiti youth. In plush shop- 
ping malls, tight jeans vie with veils, just as 
on Kuwait's airwaves blaring pop clashes 
with Koranic recitation. 

Since liberation, the emirate's old city- 
dwelling elite has sensed a loss of influ- 
ence to newer arrivals from tribal back- 
grounds. The hadar, as settled bedouin are 
known, tend to have larger families and 
lean towards religious conservatism. In Ku- 
wait's feisty but ineffectual parliament, Is- 
lamists have blocked reforms such as 
granting women the vote. Radicals have 
opted for jihad, praising Osama bin Laden 
and mounting their own sporadic attacks 
against the infidel "invader". This is an- 
other reason why Kuwaiti liberals, reluc- 
tantly in many cases, want war. 

"It's a gamble, and what Americans bet 
on, and we are betting, is that everything 
will change with the reception Iraqis give 
to a new regime," says Jassem al-Saadoun, 
an economist. The risk is that clumsy at- 
tempts to impose a regional Pax Ameri- 
cana would reconfirm suspicions that 
America is more interested in punishing 
Arabs than improving their lot. 

Meanwhile there is much money to be 
made. By some accounts, creating and sup- 
plying the American army's huge desert 
tent-cities has already injected as much as 
$2 billion into Kuwait, equivalent to 6% of 
GDP. Local caterers scoop more than $1m a 
day feeding the troops, and services from 
haulage to warehousing to cleaning and 
sanitation are booming. 

Car rental agencies report that a sec- 
ondary market has developed, with Amer- 
ican officers subletting four-wheel-drive 
vehicles at a 50% mark-up. The price of 
black-market whisky has risen by a similar 
margin. One firm has filled an urgent order 
for 100 live chickens in cages, to be used as 
canaries in case sophisticated chemical- 
weapons detectors fail. 

And there is more business to come. Ku- 
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And entrepreneurs say so too 


waiti suppliers say orders have already 
been placed for goods to be delivered into 
Iraq, with some contracts extending for 
five years. Local businessmen anticipate a 
bonanza from Iraqi reconstruction. "Iraq 
just needs a jumpstart, a few volts and it'll 
be ready to roll," says a businessman who 
recalls the days when Basra, a mere two 
hours drive away, was dry Kuwait's fa- 
vourite watering hole. *Our wives won't 
even know we're out of town." m 


The Kurds in northern Iraq 


On their best 
behaviour 


ARBIL 


But Kurds, Americans and Turks do not 
share the same goals 


EALOUS neighbours—Arab, Persian and 

Turk-used to be able to sow discord 
among Iraq's fractious Kurds, seemingly at 
will. No longer: a new unity prevails. Since 
last autumn, when their regional parlia- 
ment held its first full session in eight 
years, the two main Kurdish groups, the 
PUK and the KDP, have shown surprising 
pragmatism. Jalal Talabani, the Puk's 
leader, says that the two groups are even 
talking about unifying their administra- 
tions, and setting up a combined military 
command. With the prize of self-deter- 
mination at last within their grasp, Mr Ta- 
labani and his former foe, the KDP’s Mas- 
soud Barzani, have come together in their 
longing for a war of “liberation”. 

Kurdish officials parrot some of the 
wilder statements of the American admin- 
istration. Barham Salih, Mr Talabani's 
“prime minister”, laments that the UN is 
becoming an “irrelevance”, and repeats 
the improbable charge that Ansar al-Islam, 


a band of Kurdish Islamist assassins, has »» 





> produced chemical weapons. Officials 
obligingly identify the Ansar's unlikely 
pairing of non-executive directors: Osama 
bin Laden and Saddam Hussein. 

Kurdish unity is good for Kurds, but too 
much of it worries the non-Kurdish groups 
that America has designated, along with 
the KDP and the PUK, to be Iraq's visible 
opposition. In the run-up to a long-delayed 
conference of opposition parties, sched- 
uled to start outside Arbil some time this 
week, some of the participants privately 
doubted whether the Kurds would join the 
other groups in strenuously opposing the 
American plan to entrust the running of 
Iraq to an American military governor. 
The Kurds, or so the others fear, will fight 
hard for a federal structure and for control 
over their internal affairs, but may give 
way on American proposals for a deliber- 
ately sluggish transition to democracy. 

The groups that claim to represent 
Iraq's Shia Muslim majority are particu- 
larly perturbed by the prospect of an 
American military governorate that may 
incorporate former Baath party elements. 
Officials from the biggest of these groups, 
the Iran-based Supreme Council for Is- 
lamic Revolution in Iraq, pronounce them- 
selves aghast. This may well reflect the 
apprehension of their paymasters in Teh- 
ran, who shudder at the thought of living 
next door to an American administration. 


Don't bother us now 

The Americans, concerned with finalising 
their military plans, are far less interested 
than the opposition parties are in drawing 
up a blueprint for postwar Iraq. This week, 
American, Kurdish and Turkish soldiers 
met on the border between Turkey and 
Iraq, no doubt to talk about the military in- 
tervention into northern Iraq that the 
Turks are insisting they will carry out in the 
event of war. Besides stemming an ex- 
pected flood of refugees into Turkey, these 
troops will act as a reminder to Iraq's 
Kurds, whose current autonomy is eyed 
enviously by Turkish Kurds, not to grab 
more territory or privilege. 

The opposition conference is consid- 
ered something of a distraction by the 
Americans, as they bargain with Turkey 
over the price Turkey is exacting for an 
American military thrust into northern 
Iraq. Zalmay Khalilzad, Mr Bush's envoy, is 
determined not to let the groups draw up 
the "leadership structure" that they say 
they want in place by the time the war 
starts. And since Turkish observers will be 
on hand at the conference, the Kurds will 
beon their best behaviour. 

Moreover, unless Mr Hussein mounts a 
pre-emptive strike against the KDP or the 
PUK, the Kurdish warriors have been or- 
dered by America to stay put in any com- 
ing war. This may go against the grain for a 
martial race, but it represents a victory for 
the new Kurdish pragmatism. si 


Zimbabwe's politics 
Two houses 
divided 


BULAWAYO 
Can the opposition and the ruling party 
talk about power-sharing? 


UDGED by its actions, Zimbabwe's gov- 

ernment is in no mood for compromise. 
Jeeploads of soldiers patrol the streets, 
guns sprouting from open windows. Mor- 
gan Tsvangirai, leader of the opposition 
Movement for Democratic Change (MDC), 
is on trial for his life with two colleagues, 
and ten opposition MPs and civic leaders 
have been arrested and tortured this year. 
President Robert Mugabe, meanwhile, is 
blithely attending a Franco-African sum- 
mit this week in Paris, having won an ex- 
emption from an EU travel ban. 

Yet some opposition leaders think they 
can still hold fruitful talks with the ruling 
party, ZANU-PF. Partly, this is a counsel of 
despair. The MDC has been hamstrung 
since Mr Mugabe rigged a presidential 
election last March. Some of its leaders be- 
latedly wish they had called strikes after 
the stolen vote. But Mr Tsvangirai refuses 
to lead protests that could provoke worse 
repression and end any pretence at democ- 
racy. In addition, his treason trial is, as he 
says, "like having a noose around your 
neck". He rather vaguely suggests that 
"people take action themselves". 

Frustrated younger activists call him a 
coward. Some want violence; others say 
he should at least visit more hungry villag- 
ers, and spend more time talking to people 
in the food and fuel queues where Zimba- 
bweans spend so many of their waking 
hours. Lovemore Madhuku of the Na- 
tional Constitutional Assembly, another 
dissident group, says of the MDC that: 





Mnangagwa: heir or traitor? 






"They've no idea what they want to do; 
people are beginning to lose faith in Mor- 
gan Tsvangirai." 

The ruling party has its own splits, too. 
A more economically literate group, in- 
cluding the finance minister, Herbert Mu- 
rerwa, worries about the economy. Fear- 
ing that Mr Mugabe is leading the party to 
ruin, some calculate that if they cut a deal 
with the MDC, they may be able to hang 
on to power. This could have been the 
thinking behind an offer of secret talks, re- 
portedly made in December by Emmerson 
Mnangagwa, an ally of Mr Mugabe since 
1976 and a possible successor, who over- 
sees much of ZANU's business empire. 


Chinese whispers 

Mr Mugabe, who was apparently not told 
of the offer, was said to have been furious. 
The MDC cautiously rejected it, but is now 
sounding amenable to the idea of open 
and official talks to tackle the economic 
and food emergency. David Coltart, an 
MDC leader in Bulawayo, says that the 
party might agree to join a transitional gov- 
ernment dominated by ZANU, so long as 
there was a promise of early elections, to 
berun by an independent body. 

Are ZANU leaders really ready to deal? 
Some may be, especially if the mpc drops 
its legal challenge to last year's vote. Sikha- 
nyiso Ndlovu, a member of the Politburo, 
asks what the ruling party must do to get 
international travel sanctions lifted, since 
“we are not a monolithic party, not every- 
one is a bad potato." Another old leader, 
Eddison Zvobgo, refused to campaign for 
Mr Mugabe at the election. 

Mr Mugabe is surrounded, however, by 
a harder-line faction of politicians, mili- 
tary bosses and police chiefs. Mostly un- 
elected, they would lose their jobs in any: 
power-sharing deal. Mr Tsvangirai says he - 
cannot deal with people like Jonathan 
Moyo, the information minister, or Patrick 
Chinamasa, the justice minister, "since 
this very small clique will hang on until 
the building burns down." 

Talks between the MDC and ZANU'S 
more moderate leaders might, in them- 
selves, foster disunity within the ruling 
party. Ethnic loyalties, and quarrels be- 
tween sub-groups, may also become 
increasingly important as tensions grow. — 

South Africa’s president, Thabo Mbeki, 
wants to encourage inter-party talks, per- 
hapsin the hope of establishing a “govern- 
ment of national unity" led by ZANU prag- 
matists. He recently met Mr Mnangagwa 
and Simba Makoni (a former finance min- 
ister who was sacked for suggesting re- 
forms), before calling for Zimbabwe to be 
readmitted to the Commonwealth. The 
MDC does not trust Mr Mbeki, however, 
This week, Mr Tsvangirai accused him of a 
"nefarious strategy" to subvert interna- 
tional efforts to rein in “Mugabe's violent 
and illegitimate regime". @ 
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European diplomacy over Iraq 


United in theory, divided in practice 


BRUSSELS 


The European Union's new-found *unity" over Iraq may not last long 


HEN the leaders of the 15 members 

of the European Union assembled in 
Brussels on February 17th for a special 
summit about Iraq, there was a strong feel- 
ing that the anti-war party was in the as- 
cendant. The weekend before the summit 
there had been huge demonstrations for 
peace across western Europe. Some of the 
biggest turn-outs had been in the capitals 
of Britain, Spain and Italy, whose leaders 
have backed the American line on Iraq. 
And the ripple of applause that greeted 
Dominique de Villepin, the French foreign 
minister, when he made his plea for weap- 
ons inspections rather than war at the Un- 
ited Nations also was still ringing in the 
ears of European leaders. 

So Tony Blair, José María Aznar and Sil- 
vio Berlusconi found themselves out in the 
cold, did they? No. The joint declaration at 
the end of the summit was surprisingly 
tough. It stated that "Iraq has a final oppor- 
tunity to resolve the crisis peacefully" and 
endorsed the idea of the use of force as a 
last resort. The crucial question of timing, 
however, was left hanging in the air. In a 
sop to the Franco-German position, the EU 
insisted on giving the United Nations 
weapons inspectors "the time and re- 
sources the UN Security Council believes 
that they need." Then, in a nod to the Span- 
ish-British position, the statement added 
that “inspections cannot continue indefi- 


nitely". Both sides could claim some sat- 
isfaction. But like all such diplomatic com- 
promises, this one is liable to prove fragile 
under the pressure of events. 

Diplomats who followed the private 
discussions of the European leaders de- 
scribed the atmosphere among them as 
“tense and frosty”. No sooner had the din- 
ner finished than these tensions emerged. 
France's Jacques Chirac gave a press con- 
ference in which he lambasted sundry 
central European countries for taking a 
pro-American line. The next day, Mr Blair 
riposted with a letter to the leaders of the 
ten countries, mainly in central Europe, 
that are due to join the Union in 2004, re- 
gretting that an initial invitation to them to 
attend this EU summit had been with- 
drawn. The implied slap at France was 
duly noted in Paris, with the French press 
accusing Mr Blair of once again breaking 
ranks with an agreed EU position. 


In two camps 

The fact is that the EU remains split down 
the middle. Lined up with the Americans 
on Iraq are Britain, Italy, Spain, Denmark, 
Portugal, the Netherlands and Ireland; in 
the be-more-patient camp are Germany, 
France, Belgium, Greece, Finland, Sweden 
and Austria, while Luxembourg, the Eu's 
smallest state, seems paralysed by inde- 
cision. Both sides know the realities of 
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world power and the limits of their own. 
Both have outside resources to call on: the 
patient governments know that the voters 
of Europe are strongly on their side; the At- 
lanticists know that most of the would-be 
member governments, well aware how 
they escaped the Soviet grip, are in their 
camp. 

The Eu is not the only Brussels-based 
institution that has split over Iraq. NATO 
has only just emerged from a bitter three- 
week argument about how far to go in giv- 
ing Turkey the defence against Iraq that it 
had asked for. France, Germany and Bel- 
gium last week refused to agree to a pack- 
age of defensive measures for Turkey that 
was backed by the other 16 NATO mem- 
bers. Such a package, they argued, would 
imply that war was inevitable. 

In the end, a deal was struck by taking 
the necessary decisions in NATO's defence 
planning committee, of which France, by. 
its own long-past choice, is not a member. 
After intense diplomatic pressure, the Ger- 
mans and Belgians caved in. But several of 
the elements of the package of agreements 
had to be removed to appease them. Ironi- 
cally, just as a deal was agreed at NATO, it 
became clear that Turkey was in no undue 
hurry to allow the United States to use its 
territory for an invasion of Iraq anyway. In 
the end, that will probably happen. Mean- 
while, as George Robertson, the secretary- 
general of NATO, acknowledges, the dis- 
pute over Turkey has done real damage to 
the organisation. 

The difficulty is that current arguments 
within Europe are not really about Iraq 
and weapons of mass destruction. They 
are about attitudes to the United States 
and to its pre-eminence. Such differences 
of opinion are always likely to re-emerge, 
atsome point. W 


Europe 


France and Iraq 


L'Europe, c'est moi 


PARIS 
The president is raging, but his rhetoric 
is calculated—and popular 


ACQUES CHIRAC, winner of the Nobel 

Peace Prize? Maybe not, but this week 
the French president found himself (along 
with the pope and U2's Bono) officially on 
the list of candidates, one reward for his 
opposition to an American-led war on 
Iraq. A second reward is closer to home: 
the latest French opinion polls give him 
sky-high ratings. In one poll, 65% call his at- 
titude "daring"; 77% say “courageous”; and 
83% “justified”. Mr Chirac is on a roll. 

But he has also poisoned France’s rela- 
tions with many of its allies. British and, 
still more, American media have raised 
their tradition of “frog-bashing” to new 
heights; American politicians talk of boy- 
cotting French products and the Paris air- 
show; and the prime ministers of Britain, 
Spain and Italy find it hard to hide their 
exasperation (made worse, in Britain's 
case, by the participation in this week's 
Franco-African summit in Paris of Zimba- 
bwe's dictatorial Robert Mugabe). 

Such rifts in the transatlantic alliance 
and within Europe carry obvious risks. Yet 
at an emergency summit of the European 
Union on February 17th, Mr Chirac 
seemed determined to make them worse. 
Referring to their recent declarations of 
support for American policy on Iraq, he 
hinted that France might veto the applica- 
tions by former communist countries to 
join the Eu. They "have not been very well 
behaved,” he said, “and have been rather 





Self-evident, isn't it? 
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reckless of the danger of aligning them- 
selves too rapidly with the American posi- 
tion." As to Romania and Bulgaria, whose 
membership is still to be negotiated, "if 
they wanted to diminish their chances of 
joining the Eu, they could not have chosen 
a better way." 

Hmmm. Has Mr Chirac caught an at- 
tack of folie de grandeur? His tirade against 
the ex-communist applicants echoes his 
sharp words at an EU summit last October, 
when he told off Tony Blair as "badly 
brought up" for daring to criticise France's 
addiction to agricultural subsidies. Now it 
is the Latvians, Estonians, Slovenians and 
others who are being "childish" in pledg- 
ing support for America. 

Yet the French president's outbursts are 
not irrational. The "Chirac doctrine" that 
has emerged since his re-election last year 
is the Gaullist one of old: Europe must act 
as a counterweight to America, and 
France, aided by Germany, must be its di- 
recting force. If the candidate countries, all 
of them present or potential members of 
NATO, now side with America over Iraq, 
their presence in the enlarged Eu will 
lessen French influence and turn the union 
into a NATO look-alike, Atlanticist by con- 
viction and Anglophone by language. 

Yet Mr Chirac's ambitions may fall foul 
of his tactics. To hold Eu enlargement hos- 
tage will not worry his voters (few French 
people have any real enthusiasm for a 
greater EU), but it will upset many EU gov- 
ernments, not least Germany's. 

Noris his view that the arms inspectors 
should be given longer in Iraq a simple no 
to America. It raises the question of how 
much longer. Talking to Time this month, 
Mr Chirac picked his words. Though it is 
“probable”, he said, that Iraq indeed has 
biological and chemical weapons, it does 
not "in the present situation pose a clear 





and present danger to the region." In con- 
trast, a war would breed more terrorism 
and "create a large number of little bin 
Ladens." Hence France's potential veto of 
anew, war-justifying resolution at the UN. 
Yet France is not pledged to avoid war 
come what may: Dominique de Villepin, 
its foreign minister, was careful to argue in 
the Security Council that war, while “al- 
ways the outcome of failure", could not be 
ruled out if the arms inspections failed. 

But just how would Mr Chirac switch 
from peace to war? If war indeed comes, 
and France stays out, it risks being damned 
by many others as the country that split 
the Atlantic alliance and the Eu alike. Yet 
the more popular Mr Chirac's tactics so far, 
the harder it would be to join in. 8 


Germany and Iraq 


The tune 
changes-a bit 


BERLIN 
The government shifts, but the 
opposition is divided 


T LAST Gerhard Schróder has signed 
up, with the European Union, to the 
use of force against Iraq as a last resort. 
Welcome and long overdue, said the con- 
servative opposition—but what a u-turn 
from a policy that had caused such dam- 
age to Germany's reputation and its rela- 
tions with its American and European 
partners alike. Edmund Stoiber, Mr 
Schróder's challenger for the chancellor- 
ship last September, likened Mr Schróder's 
diplomatic bungling to that of Kaiser Wil- 
helm 11, the emperor who led Germany 
into the first world war. 

Mr Schröder denied he had made a u- 
turn. His rejection of German participa- 
tion in any war, and his refusal to sign up 
to any UN resolution permitting one, re- 
main as firm as ever, he says. And, for all 
the government's abysmal showing in the 
opinion polls, some 70% of Germans sup- 
port him on Iraq. On February 15th, 
500,000 anti-war demonstrators marched 
through Berlin. Only 15% of Germans—and 
only 17% even of conservative voters—feel 
Germany should join in an Iraq conflict. 

So the opposition has a problem: how 
to demonstrate loyalty to Germany's most 
important ally, without offending its own 
voters. The result, so far, has been a mess. 

During last summer's election cam- 
paign, Mr Stoiber accused Mr Schröder of 
putting Germany's ties with the United 
States at risk. Yet he too declared that he 
did not want Germany to take part in any 
military "adventures" (his word at the 
time, not just Mr Schróder's). Now he says 
Germany must "stand by the side with the 


United States, even in a military conflict". » 






Angela Merkel, leader of the Christian 
Democratic Union, the big sister of Mr 
Stoiber's Bavarian-based Christian Social 
Union, recently also hardened her party's 
wishy-washy stance. Until now, she had 
always argued that Germany should stick 
to the line of its partners in the Eu and the 
United Nations, without spelling out what 
that line was (forgiveably: there wasn't 
one). But at a conference in Munich this 
month, for the first time she backed both 
military intervention, if peaceful attempts 
to disarm Iraq failed, and German partici- 
pation "in accordance with our means". 
Had her party been in office, she said, Ger- 
many would have joined the eight Euro- 
pean countries that put out a declaration 
supporting American policy. 

So far, so plain? No. When Mr Schróder 
suggested in a parliamentary debate on 
Iraq last week that the conservatives had 
now evidently joined President Bush's 
"coalition of the willing" for a war, the op- 
position backbenches erupted in outrage, 
and a red-faced Mrs Merkel angrily ac- 
cused him of seeking to vilify them as war- 
mongers. The trouble is that the conserva- 
tives themselves are deeply divided. Both 
parties lay great store by the "Christian" in 
their names—and the leaders of both the 
Catholic and the Protestant churches in 
Germany, like the pope, have come out 
firmly against any war. Last week, 17 con- 
servative backbenchers in the Bundestag, 
Germany's lower chamber of parliament, 
refused to vote for their parties' motions 
condemning official policy on Iraq. And 
even among America's most loyal suppor- 
ters, many have been shocked by the con- 
tempt with which people such as Donald 
Rumsfeld, America's defence secretary, 
have been treating their country, dismiss- 
ing it as “old Europe" and lumping it to- 
gether with the unsavoury regimes of 
Cuba and Libya. 

Till now, Germans have probably been 
the most pro-American people in Europe. 
There is still a deep admiration of Ameri- 
can values, and immense gratitude for 
America’s role in liberating Germany from 
the Nazis, building it up after the war, and 
supporting it over its reunification. Nearly 
90% of Germans, say pollsters, believe that 
the United States will continue to be anim- 
portant partner. Yet there is growing dis- 
quiet, on the right as on the left, about the 
Bush administration’s perceived tendency 
to divide the world into “them and us”, 
and to claim that it alone has right on its 
side. New polls show 74% of Germans con- 
sider the United States has “too much 
power”; over half think it a greater threat to 
world peace than Iraq or North Korea. 

This week, Atlantik Brücke (Atlantic 
Bridge), a cross-party organisation for the 
promotion of transatlantic relations, took 
a full-page advertisement in American and 
German newspapers, signed by more than 
500 political, business and union leaders, 





Yes, but suppose you lead the way? 


including many opponents of a war with 
Iraq, to voice their concern over the grow- 
ing tensions. But Mr Schröder is unlikely to 
change course. Germany is beginning to 
look less isolated. While millions demon- 
strate worldwide against a war, he may be 
starting to think that the German and 
French insistence on a peaceful alternative 
to war may at last be vindicated. 

For the moment, his own party is firmly 
behind him. But he knows it is still a gam- 
ble. If the UN Security Council does even- 
tually sanction a war, Germany could be 
left alone on the sidelines with its interna- 
tional reputation in ruins. Mr Schróder's 
own future would then be at stake. 8 


Spain and Iraq 


Aznar at bay 


MADRIO 
But the prime minister sees light ahead 


IDING on the coat-tails of Uncle Sam 

has been a hair-raising experience 
even for Spain's hardened prime minister, 
José María Aznar. His unquestioning sup- 
port for President George Bush's readiness 
to make war on Iraq drew millions of 
Spaniards outin protest last weekend. And 
it has left him politically isolated in parlia- 
ment, and subject to criticism from nor- 
mally loyal or at least friendly sectors of 
the media. He won power in 1996, and 
won again still more handsomely in 2000. 
Now, for the first time since that second 
election, opinion polls show the opposi- 
tion Socialist Party ahead of his own Peo- 
ple's Party. These are the worst days of his 
seven years of office. Why, Spaniards ask, 
is Mr Aznar risking all on the war? 


At times the prime minister and his de- 
fence minister, Federico Trillo, have 
sounded more certain of the existence of 
Saddam Hussein's weapons of mass de- 
struction and his regime’s links to al- 
Qaeda than is even the Bush administra- 
tion. Just as Tony Blair’s critics have lam- 
pooned him as “George Bush's poodle” 
and accused him of stifling parliamentary 
debate, so have those of Mr Aznar. | 

Mr Aznar's argument that by lining up 
with Mr Bush he would win American 
support for Spain's fight against Basque 
terrorists has been mauled by the opposi- 
tion parties. Is it not immoral, they asked, 
to support an attack on Iraq to win support 
for an unrelated domestic matter? One 
generally pro-government newspaper, El 
Mundo, has pitted itself wholly against the 
war, and even the centre-right ABC has 
criticised Mr Aznar’s dogmatic style, 
though not his stance. Nearly two-thirds of 
the People's Party's own voters are op- 
posed to a war without UN authority. 

The prime minister feels he has been 
getting all the pain and none of the glory 
for his support of Mr Bush. So what is the 
pay-off he hopes for? Mr Aznar has stated 
that he intends to be the man who puts an 
end to Spain's medium-nation status. He 
wants Spain to come out of the shadow 
cast by France and Germany within the 
EU. His central role in drafting the joint let- 
ter of eight European leaders in support of 
Mr Bush underlines that. He hopes that 
soon Spain will become a member of the 
G8 group of rich countries. In sum, he 
hopes, as one adviser puts it, to make his 
country "one of the few and not one of the. 
many". Perhaps the weakness of Spain's 
armed forces and its continued reliance on 
EU "cohesion" funds precludes that for the 
moment, and indeed till after his own 
promised retirement from his job after 
next year’s election. But he can dream. 

And though Mr Aznar and his entou- 
rage had a bad case of the jitters at the be- 
ginning of last week they now think they 
have turned the corner. This week, con- 
senting at last to a parliamentary discus- 
sion—albeit not a formal debate—on the 
prospect of war, and the EU's new joint po- 
sition thereon, Mr Aznar told parliament: 
“We cannot let a no to an Iraq conflict bea 
yes to Saddam Hussein. Peace is possible, 
but only his regime has the possibility of 
disarming and responding to the world’s 
desire for peace.” In the vote, the Socialists 
abstained—a manoeuvre which, whatever 
its supposed logic, seldom impresses vot- 
ers—and Mr Aznar, backed by the Catalan 
nationalists, won handsomely. 

He has also been reassured by a visit 
from President Bush’s brother Jeb, the gov- 
ernor of Florida, who has promised goo- 
dies and told Spaniards that Mr Aznar has 
formed “a very real friendship” with the 
president. The prime minister is due at the 
president's ranch this weekend. m 
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Armenia's presidential vote 
Democracy, it's 
wonderful 


YEREVAN 
Especially, as voters noticed, if you're 
the incumbent 


T was one of the dirtiest elections even 

Armenians can remember: more petty 
fraud, many said, than in the infamous 
presidential ballot of 1996, in which allega- 
tions of ballot-rigging sparked such threat- 
ening demonstrations that the then presi- 
dent, Levon Ter-Petrossian, sent tanks onto 
the streets. 

Officially the Organisation for Security 
and Co-operation in Europe, which had 
sent 200 observers, said the election pro- 
cess culminating in the vote on February 
19th “fell short of international standards 
in several key respects”. Privately, one ex- 
perienced OSCE team member called it “a 
disaster.” 

A fairly typical example was the polling 
station where The Economist watched the 
count. Observers from the opposition par- 
ties said that, late in the day, two young 
men had come in and stuffed a few hand- 
fuls of ballot papers into the box before 
running out again. The papers, they said, 
had been folded twice in the same direc- 
tion, instead of lengthwise and then cross- 
wise, as most voters folded them. And sure 
enough, as the vote-counters plucked the 
papers from the box one by one, there was 
a period when an unusually large number 
were folded lengthwise—and, lo, most of 
those were for the incumbent president, 
Robert Kocharian. 

He also had the media behind him. 
One Armenian monitoring organisation 
counted five times as much television cov- 
erage for Mr Kocharian as for all his oppo- 
nents put together. The full results were 





Who knows, maybe they'll count it 


not due out until Thursday afternoon, Feb- 
ruary 20th. But the early (though official) 
indications were giving Mr Kocharian 51%. 
By happy chance, that overall majority is 
the precise figure needed, under Arme- 
nian rules, for him to avoid a run-off with 
his leading opponent, Stepan Demirchian. 
It was just such a "result" that set off the 
protests in 1996. But the OSCE, which then 
hinted that it would like a run-off, has so 
far not done so this time. 

Mr Demirchian's father, Karen, a charis- 
matic former Communist boss, was one of 
eight leading politicians assassinated in 
parliament in 1999. The case is murky, and 
the trial of the killers still drags on. The 
younger Mr Demirchian has inherited his 


Cyprus's new president 


And now? 


NICOSIA 


The Economist February 22nd 2003 


father's good looks and gravelly voice, 
which helped him to inherit some sympa- 
thy votes too. His closing rally in Yerevan, 
three days before polling day, was the big- 
gest gathering locals could recall since the 
collapse of the Soviet Union. Crowds also 
massed the day after the election. 

But this Mr Demirchian did not, by 
common consent, inherit much of his fa- 
ther's intellect. Even if he could contest the 
likely result and win in a second round, he 
would have to build a good team and be a 
wily operator to make headway against 
Armenia's entrenched political forces, to 
say nothing of its hostile neighbours, Azer- 
baijan and—though the Turks would not 
putit quite this way- Turkey. 8 


Clerides out, Papadopoulos in—and reunification further off than before? 


HE election of Tassos Papadopoulos 

as president of Cyprus-in practice, 
the Greek-Cypriot south—comes at a crit- 
ical moment. On February 26th Kofi An- 
nan is due in Nicosia with a last-ditch 
revised version of the United Nations 
plan for reunifying the island. Mr Papa- 
dopoulos and his Turkish-Cypriot coun- 
terpart, Rauf Denktash, will be given 48 
hours to agree a deal. If they cannot, 
when Cyprus signs its EU accession 
treaty in Athens in April the prospective 
EU member will, de facto, be only the 
Greek-Cypriot part of the island. 

Mr Papadopoulos surprised pollsters 
by winning outright, with 51.596 of the 
vote in the first round, to oust Glafcos 
Clerides, the 83-year-old incumbent. He 
leads the centre-right Democratic Party, 
but was also backed by the commu- 
nists—the biggest vote-getters on the is- 
land—the socialists and the Greens. A 
feisty lawyer of 69, as a young man he 
was in EOKA, the guerrilla group that led 
the movement for independence from 
Britain in the 1950s. 

He has also been considered the 
leader of a “rejectionist” faction opposed 
to compromise with the Turkish Cypri- 
ots. But he is trying hard to re-invent 
himself as a dedicated negotiator for 
peace. He promises that Turkish Cypri- 
ots, isolated and impoverished—not least 
by an international embargo—in Mr 
Denktash's self-declared republic in the 
north, would have a chance to prosper 
in a re-united island. 

Humph, say they. Mr Denktash said 
flatly that with Mr Papadopoulos in 
charge in the south "the road to a sol- 
ution is closed." So far, Mr Denktash has 
been the bigger obstacle, refusing to 
hand the Greek Cypriots all of the 9% of 





Ten-finger exercise for Papadopoulos 


the island's territory called for in the UN 
plan. But he could perhaps be arm- 
twisted by Turkey's new government, 
which is keen to see a real, re-unified Cy- 
prus in the EU. 

Many Turkish-Cypriots are keen too. 
Now the doubts are about Mr Papado- 
poulos. His communist backers broadly 
favour a deal; his own supporters want 
changes—more Greek Cypriots, they say, 
should to able to return to the actual 
homes they fled in 1974, as Turkish 
troops invaded to prevent Cyprus being 
hijacked into union with Greece. Many 
who voted for Mr Papadopoulos be- 
cause of his rejectionist image would opt 
for the status quo. 

But there is a catch. The Eu agreed to 
let Cyprus sign up, even disunited. But 
actual membership in May 2004 still re- 
quires ratification by all Eu states. Some 
might yet cause trouble. 


THE. OFFER OR ANY PART OF THE OFFER IN THIS meh E AT ANY TIME PRIOR 10 THE OFFER € x OSING DATE OF 18 M ARC H 2001 THIS ADV ERT DOES NOT CONSTIT 

TO MAKE INVESTMENTS IN ANY JURISDICTION OR TO ANY PERSON TO WHOM IT IS UNLAWFUL. CSGF DOES NOT PAY ANY INCOME, ALL RETURNS ARE PAID AT TI 

YOU REDEEM YOUR SHAREHOLDING BEFORE THE END OF THE FOUR AND A HALF YEAR TERM, YOU MAY NOT GET BACK AS MUCH AS YOU INITIALLY INVESTED. THIS OFFER I5 
RESIDENTS OF THE REPUBLIC OF IRELAND. THIS FUND OFFERS YOUR MONEY BACK PLUS A MESIMMT RETURN OVER THE INVESTM NT PERIOD OF. 12: FOR STERLING INVESTORS, 
INVESTORS AND 9. FOR EURO INVESTORS D THIS FUND OFFERS AN ANNUAL INITIAL BONUS OF 15:5 FOR STERLING INVESTORS, 12.5% FOR US DOLLAR INVESTORS AND LL ; FOR E "RC 
WHICH CAN BE BOOSTED OR REDUCED BY INDEX GROWTH. 


* 
Minimum Q 
return up to | Q 


Designed to grow, 
whatever the climate 


In challenging markets, it can be difficult to decide when is the 
best time to invest. Falling share prices offer better value, but 
what happens to your capital if the markets don't grow? 


With HSBC International Capital Secured Growth Funds plc 
(CSGF) you can act now, because each fund is designed to 
provide 100% capital security, regardless of market 
performance. What's more, with CSGF, you have significant 


potential to outperform savings account returns. 


Using HSBC worldwide research capabilities and specialist 
local market knowledge, we design our funds to exploit the 
latest market opportunities. This launch offers two funds, each 
with a four and a half year term: 


* Nasdaq Annual Growth Fund 
Offers you annual bonuses of up to 15.5955 which can be 
boosted further by growth in the Nasdaq-100 Index". 
What's more, a lock-in feature captures and protects growth 
earned each year. 


* Asia Plus Growth Fund 
Offers you a maximum return of 727^, linked to the fast 
growing economies of Asia, including China and South 
Korea. At the very least, you will receive your money back 
plus a minimum return of up to 127^*. 


This offer must close on 18 March 2003*. Choose protection 
plus growth potential and ask us for a brochure today. 


Capital Secured Growth Funds The world's local bank. 





Issued hy HSBC Bank International Limited 


"£3 +44 1534 616111 ES +44 1534 616222 offshore@hsbe.com do http//www.offshore.hsbc.com/investment 
f£» HSBC Bank International Limited, PO Box 26, 28/34 Hill Street, St Helier, Jersey JE4 8NR 





Name Nationalitv 


an AAAA AAAA A nAn nnn A man n Ain A a a iiia aaa paana maaa aana EE e e e t rehe aea e —— —— ——————H MM ERE 


Address 


even S a A NP be vane tend i as a i M M AN yl AML LR LA ETL AE T ARUM ANIMAI ARERR IRR EU re A AA RV P du Pa BM e ent P Na BMI ANN AN IHRE RAI RIEN IA e T rS A mh eet MAN AI PP Pa M MA PHA ES an TESTI VETUS SET S B rtt el mata m Ag —————— Aasmaan ete atad amma ateh a 


Tel l Email Country of residence 








France's high-risk diplomacy is in danger of hurting France itself 





HEY wouldn't do it, would they? They wouldn't be rash 

enough to push things to the limit and use their veto, gravely 
undermining an institution they cherish? The French have 
greatly enjoyed keeping the world guessing about their inten- 
tions in the United Nations Security Council. But the UN is not 
the only place where France is threatening to use a veto. At a 
European Union summit in Brussels on February 17th, Jacques 
Chirac, France's president, warned none too subtly that France 
might still block the enlargement of the Eu to take in ten more 
countries, mainly from central Europe, which are due to join next 
year. Most diplomats still regard it as a done deal and think it in- 
conceivable that France would really do something as spiteful 
and destructive as rejecting countries from the old Soviet block. 
But just as itis a mistake to underestimate France's willingness to 
confront the United States at the UN, so it would be unwise to ig- 
nore the real threat that France now poses to enlargement. 

Iraq and the EU's enlargement may look unrelated. In fact, for 
the French, they are closely linked. France has long cherished the 
ambition that the zu would one day act as a superpower that 
could stand up to the United States. It has also long suspected the 
central Europeans of being a Trojan horse for the Atlantic alli- 
ance within the Eu. For the French, the Iraq crisis has dramati- 
cally illustrated these fears. Here, they argue, are the Americans, 
clearly acting dangerously, providing Europe with both an 
opportunity and a duty to block the “hyperpower”. But France's 
ambition to present a united European front has been under- 
mined by expressions of support for the Americans. First came a 
letter from eight European countries—five current EU members, 
plus Poland, Hungary and the Czech Republic, the three biggest 
members-to-be. Then came a letter from "the Vilnius ten", a cen- 
tral European and Balkan group which includes five more coun- 
tries due to join the Union next year. 

President Chirac's fury became evident at this week's Euro- 
summit. With a mixture of arrogance and rudeness that made 
Donald Rumsfeld, America's abrasive defence secretary, look 
like Mary Poppins, the French president upbraided the candidate 
countries for their pro-American statements. The central Europe- 
ans, he opined, were "badly brought up”, “childish” and “irre- 
sponsible". They should remember that all the current Ev 
members still have to ratify the treaties of accession to let the 


newcomers into the club. France, he hinted, could call a referen- 
dum on enlargement. The state of public opinion in France, 
where 18% of the votes were recently cast for a xenophobe for 
president, suggests that the French might give a resounding no. 
Though it would be highly unusual for the Union's existing 
members to vote on letting newcomers in, there is a precedent: 
France had a referendum on admitting Britain in the 19705. 

The next day Michéle Alliot-Marie, the French defence minis- 
ter, rammed home her country's message. On a visit to Warsaw, 
she warned the Poles that their support for America was endan- 
gering their chances of joining the Eu. The Poles particularly an- 
gered France recently by having the temerity to order American 
F-16 fighter aircraft rather than French Mirages. Alain Duhamel, 
an influential pro-European commentator, gave an insight into 
the French establishment's thinking in a recent article in the left- 
leaning newspaper Libération headlined "Europe: stop enlarge- 
ment". He gave warning that the dreams of those who want a 
"European Europe" are in danger of being swamped by new ar- 
rivals "fascinated" by the United States: “the Europe of Brussels 
is encircled by the Europe of Washington." Mr Duhamel urged 
the French parliament to refuse to ratify enlargement. 

Are such threats for real? Blocking enlargement would cause 
a severe crisis in the Union. It could tear the club apart, even de- 
stroy it. It would enrage many other EU countries, not least 
France's key ally, Germany, which deems enlargement a strate- 
gic and moral imperative. On the other hand, muse some French 
pundits, the Germans share some French worries about enlarge- 
ment. Sure, they say, the Germans might protest at first. But in 
the long run, might they not fall back into the comfortable 
French embrace of old? Using Iraq as a pretext for provoking a 
crisis over enlargement could also be attractive, given that Euro- 
pean public opinion is sympathetic to France's anti-war posi- 
tion. And if some EU members-the British and the Nordics, 
say—were to walk out of the club in disgust if France did indeed 
veto enlargement? Well, in the view of the real head-bangers in 
Paris, so much the better. 


Bring the European temple down on your own head? 

Yet destroying the EU in order to save it (or at least France's vision 
of it) is so extreme and high-risk an option that it is still hard to 
envisage France taking that route. It is more probable that Mr 
Chirac's threats against the candidate countries are driven more 
directly by Iraq. If America and Britain cannot get a second UN 
resolution before an attack on Iraq, they may look instead for ex- 
pressions of support such as the recent letters from central Euro- 
peans. Mr Chirac's aim, as he candidly put it at a recent press 
conference, is to persuade such people to “shut up". 

Such a strategy could backfire. The day after the French presi- 
dent's outburst, the central Europeans were trying to bite their 
tongues. Peter Medgyessy, the Hungarian prime minister, re- 
marked (in immaculate French), that he was "too well brought 
up" to respond to Mr Chirac's gibes. But several other central 
European leaders emphasised their right to think and speak in- 
dependently. In the longer term, France's strategy is even harder 
to fathom. If and when the ten newcomers do in the end join the 
club in May next year, they are hardly likely to feel well-disposed 
to a French president who has made it clear that he regards them 
as a bunch of ungrateful and unhousetrained peasants. Mr Chir- 
ac's fear that France will lose control of a larger European Union 
would then risk becoming a self-fulfilling prophecy. = 
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Under its new leader, Luiz Inácio Lula da Silva, Brazil could take a leap 
into prosperity—or slide back towards poverty, says Peter Collins. 
Which will it be? 


HY has the United States prospered 
and Brazil has not? Both are giant 
countries, each dominating its half of the 
Americas, each amply endowed with peo- 
ple, land and natural resources. Each has 
remained united, with a strong sense of 
nationhood, after gaining independence 
from former colonial masters in Europe. 
But whereas the United States has become 
the world's economic superpower, its 
South American sibling is a social and 
economic under-achiever, the eternal 
"country of the future" (as it calls itself 
ironically) whose future never arrives. 
Brazilians have tortured themselves 
with this comparison for decades (see box 
on the next page). Some of the country's 
thinkers blame their compatriots' mis- 
placed faith in Messiah figures who will 
come and perform miracles, and contrast 
this unfavourably with the Americans’ 
ability to organise themselves and work 
together to build their nation. Indeed, 
judging by the adulation accorded to Luiz 
Inacio Lula da Silva since being elected 
president in October, some Brazilians 
seem to think that he is the long-awaited 
Messiah. However, Lula, as 176m Brazil- 
ians simply call him (as will this survey), 
realises that he cannot work miracles 
alone. He aims to strike an unprecedented 


“social pact” with all levels of society, 
which will enable Brazilians as a whole to 
take a leap into rich-world standards of 
prosperity, justice and equality, striving 
together to create “the nation we have al- 
ways dreamed of”, as he said in his inau- 
gural speech last month. 

The gap between Brazilians’ dreams 
and their reality is enormous. Although by 
international definitions Brazil is a middle- 
income rather than a poor country, its glar- 
ingly unequal income distribution means 
that the poorest 50% account for 10% of na- 
tional income—and so do the richest 1%. 
Brazil’s educational performance has, un- 
til very recently, been dismal. Despite re- 
cent improvements in environmental 
health standards, 19% of households still 
lack running water. Poor communities on 
the peripheries of Brazil's cities suffer from 
a plague of violent crimes. 

Lula won the election, as oppositions 
usually do, by criticising the then govern- 
ment for incompetence and inaction and 
by promising drastic policy changes to 
bring about rapid improvements. How- 
ever, he also abandoned much of the rad- 
icalism that lost him the three previous 
presidential elections. He stopped calling 
for Brazil to break with the International 
Monetary Fund and its economic stric- 





' tures and for the country's debts to be “re- 
negotiated". Two months before polling 
day, he nodded his approval of a $30 bil- 
lion loan from the Fund that committed 
him not just to keeping the strict financial 
targets of his predecessor, Fernando 
Henrique Cardoso, but to tightening them, 
as he has now done. 

Lula's election propaganda constantly 
harped on about the need for mudanca 
(change), and once elected he claimed that 
he would begin rebuilding Brazil “starting 
from scratch". In fact, though, the best 
prospect of success for the new govern- 
ment lies in continuity. Brazil's frequent 
political ruptures since independence 
from Portugal in 1822 led to a lack of fol- 
low-through in pursuing public policies 
that has cost the country dear, but Mr Car- 
doso, Brazil's longest-serving democratic 
president, made a good start on overcom- 
ing such debilitating short-termism. This 
survey will argue that, far from starting 
from scratch, Lula should build on Mr Car- 
doso's achievements by continuing to pur- 
sue many of his predecessor's best poli- 
cies—especially in welfare, education and 
health—and to press on with reforms that 
Mr Cardoso's government started in areas 
ranging from pensions to policing. 

To getan idea of the benefits of continu- 
ity, contrast the fortunes of education and 
justice in Brazil during Mr Cardoso's term 
of office. In the education ministry, the 
same minister, Paulo Souza, was in charge 
for eight years, during which time Brazil 
achieved near-universal primary school- 
ing for the first time in its history, and a 
surge in enrolments to secondary and uni- 
versity education. By contrast, during his 
eight years in office Mr Cardoso presided 
over a succession of no fewer than nine 
justice ministers, none of whom made his 
mark in the job. Murder, armed robbery 
and other violent crimes continued at 
shockingly high rates, aided and abetted 
by a still inefficient and corruption-riddled 
police and judiciary. 


No time to lose 

Even if Lula manages to get re-elected (as 
Mr Cardoso did) in 2006, to give him an 
eight-year mandate, the maximum al- 
lowed under the constitution, he will have 
little enough time to achieve progress on 
the scale he is promising. But because of 
Brazil's precarious financial situation, in 
reality he has a much shorter period in 
which to achieve visible results. The gov- 
ernment has debts of around $250 billion, 
or 56% of Brazil's Gn». Much of it is short- 
term and needs constant rolling over. Most 
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of the debtis tied either to short-term inter- 
est rates or to the real's value against the 
dollar, both of which are strongly affected 
by investors' fears that Brazil might default 
on its debts. If those fears increase, the gov- 
ernment's financing costs will rise steeply. 
The risk is that a default might become a 
self-fulfilling prophecy. 

That is the way things seemed to be 
heading in the middle of last year, as inves- 
tors fretted about the growing likelihood 
of Lula beating José Serra, Mr Cardoso's 
lacklustre candidate. Was the recent move 
to the centre by Lula and his Workers' Party 
(PT) genuine, or would they return to their 
old radical form straight after the election? 
And even if they did not, would Lula, a 
man without any significant adminis- 
trative experience, really be capable of 
governing such a large and diverse coun- 
try? Or would he turn out to be like Fer- 
nando de la Rua, who in late 2001 was 
forced to quit as Argentina's president, 
leaving behind a bankrupt government 
and an imploding economy? Fears of an- 
other Argentina caused the real and Bra- 
zil’s bonds to plunge to levels that sug- 
gested the country was heading for default 
within months. Only when the IMF 
stepped in with a large loan package last 
August did the markets recover. 

After Lula's victory in last October's 
election, the gradual recovery of the real 
and Brazilian bonds continued. The mar- 
kets were cheered by sensible-sounding 
pronouncements from the new presi- 
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dent's economics team, and by the ap- 
pointment of some respected business 
and financial figures to key government 
jobs. But the situation remains fragile. If in- 
vestors conclude that not enough is being 
done to avoid a default, they will bring one 
about in their stampede to avoid being 
caught. On the other hand, if in the coming 
months Lula's government can convince 
investors that it is putting the public fi- 
nances on a sustainable footing, it will be 
ableto cut interest rates and stoke up econ- 
omic growth, thereby making a default 
much less likely. 

Itis now possible to foresee two drasti- 
cally different outcomes for Brazil in the 
near future. The dream scenario is that 
Lula will be able to use his popularity to 
push through controversial reforms that 
will banish the markets' fears of an immi- 
nent default. The resulting improvement 
in the economy will keep the public on his 
side, and the government's improving fi- 
nances will provide him with the money 
to make the big social advances he has 
promised. Congressmen, mindful of pub- 
lic and media opinion, would feel obliged 
to collaborate with the president. As long 
as Lula remains popular, his main oppo- 
nents-Mr Cardoso's centre-right Social 
Democrats and their biggest partner in his 
former coalition, the catch-all Brazilian 
Democratic Movement-are more likely to 
keep their promise to be a principled oppo- 
sition that will back him on reforms vital to 
the national interest. They might even be »» 





> persuaded to join his government, giving 
him a majority in Congress. 

The optimists (of whom Brazil is never 
short) reckon it may be no bad thing that 
many of the vested interests Lula must 
overcome are on his own side. Who better 
than he to persuade unionised workers 
that they have to make sacrifices? And 
given his background, at least he did not 
owe his election to Brazil’s avaricious con- 
servative elites, so he will be less beholden 
to them—unlike Mr Cardoso, who contin- 
ually had to buy them off. 

But a nightmare scenario is also possi- 
ble in which Brazil follows its southern 
neighbour, Argentina, into default and 
economic slump, resulting in rising pov- 
erty, crime and unrest. Pessimists say that 
although Lula and his team are now mak- 
ing the right noises, they will be unable to 
deliver. If Mr Cardoso, with his big con- 
gressional majority, could not complete 


his reforms of pensions, the tax system, 
the labour laws, policing and justice, what 
chance has Lula with his minority govern- 
ment? He cannot even rely on the support 
of his own party, which still contains 
many unreformed radicals. 

Lula’s campaign material portrayed the 
former union boss as a “great negotiator” 
who will sit everyone around the table, 
persuade all sides to make sacrifices and 
reach a national consensus to push 
through reforms. He hopes to achieve this 
through various grandly titled talking- 
shops, such as the Council of Economic 
and Social Development and the National 
Labour Forum, with representatives from 
different sectors of society. The danger is 
that while Lula waits for results he will lose 
his initial momentum. If the markets lose 
patience with him and a renewed finan- 
cial crisis undermines his popular sup- 
port, Congress may be less willing to sup- 
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port unpopular but necessary reforms. 

Indeed, if Lula starts to lose force, tk 
representatives of various vested interes! 
in Congress may seize the opportunity 
try to undo some of Mr Cardoso's refor 
Already, some state governors (who ofte 
have alot of influence in Brasilia) are pres 
ing for a relaxation of Mr Cardoso's fisc 
responsibility law, which put an end to th 
spending excesses of local government. 
they succeed, the nightmare scenario : 
Brazil unravelling before Lula's eyes will 
come a step closer. | 

For now, either triumph or trage: 
seems possible. Much rests on Lula him 
self, a man whose rise from shoe-shir 
boy to strike leader to president of one 
the world's largest democracies has der 
onstrated remarkable personal achie 
ment-but who remains an unknown 
quantity. His first and biggest challenge 
will be to get the economy right. 88 











'OR the past year the pundits have been 
-arguing over whether Brazil is bound to 
llow. Argentina into default. Even after 
ie IMF stepped in with a $30 billion loan 
last August, some remained convinced 
Brazil's public-debt burden, which al- 
st doubled during Mr Cardoso's presi- 
Cy, to 56% of Gpp, had become un- 
tainable, and that sooner or later the 
ntry would have to “restructure”, will- 
gly or otherwise. Others maintained 
he country's twin deficits were well 
er control, with the government con- 
stently running primary surpluses (be- 
nterest payments) and the current-ac- 
t gap shrinking, thanks to a plunge in 
al, all of which made a default seem a 
ess likely. 

.John Williamson of the Institute for In- 
rnational Economics in Washington, Dc, 
as one of several economists to crunch 
e numbers and conclude that a default 
'y Brazil is neither inevitable nor impossi- 
e, but will depend largely on investors’ 
pectations. Since most public debt is 
ed either to short-term interest rates or 
the real's exchange rate, Mr Williamson 
ckoned that, unless these recovered, the 
bt burden would continue to rise. Inves- 
tors would take fright and the real would 
plunge further. Attempts to shore it up by 
pushing interest rates even higher would 
merely hasten the end. 

_ Theno-default camp says there is a way 
ut of this. Most of the public debt is de- 
nominated in reais (including some that is 
dollar-indexed but pays out in local cur- 
rency), so in a tight spot the government 
could just print more reais to repay any 
debt it could not roll over. The trouble is 
that this would crank up inflation, which 
disproportionately hurts the poorest. 
uld Brazil's first left-wing president 
illy rather default on the poor than on 
' rich investors in government bonds? 
Even if he did, printing money to keep 
repaying the domestic debt might not 
oid financial collapse. The govern- 
ments — foreign-currency-denominated 
debt, although a minority of the total, is 
significant, amounting to about $82 billion 
of the public debt of $250 billion, and Bra- 
zilian firms have foreign-currency debts of 
about $96 billion. Brazil as a whole is al- 








































ready using 91% of its export earnings to 
service its foreign debt. If foreign banks 
called in their credit lines, Brazil would 
soon run out of foreign currency to keep 
servicing its overseas debt and thus go 
bust by another means. Thatis why, when 
Antonio Palocci was chosen as Lula’s fi- 
nance minister, he went straight off to 
America to beg the big banks to keep their 
credit lines open. 

However, if investors become con- 
vinced that the government has got its fi- 
nances under control, the real will recover 
and interest rates will fall, making the cost 
of servicing the debt more bearable. Lower 
interest rates, and an increased willing- 
ness by both foreign and domestic banks 
to lend, would boost the economy. An im- 
proved domestic outlook would encour- 
age multinationals to restart their stalled 
investment programmes in Brazil, further 
boosting growth. Since the debt-Gpr ratio 
depends on the trajectory of GDP as well 
as that of the debt, any boost to growth 
would bring a further improvement in Bra- 
zil’s debt ratio which would reassure inves- 
tors. All the government has to do is per- 
suade investors that everything is going to 
be fine, and it will be. Lula, literally, has to 
pull off a confidence trick. 

In an attempt to convince investors that 
its conversion to fiscal rectitude is genuine, 
the government this month announced a 
rise in its target for the primary surplus (ie, 
before debt service) from 3.75% to 4.25% of 
GDP. The most obvious way for a left-wing 
government to achieve the new target 

































might be to raise taxes, but taxation in Bra- 
zilis already high: 36% of Gp», higher than 
in America. Raising it further could be 
counterproductive, because it would en- 
courage even more evasion than now, and 
perhaps even reduce revenue rather than 
increase it. 


The hard reality 

The alternative is spending cuts—not a 
welcome idea when you have just been 
elected on a manifesto chock-full of ex- 
pensive promises to reduce poverty, im- 
prove health, education and housing, in- 
vest more in infrastructure and provide 
more credit to boost growth. However, in 
the very short term it may be the only op- 
tion. To scrape together money for his flag- 
ship social project, Fome Zero (Zero Hun- 
ger, an ambitious plan to give all poor 
Brazilians three square meals a day), Lula 
was forced, immediately on taking office 
last month, to delay (or possibly cancel) 
plans to renew the air force’s ancient fleet 
of fighter jets and to mothball some big 
road-building projects. 

Lula’s predecessor, Mr Cardoso, found 
he had to keep inventing new taxes and to 
hack away at capital spending. But these 
measures seemed to make Brazil no less 
vulnerable to market panics; instead, they 
hobbled the economy’s growth potential 
(for instance, in 2001 electricity had to be 
rationed). One reason was that Mr Car- 
doso had started owning up to the public » 





* sector's huge hidden liabilities, mostly re- 
sulting from previous governments' reck- 
less policies. Just one such liability, result- 
ing from a state bank's subsidy to home 
buyers, created in 1967, will cost 63 billion 
reais. In all, the “skeletons” (as they are 
known) cleared from the government's 
closets so far have added about 10% of 
GDP to the public debt. But there are still 
plenty more rattling around—worth, by 
some guesses, another 10% of GDP. 

The way out for Lula is to push ahead 
with the fundamental reforms that Mr Car- 
doso left unfinished. Together these could 
allow him to target the government's re- 
sources more effectively and to raise the 
economy's underlying growth potential, 
as well as increasing tax revenues. 


Off target 

When the time comes, very soon, for Lula 
to take on vested interests (including those 
who elected him) to push through deep re- 
forms, he should draw inspiration from a 
rough calculation by Marcelo Neri, an 
economist at the Getulio Vargas Founda- 
tion, a university. He says that about 50m 
Brazilians earn less than the 79 reais a 
month reckoned to be needed to eat prop- 
erly. Bringing the income of each and ev- 
ery one of them up to this bare minimum 
would cost 20 billion reais a year. It sounds 
a lot, but it is only one-twelfth of Brazil's 
current social spending of 240 billion reais. 
The problem is not that the government it- 
self is too poor to tackle poverty, but that 
so little social spending reaches those who 
most need it. 

Mr Cardoso's government made a start 
on changing this (see next article), but 
much more remains to be done. As Mr Pa- 
locci said in his inaugural speech as fi- 
nance minister, "The state spends a lot, 
and badly." During Mr Cardoso's term of 
office, real public spending, excluding debt 
service, increased by an impressive 6% a 
year (though Lula and his friends, then in 
opposition, constantly moaned about the 
Cardoso administration's “cuts”). 

So where does all this money go? The 
biggest destination for social spending is 
pensions. For some groups, such as the 
millions of poor rural workers granted 
modest retirement benefits in the early 
19905, the pensions system is genuinely re- 
distributive. But most pension spending is 
on people who are not poor and not neces- 
sarily old. This is especially true of the va- 
rious pension schemes for public-sector 
workers at federal, state and municipal lev- 
els. These pay out 100% of final salary 
(whereas schemes in rich countries typi- 


Oh no, not more skeletons in the cupboard 


cally pay only 50-75%) and allow workers 
to retire unreasonably early, often in their 
50s, sometimes to take another public-sec- 
tor job that will entitle them to a second 
generous pension. 

Mr Cardoso tried to change this repeat- 
edly, but only partly succeeded. He did 
manage to introduce a new "taper" for the 
pension scheme for private-sector workers 
that reduced benefits for those retiring 
early; but when he attempted to cut retired 
public servants' benefits, the Supreme 
Court ruled the legislation to be uncon- 
stitutional. The drastic fall in the birth rate 
since the 1960s (when Brazilian women 
had an average of 6.3 children each, com- 
pared with 2.3 now), together with rapidly 
rising life expectancy, means that the con- 
tributions of today's workers will have to 
support ever-rising numbers of pension- 
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ers. The government says the combined 
deficit of all the pension schemes for priv: 
ate- and public-sector workers is now 
above 5% of Gp» and rising, though critics 
reckon that this exaggerates the problem: 
after all, the government, like other em- 
ployers, should expect to make contribu- 
tions to its workers' pension schemes. 


Crunch time 

Chile defused its pensions time-bomb by 
transferring workers into new, privately 
run pension funds, with the government 
borrowing money to endow these funds 
with assets. But Brazil is too heavily in- 
debted already to be able to try this. And a 
gentle transition, in which new and less 
generous pension rules apply only to new 
recruits, will not be enough to stop the def- 
icit growing. Existing entitlements will 
have to be cut, or pension contributions in- 
creased—or preferably both. 

When in opposition, Lula and the PT 
opposed Mr Cardoso's attempts to sort out 
pensions. Now, in power, they have done 
an about-face and are promising to submit 
bold reforms to Congress by the middle of 
this year. Ricardo Berzoini, the new pen- 
sions minister, has talked of capping pub- 
lic servants’ pensions—which can be more 
than ten times the current ceiling for priv- 
ate-sector pensioners of a mere 1,561 reais. 
So far, the signs are not promising: under 
pressure from military bosses, Lula has al- 
ready agreed to exempt the armed forces 
from this reform. The largest trade-union 
confederation, outraged that those with 
the most egregiously generous pensions of 
all might escape cuts, is threatening a gen- 
eral strike if those privileges are preserved. 

The World Bank has put forward va- 
rious other proposals to cut the pension 
deficit for Brazil's public service. These in- 


clude raising the contributions being paid 
by current staff, and reviving Mr Cardoso's 
plan to cut existing pensions by the round- 
about route of making retired staff con- 
tinue to pay "contributions" (which would 
require a change in the constitution); rais- 
ing the retirement age (not unreasonable, 
because Brazilians are living longer, 
healthier lives); indexing pensions to infla- 
tion rather than to the national minimum 
wage; and imposing a "taper" similar to 
that already in force for private-sector 
workers to discourage early retirement. 

The deficit in the private-sector work- 
ers' retirement scheme is smaller but still 
needs to be reduced so that the govern- 
ment can redirect resources to Brazil's 
poorest. José Pastore, a labour-market 
economist, has put forward a novel sol- 
ution: to cut workers' contributions in- 
stead of raising them, because current 
rates are so high that they cause wide- 
spread evasion. As things stand, employ- 
ers and employees are each supposed to 
contribute 10% of salary to the scheme, 
and the self-employed are meant to pay 
20%. Over the years, the burden of this and 
other payroll taxes has hugely boosted in- 
formal working, which now accounts for 
54% of those in employment. In theory, no 
contributions, no pension; but once this 
generation of workers without entitle- 
ments gets old, the government will come 
under pressure to support them. Mr Pas- 
tore suggests offering workers a choice of 
contribution levels which will eventually 
provide pensions to match. 

As well as fixing the federal finances, a 
rapid and effective pension reform could 
in the long term help to solve the dire fi- 
nancial problems of many states and 
municipalities. Mr Cardoso's government 
refinanced their debts *one last time" and 
then passed a fiscal-responsibility law, 
which among other important measures 
banned future bail-outs. Some powerful 
governors and mayors are now pressing 
Lula to go back on this ban, but that could 
open the floodgates. 


Making the money go further 

Pensions are only one area where govern- 
ment spending is poorly targeted and Lula 
needs to make tough choices. Most places 
at the “free” (ie, taxpayer-financed) public 
universities go to youngsters whose par- 
ents have enough money to put them 
through private schools first, whereas stu- 
dents from poor homes, if they are lucky 
enough to complete their secondary edu- 
cation in the dismal state schools, have to 
pay to go to private universities. Well-paid 


graduates should be made to repay a share 
of their tuition costs, freeing up money to 
improve primary and expand secondary 
education for the poor. 

Some of Brazil’s myriad payroll and 
turnover taxes go into an alphabet soup of 
training and business-advice agencies 
known as the “s-system”. Trade unions 
and employers’ associations also get their 
hands on all sorts of taxpayers’ money, to 
spend on everything from apprenticeships 
to arts sponsorship. No doubt some of 
these “parastatals” (nominally indepen- 
dent but financed and regulated by the 
state) do some good, but few of them pro- 
vide value for money. A UN official famil- 
iar with their workings graphically de- 
scribes the better ones as “the occasional 
island of gold in a sea of shit”. Soon after 
the election, Lula’s team announced plans 
to review much of this spending, as part of 
a proposed reform of trade unions. 

The list of poorly directed spending 
goes on and on. Mr Giannetti, the econo- 
mist, says municipal council chambers, 
with all the special allowances councillors 
award themselves and their armies of 
hangers-on, cost 3.6 billion reais a year. The 
councillors are supposed to scrutinise the 
work of the elected mayors who run the 
cities, but they do a lousy job. The same 
could be said of state assemblies. And the 
federal banks offer cut-price housing loans 
to millions of middle-class borrowers who 
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could afford commercial loans, once again 
using resources that could be better spent 
on more needy citizens. 

Last but not least, there is the consider- 
able amount of public money stolen by 
corrupt politicians, officials and even 
judges. During the election campaign, 
Lula’s advisers claimed that corruption 
was eating up 20-30% of public spending. 
That may have been an exaggeration, and 
many of the biggest scandals that emerged 
during Mr Cardoso’s administration were 
old ones being uncovered at last. But tough 
action to stamp out corruption is one of 
Lula's most important challenges, not just 
because of the drain on the public purse 
but also because it undermines the rule of 
law and thus contributes to Brazil's appall- 
ing record of violent crime (of which more 
later). In local government, Lula's PT has a 
record of being less corrupt than most 
other parties, though it is not quite as 
saintly as it makes itself out to be. 


A taxing problem 

When Mr Cardoso came to office in 1995, 
he promised to fix Brazil’s messy, growth- 
inhibiting tax system. Firms had to pay va- 
rious turnover taxes in “cascade”, ie, they 
could not deduct the taxes they paid on 
their inputs from their output taxes, so as 
components passed down the production 
chain they attracted taxes on top of other 
taxes, making Brazilian products more ex- 
pensive than imported equivalents or 
those assembled in Brazil from foreign 
parts. The heavy burden of payroll taxes, 
along with the restrictive labour laws, also 
discouraged firms from creating jobs. 

Despite its early promises, Mr Car- 
doso’s government was so fearful of losing 
revenue that it never pressed hard for tax 
reform. Indeed, to stave off financial col- 
lapse, it made the tax system even more 
burdensome by imposing new, suppos- 
edly temporary emergency taxes. Only in 
December did Congress, with a push from 
both the outgoing and incoming govern- 
ments, at last approve the first stage of the 
reform, turning one of the less important 
cascade taxes into a value-added tax. 

A thorough revision of the tax code is 
now needed to allow the economy to grow 
faster and create more jobs, while also in- 
creasing tax revenues and thus easing the 
government's financial problems. The cur- 
rent profusion of federal and local taxes 
could be replaced by a broad value-added 
sales tax, with the revenues shared among 
the different levels of government. The 
many income-tax allowances that the bet- 
ter-off enjoy could also be cut, reducing » 





* the scope for evasion, which is currently 
_. widespread. 
— c The trouble with tax reforms is that 
| they tend to create big winners and big los- 
_ers. The winners keep quiet and the losers, 
— whether industries faced with bigger tax 
bills or governors and mayors faced with 
big revenue losses, scream the house 
down. Any worthwhile reform will mean 
changing the constitution, which means 
winning a broad consensus in Congress. 
Lula's best hope is to propose along transi- 
tion period so that the losers have time to 
adjust, and tax rates can be changed to cor- 
rect any decline in total revenues. 
Another move that could ease the gov- 
ernment's financial problems and boost 


C6 TF, BY the end of my term, all Brazilians 
are able to eat breakfast, lunch and 
dinner, I will have fulfilled my life's mis- 
sion," said Lula in his inaugural speech as 
his country's president on January 1st. 
^While there remains one Brazilian 
brother or Brazilian sister going hungry, 
we have more than enough reason to be 
covered in shame." To end this national 
disgrace, the flagship of his administra- 
tion's all-out attack on poverty would be 
.. Fome Zero (Zero Hunger), a scheme to en- 
sure that even the poorest Brazilian will get 
three square meals a day. 

Having been born dirtpoor and 
known what it is like to go hungry, Lula is 
undoubtedly sincere in his pledge that he 
will do everything possible to put an end 
to the deep poverty that, by some mea- 
sures, afflicts 50m of his compatriots. But 
criticism by many poverty experts—in- 
cluding some within his own party—has 
forced the president to reconsider his origi- 
nal version of Fome Zero. Inspired by 
America’s Food Stamps programme, 
which President Roosevelt introduced in 
the Great Depression of the 1930s, this 
would have given poor people coupons to 
exchange for food in the shops. When crit- 
ics said this would lead to widespread 
fraud and the development of a black mar- 
ket in coupons, as it did in America, Lula 
backtracked, but only partially. Recipients 
will now get cash, but they may have to 
prove they spent it on food ~ which, if en- 
forced, will doubtless lead to a thriving in- 





economic growth is to grantindependence 
to the Central Bank. Its new governor, 
Henrique Meirelles, formerly a boss at 
FleetBoston, an American bank, has raised 
this year’s official inflation target by two 
percentage points to 8.5%, but has in- 
creased interest rates by half a point to 
show that he means to defend it. If he were 
given full autonomy to set monetary pol- 
icy, the Central Bank would have greater 
credibility, and so might not have to keep 
interest rates at their current sky-high 
25.5%. That would cut the financing costs 
of both the government and of business. 
Lula’s economic team says pushing Cen- 
tral Bank independence through Congress 
is a top priority, though it faces opposition 


dustry in fake receipts. 

So far, then, Lula’s big idea is turning 
out not that different from the range of 
cash benefits for needy families intro- 
duced towards the end of Mr Cardoso’s 
presidency. When he first took office, Mr 
Cardoso concentrated on cutting inflation 
(which in itself led to a big drop in poverty, 
because the poor had been least able to 
keep up with rising prices), cleaning up 
Brazil’s financial system and privatising in- 
efficient state firms. But in his last couple of 
years he oversaw the creation of a broad 
anti-poverty strategy which—for the first 
time in Brazil’s history—aimed to allocate 
resources on the basis of need, as opposed 
to the vote-buying approach that had 
marked past social programmes. 

Far from having to start from scratch, as 





growing at the 5% a year he dreams o 





















from the PT's left wing. 

Vociferous vested interests aul t 
way of all these reforms, which is wt 
Cardoso was unable to get them thro: 
even with a congressional majority sup 
posedly bigger than the three-fifth 
needed to change the constitution. Lul: 
with a minority government, has a moun 
tain to climb, and quickly, while his pos 
election momentum lasts. If he succee 
he may be able to banish the spectre o! 1 
nancial collapse, and Brazil may sta 





rather than the meagre average of 2.3 
it managed in the past eight years. Amc 
other things, that would make it easier 
him to tackle poverty. w ZEE. 





























he has claimed, Lula has thus inherit 
well-established set of welfare pol 
aimed at improving the health and 
tion of Brazil's poorest communities 
putting cash directly into the pockets 
poor families. His best bet is to contin 
expand and improve his predecessc 
welfare strategy, rather than try to in 
something new. Mr Neri, the povert 
pert at the Getulio Vargas Founda 
that despite some criticisms, Mr 4 
welfare policies were “a veritab 
tion,” and that Lula “must not tl 
this away”. 


Life at the back of beyond : 
A visit to Araioses, a small, abjectly p: 
town of 35,000 people in the hot n 

eastern state of Maranhão, shows that tl 
anti-poverty strategy Lula has inherited 
already beginning to bear fruit. In 2001 N 
Cardoso created the Alvorada project to ri 
duce poverty in areas with a low Hum. 
Development Index (np1). This is a mea: 
sure of deprivation devised by the uN Di 

velopment Programme (UNDP) that ta 
into account education and life exp 
tancy as well as income. By this meas 
in 2000 Brazil as a whole had an : 
0.76 on a scale of o to 1 (see chart 4) 
pared with 0.94 for Norway, the wor 
most developed country. Araioses t 
Brazil's fifth-poorest municipality, with 
HD1 of only 0.49, slightly better than B 
gladesh's. Its infant-mortality rate y 
nearly treble the Brazilian average, < 





half the adult population could not read or 
write. 

Araioses's elderly residents were al- 
ready benefiting from the modest pen- 
sions given to retired farm workers in the 
early 1990s, but once the Alvorada project 
kicked in, all sorts of other federal pro- 
grammes began to reach the town. About 
3,000 families now get the Bolsa-Escola, a 
payment for sending their children to 
school regularly. Many also get help with 
buying food and gas for cooking. Local 
teachers’ pay is bolstered by the education 
ministry’s Fundef programme, which en- 
sures minimum funding levels for schools 
in poor areas; and pupils get federally 
funded school meals. The health ministry 
sends teams of doctors and nurses to visit 
isolated communities in the countryside 
around the town, and pays for milk and di- 
etary supplements for infants. 

One of Lula’s ideas—seeking private do- 
nations to supplement government 
spending on anti-poverty projects—has al- 
ready been put into action in Araioses, 
where the Brazilian offshoots of two of 
America’s industrial giants, GM and Prax- 
air, are sponsoring government welfare 
schemes to overcome illiteracy and youth 
delinquency respectively. Edson Santos, 
the earnest young teacher who runs the lit- 
eracy scheme, saysithas now taught 2,000 
locals to read and write. With the help of 
such programmes, "I see that we can es- 
cape from the situation we are in," he says, 
with a missionary gleam in his eyes. 

Overall, locals feel that their problems 
are beginning to be tackled, and are not 
looking for big new initiatives. The mayor 
of Araioses, Pedro Silva Santos, urges Lula 
simply to "continue and perfect" his prede- 
cessor's welfare schemes. International 
bodies such as the UNDP and the World 
Bank are giving the new president similar 
advice, to the effect that he should con- 
tinue to roll out schemes like the Bolsa-Es- 
cola and the Family Health Programme. 
There is scope for further rationalisation to 
bring together various welfare payments 
made by different ministries. Encourag- 
ingly, Lula seems to have taken this advice 
to heart. His ministers seem on course to 
continue and perfect many existing pro- 
grammes, rather than invent new ones. 


Could be worse 

At the end of a sandy track leading out of 
town into the surrounding scrubland, in a 
house made of rough-hewn branches cov- 
ered in clay, Lucia Vieira looks after her 
two children while her husband is out 
earning a mere 5 reais a day as a farm la- 


The Vieiras: poor but not hungry 


bourer. Surely they, in one of the lowliest 
homes in one of Brazil's poorest towns, 
must be among the starving that Lula 
hopes to feed? No, gracas a Deus, says Mrs 
Vieira, they don't go hungry—especially 
now that they receive 15 reais a month 
from the Alvorada poverty-reduction pro- 
ject. It may be a modest sum, but it is 
enough to ensure that they even have meat 
on their plates sometimes. 

Lula's special interest in hunger no 
doubt reflects his own childhood experi- 
ence, but was also inspired by household- 
income surveys suggesting that up to 50m 
Brazilians—almost 30% of the popula- 
tion—do not earn enough to buy sufficient 
food. However, the link between income 
and consumption is surprisingly weak, 
says Ricardo Paes de Barros of IPEA, an offi- 
cial think-tank. The most reliable measure 
of malnourishment-reports from health 
workers, who weigh all the infants in their 
care each month-suggests that only 12m, 
or 7% of the population, are underfed. 

The families of many underweight 
children are suffering more from a lack of 
health care and nutritional advice than 
from being too poor to be able to buy food, 
says Mr Paes de Barros. In rural areas like 
Araioses there are fruit trees, there are riv- 
ers to be fished, now there are free school 
meals and thereis a sense of solidarity that 
encourages the sharing of food. Thus, leav- 
ing aside natural disasters, such as the peri- 
odic droughts that sweep Brazil's north- 
east, a huge programme of food aid might 
be missing the point. Better schooling, 
sanitation and medical attention may be 
of greater help to the poor. In the north- 


eastern town of Guaribas, chosen by Lula 
to pilot Fome Zero, locals say that no one is 
dying from hunger; what they really need 
is better sewers. 

Asked what would be the most impor- 
tant thing that Brazil's new president could 
offer her family, Mrs Vieira clearly thinks it 
is a daft question. “Emprego”, work, she 
says simply. Preferably something offering 
more than 5 reais a day. Opinion polls in- 
variably show that Brazilians' main con- 
cern is a lack of decently paid employ- 
ment. Lula acknowledged in the election 
campaign that 10m new jobs were needed. 


Dash for growth? 

Meeting Brazilians' aspirations for more 
and better jobs will require a number of 
things to be done (see next article), but the 
single most helpful change would be faster 
economic growth. Lula and his finance 
minister, Mr Palocci, say they are aiming 
for a growth rate above 5%. Many Brazilian 
politicians, and not just on the left, have 
long clamoured for a dash for growth, be- 
lieving that this would provide the extra 
jobs to cure all social ills. There is nostalgia 
for the period from 1940 to 1980, when Bra- 
zil's economic growth rate was among the 
highest in the world. Real GDP increased 
by almost 11% in 1958 and by as much as 
14% in 1973. Those were the days. 

Well, only up to a point: in the so-called 
lost decades of the 1980s and 1990s, when 
economic growth was modest, indicators 
of social welfare such as infant-mortality 
rates improved by leaps and bounds, 
spurred by the restoration of democracy. A 
dash for growth would risk letting infla- 
tion get out of control, which would harm 
the poor more than the rich. Keeping a lid 
on inflation and reforming pensions and 
taxes to bring interest rates down from 
their current high levels is a more sustain- 
able route to growth. 

Lula may have put too much emphasis 
on hunger in its literal sense, rather than 
on the broader hunger for better living 
standards, but he is right to make the fight 
against poverty his top priority. For all its 
recent achievements, Brazil still has a lot of 
catching up to do. During the 19905 its in- 
fant-mortality rate fell from 48 to 30 per 
1,000 births, but that is still a long way be- 
hind Chile's rate of ten. Vinod Thomas, the 
World Bank's director for Brazil, sums it up: 
"My impression is that Brazil in the 1990s 
did better than Mexico, India, and China in 
its social programmes," though not as well 
as some East Asian countries. Even so, Bra- 
zil, overall, has “only risen from grade c to 
grade p." m 





ANCY a tangy, vitamin-packed glass of 

acerola juice? Or a bowl of delicious 
and ever-so-healthy acai sorbet? Camu- 
camu jam on your morning toast? Brazil 
has all sorts of tropical fruits and other ex- 
otic produce to offer to novelty-loving, 
health-conscious consumers in rich coun- 
tries, if only they knew about them and 
were able to buy them. its abundant and 
fertile land also offers plenty of scope to 
expand production of better-known pro- 
duce, from soyabeans to mangos. Al- 
though Brazil's giant, highly mechanised 
farms need few workers, there is signifi- 
cant potential to cut unemployment by ex- 
panding small-scale, labour-intensive ag- 
riculture, whether to supply local markets 
or for export. The country's stunning natu- 
ral beauty—from rainforests to sun-baked 
beaches--offers opportunities to expand 
tourism, another big source of jobs. And 
given its huge home market, it should 
surely be producing more electronic goods 
locally. The challenge is turning all this po- 
tential into reality. 

Brazil’s official unemployment rate is 
not bad compared with those of its neigh- 
bours, or indeed of some rich countries, 
though during the Cardoso administration 
it crept up from about 5% to 7%. But this low 
figure was achieved partly by using a nar- 
row definition of unemployment. When, 
at the end of 2002, Brazil’s official statistics 
body adopted something closer to interna- 
tional standards, the rate shot up to 10.5%. 
But the new method still counts as em- 
ployed even those who had only a few 
hours’ ill-paid informal work in the past 
month. Dieese, a union-backed research 
body, reckons that unemployment in 
greater Sáo Paulo, more broadly measured, 
is 18.5%, well above the region's official rate 
(see chart 5). That gap, together with the 
absence of a proper social-security net, ex- 
plains why jobs always feature as Brazil- 
ians’ top concern in opinion polls. 

One of the pr’s long-standing prom- 
ises, which Lula reaffirmed during the elec- 
tion campaign, is of sweeping land reform 
to create rural employment. This would 
right the historical wrong, dating from co- 
lonial times, of a few giant landlords hold- 
ing huge tracts of under-used land, deny- 
ing millions of impoverished rural 





labourers the chance of working as pro- 
ductive small farmers. But Lula’s election 
manifesto carefully avoided saying how 
many would benefit, and forgot to men- 
tion that Mr Cardoso had already settled 
over 600,000 families on the land, more 
than all his predecessors combined. 

One of the country's most fertile re- 
gions, and the scene of many conflicts be- 
tween landowners and the sem-terra 
(landless), is Pontal do Paranapanema, in 
the interior of São Paulo state. The region's 
weather-brilliant sunshine interspersed 
with occasional showers-and the abun- 
dant supply of water for irrigation make it 
idealfor growing all sorts of things. Coffee, 
once the main cash crop, has been hit by 
low world prices, but local growers are 
diversifying, especially into fruits. Os- 
waldo Dias, a local small grower, has been 
expanding his production of acerola ber- 
ries to meet growing demand for their 
juice. He is also growing urucum, whose 
red-brown fruits are used as a natural food 
colouring. Whereas a soya plantation may 
employ only one person for each 200 hect- 
ares, says Mr Dias, acerola bushes require 
one or two people per hectare, and grapes, 
which many of his neighbours are now 
growing, need four per hectare. 

Mr Dias is one of 1,300 small growers in 
Pontal who supply Fruteza, a local firm 
that has started exporting fruit pulp to bot- 
tlers in North America and Europe, where 
demand for tropical fruit drinks is rising. 
An extension to its factory to double its ca- 
pacity is under construction, but Olivio Za- 
natta, Fruteza’s boss, says he has been 
holding back until he has built up enough 
profits to pay for it all. At the exorbitant in- 
terest rates charged by the banks, he says, 
financing the project with aloan would be 
unthinkable. Like businessmen and farm- 





ers the length and breadth of Brazil, Mr Za- 
natta says the key to more job creation is to 
improve the supply of affordable credit. 
Lula’s election promise was to grant 
more cheap state loans to small firms and 
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farms, but the governmentis itself upt 
neck in debt, so he cannot afford to fulfil 
Only private banks can provide the credit 
needed, but why would they lend chea 
to small firms like Fruteza when the 
lend to the public sector at rapacious rat 
Only when the government stops cro 
ing out private borrowing and achiev 
big fall in interest rates will businesse 
all sizes be able to afford to borrow to 
pand and create jobs. | 

The sweeping tax reform that Lul 
also promised should help. The myr 
payroll taxes and compulsory ben 
that Brazilian employers must pay add 
to 103% of salary, reckons Mr Pastor 
labour economist, compared with 9 
America. Besides discouraging firms fr 
hiring, this also keeps pay down: a 
teza's Mr Zanatta explains, if he has ab 
get of 1,000 reais a month for a gi 
worker, once he has deducted all the 
roll charges the worker ends up with 
than 500 reais before income u E 


Land for the landless. m 
The Pontal has seen many violent coi fi 
between various landless rural lab: 
movements-especially the mst, the most 
militant-and landowners, who som 
times resort to hiring pistoleiros to s 
those squatting on their land. Preside 
Lula's promise of a sweeping land refo 
besides helping towards his goal of Z 
Hunger, is intended to cut unemploym 
and violence in the countryside. Estim: 
of sem-terra numbers vary widely, fr 
12m to 7.5m, partly because noboc 
knows how many recent migrants to 
cities might come back to the countr 
land and jobs became available there. 
Mr Cardoso’s big land-reform 
gramme helped to reduce the co 
somewhat, but can Lula end it? B 
Fernandes, a geographer at a loca 
sity who advises the MST, is optimistic 
the peak, he says, the previous. 
ment was settling 100,000 families a yi 
if Lula could raise that to 150,000, 





would soon run out of new squatters. Sào 
Paulo's state government has proved that 
200,000 hectares of landholdings in the 
Pontal area are public land that was stolen 
using faked titles. Mr Fernandes says that, 


to avoid long legal battles, the state has of- 


fered the holders of this land modest com- 
pensation to hand it over so that landless 
labourers can be settled on it. The same 
sort of thing could be done across Brazil. 

At a local MsT squat, where 800 people 
are camped out under plastic sheeting in 
the fields, Jacinto Bernadino, its organiser, 
says he has faith in Lula to find them a 
place of their own, and insists that his 
comrades could all be self-sufficient small 
farmers within three years. Agripino Lima, 
the mayor of the nearby town of Presi- 
dente Prudente and a big landowner, 
scoffs that the squatters are mostly town- 
ies, seeking a chunk of land to sell on, and 
those already settled in the Pontal area are 
not producing a single row of beans, just 
sponging benefits off the state. Mr Fer- 
nandes disagrees: not only are the former 
sem-terra growing enough produce to feed 
themselves, he insists, they are selling 
some of it cheaply in local markets, reduc- 
ing hunger among the rural poor. 

Both are right. Not far from the MsT 
squat is an 850-hectare spread that in 1998 
was expropriated and given to landless la- 
bourers. Some overgrown plots are clearly 
not being tended, but others have cattle 
and neat rows of crops. On one such plot, 





Lots of jobs on offer, but is the pay enough to live on? 


Adao Silveira and his brother are building 
a milk chiller alongside their cowshed that 
will enable them to sell to local dairies. 
They have been given state loans to fi- 
nance the chiller and the second-hand 
tractor they have bought a share in. Apart 
from their own hard work, all they need to 
keep expanding their little farm’s output, 
says Mr Silveira, is more affordable credit. 

The experience so far from Mr Car- 
doso’s land reform suggests that Lula’s 
government should increase the incen- 
tives for settlers to become self-sufficient, 
rather than just cranking up the numbers, 
which would probably increase the al- 
ready high failure rate. Mr Cardoso tried to 
do this with a revamped version of his 
scheme, in which settlers would negotiate 
the land purchase themselves but also, 
eventually, have to repay its cost. The MST 
fiercely opposed this, but Lula should 
press on regardless. 


Unstable oscillations 

What about jobs in industry? In the elec- 
tion campaign, Lula and other candidates 
lamented Brazil’s lack of an “industrial 
policy” and promised more of it-though 
no doubt they were aware of the five fed- 
eral banks that hand out cheap money to 
business, of which the Brazilian Develop- 
ment Bank alone lent 38 billion reais last 
year. The PT's manifesto said that state lar- 
gesse would have to be more selective, and 
recipients would have to demonstrate the 





economic benefits they were providing in 
return. One of the main targets of such aid 
would be electronics and machinery, in 
which Brazil has an $8 billion annual trade 
deficit. But the sector has already been the 
subject of copious amounts of "industrial 
policy", with disastrous results. For years 
Brazilian electronics firms were protected 
by huge import tariffs, to "give them time 
to become competitive". And, to “de- 
velop" Amazonia, they were given huge 
tax breaks to set up in Manaus, in the mid- 
dle of the jungle, far from both domestic 
and foreign markets. 

Rather than more industrial policy, 
what will encourage the electronics indus- 
try (and others) to expand in Brazil is the 
same old list of dull but necessary reforms 
to stabilise the economy and make the 
country a more welcoming place to do 
business. Mike McNamara, the boss of 
Flextronics, an American multinational 
which makes mobile phones, printers and 
other equipment near Sào Paulo, says that 
for his firm the most important factor in in- 
vestment decisions is the stability of the 
local market. But Brazil has very abrupt 
economic cycles, sometimes shorter than 
two years, and its currency has recently 
suffered wild swings. 

Other discouraging factors include high 
interest rates, the complex and burden- 
some tax system, and Brazilian bureauc- 
racy. Setting up a company, for example, 
takes nearly three months. Constant 
changes in laws and regulations, and the 
slowness and unpredictability of the 
courts, also deter both home-grown and 
foreign businesses. “The judicial system is 
more challenging in Brazil than in most 
other countries," says Mr McNamara. 

The country's labour laws, with their 
emphasis on protecting employees, are 
also bad for jobs. They are the enemy of 
the workers, says Mr Giannetti, the econo- 
mist, because they ensure that employers 
will avoid hiring freely. The labour tribu- 
nals receive 3m cases a year, many of them 
brought by former employees claiming 
not to have received all of their innumera- 
ble entitlements. Meanwhile, more firms 
are hiring informal workers to dodge the 
increasingly heavy payroll taxes. 

Lula knows that the labour laws must 
be updated to create more jobs, and has 
promised to press his former union com- 
rades to accept this. But he is also talking 
about cutting the working week with no 
loss of pay, which will create another dis- 
incentive for employers. The new Lula and 
his PT still seem to be in two minds about 
their move to the centre. w 





pp is a possible answer to why Brazil 
has not become rich like America. The 
World Bank calculates that two-thirds of 
the difference in income inequalities with- 
in the two countries—huge in Brazil, 
smaller in America-is due to differences in 
education. Two-thirds of Brazilian workers 
(including the president himself) never 
completed their basic education. Despite 
big advances in the 1990s, the 2000 census 
found that 13% of Brazilian adults are to- 
tally illiterate (compared with just 4% in 
Chile)—including 15 staff at the education 
ministry in Brasília, as Mr Buarque, the 
new minister, was aghast to discover. 

School enrolments soared during the 
Cardoso administration—especially in 
primary education, which is now all but 
universal-but most young Brazilians still 
do not get a secondary education. Accord- 
ing to the World Bank, only 33% of Brazil- 
ian teenagers attend secondary school, 
compared with 58% in Mexico and 98% in 
South Korea—which, remember, was poor 
only a generation ago. Unless the pace of 
improvement is stepped up, Brazil's deep 
inequality will remain, and competitive- 
ness will deteriorate. 

Moreover, it is not only the quantity of 
schooling that needs improving, but the 
quality too. Last year the Fernand Braudel 
Institute, a think-tank in Sào Paulo, asked 
Jane Wreford, an education inspector at 
Britain's Audit Commission, to visit some 
of the city's schools. She found over- 
worked, ill-trained teachers who seemed 
to have no idea of what makes a successful 
lesson, classrooms devoid of books and 
other materials, and insecure school build- 
ings plagued by vandals and drug dealers. 
Such conditions explain the dismal results 
that Brazilian teenagers achieved when, in 
2000, they took part for the first time in the 
regular international tests staged by the 
OECD (see chart 6). By the time they are 14 
and supposedly ready for secondary 
school, 74% of state-school pupils are at 
least a year behind, having had to repeat 
part of their primary schooling because 
they failed to keep up. Many such young- 
sters drop out and become delinquents. 

Ahead of the election, Lula and the PT 
talked of making both secondary and 
nursery education universal within four 











years. Mr Buarque says he wants to double 
teachers' pay so as to attract back to the 
classroom all the qualified teachers who 
are "driving taxis and waiting at tables". 
He aims to hire half a million extra teach- 
ers, repair 220,000 schools and build 
30,000 new ones, and offer grants to all 
adult illiterates to encourage them to learn 
to read and write. This is an expensive 
wish list, so new revenues will have to be 
found or spending redirected. 

Money, however, is not everything. 
Brazil's overall education spending, at 5.196 
of GDP, is slightly above the rich-world av- 
erage, but too much of it goes to the public 
universities (see chart 7, next page), whose 
students are predominantly from richer 
families. Whatever their strike-prone staff 
may think, the universities are generously 
funded: they get 25% of all public spending 
on education for only 2*6 of the students, 
and funding per student is three-and-a- 
half times Brazil's GDP per head, which 
the World Bank says is the world's highest 
ratio by far. So although total education 
spending is close to world standards, 
school spending is some way behind. 

One solution would be to require grad- 


uates to repay part of their tuition costs, as 
Australia and Britain are already doing. 
Paulo Souza, Mr Cardoso's education min- 
ister, was keen on the idea, but getting such 
changes through a Congress full of benefi- 
ciaries of this particular middle-class privi- 
lege wastoo daunting, and remains so. The 
best Mr Buarque might hope to achieve is 
to make universities more cost-effective by 
increasing student numbers without a cor- 
responding rise in funding. 


Financial carrots 

Schools are run by the states and munici- 
palities, which complicates things for the 
government. Nevertheless, a lot could be 
achieved by simply continuing and ex- 
tending current policies. One of Mr 
Souza's useful innovations was Fundef, à 
federal subsidy to raise teachers' pay and 
other primary-school spending in areas 
where they were dismally low, principally 
in the poor north-east. The World Bank re- 
gards this scheme as a model for other de- 
veloping countries. Brazil's new govern- 
ment sensibly plans to extend it to 
secondary schools. 

Another of Mr Souza's policies, whi 
his successor would do well to continue 
and expand, was to send cash straight to 
schools, to avoid it being eaten up by state 
and municipal bureaucracies. In Araioses, 
the poortown visited earlier in this surv =m 
schools get 1,600 reais a month direct 
the ministry, and their parent-teacher 
associations decide what to spend it on. 

Within the school system there is 
plenty of scope for efficiency gains, which 
should make it possible to improve both 
the quality and the quantity of education. 
at a fairly modest cost. Ms Wreford's study 
found high levels of absenteeism among 
teachers, partly because of weaknesses in 
disciplinary procedures and partly be- 
cause teachers were exhausted from 
“moonlighting”, teaching evening classes 
in another school to make ends meet. 
Many of the pupils in these evening 
classes in turn were “repeaters” whose pre- 
vious daytime lessons had been inade- 
quate. A combination of better pay and 
tougher disciplinary measures should im- 
prove teaching and thus reduce repetition 
rates. Pupils would learn faster, an 
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schools would have more places available 
to increase enrolment. 

It is not just poor pay that discourages 
teachers and results in poor performance. 
Sergio Haddad of Educative Action, a char- 
ity, also points to the lack of a stable career 
path. Teachers in Sao Paulo state, for exam- 
ple, take part each year in a sort of lottery, 
in which they scramble to get into the best 
schools. This leads to constant staff 
changes and makes it harder to get good 
teachers to the ailing schools that need 
them most. Many states and municipal- 
ities already face crippling pension costs, 
so they hire teachers on temporary con- 
tracts to prevent them acquiring the gener- 
ous pensions entitlements of permanent 
staff, increasing turnover still further. This 
is yet another reason why a reform of Bra- 
zil's pensions systems is so important. 

Better training for teachers is also vital. 
The oEcp's education experts think that 
part of the reason why East European 
countries' pupils do so well in interna- 
tional tests, despite fairly modest educa- 
tion spending, is that they have effective 
teacher-training programmes. In Brazil, ac- 
cording to Cláudio de Moura Castro, an 






ESIDENTS of the Vila Cruzeiro favela 

studiously ignore the four heavily 
armed policemen making their way up the 
Narrow, zig-zagging main street with 
weapons drawn, peering round each cor- 
ner to check for snipers. Two excited young 
children run up, shouting: "Hello, police!", 
but are quickly gathered up by their silent, 
nervous mother. This is community polic- 
ing, Rio-style. Vila Cruzeiro is one of Rio de 
Janeiro's countless "urbanised" favelas. 
Over the years, muddy tracks have be- 
come asphalted streets and wooden 
shacks have been replaced by brick houses 
with sanitation. But even though the fave- 
las physical conditions have improved, 
the violent crime that some of their inhab- 
itants inflict on the rest has worsened in re- 
cent years, making them, overall, more 
miserable places to live in than much 
poorer rural places where there is a sense 
of neighbourliness and crime is rare. 

Vila Cruzeiro won national infamy last 
June when drug-dealers there disem- 
bowelled an investigative television re- 
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education consultant, training courses of- 
ten provide too much theory and not 
enough practical advice on how to deliver 
a lesson. Moreover, many teachers, espe- 
cially in rural areas, enter the classroom 
with no training at all. Mr Buarque is plan- 
ning to expand some successful distance- 
learning schemes for teachers that have 


Can Lula halt the rising tide of violent crime and put an end to corruption? : 


porter. The resulting media outcry 
prompted Rio’s state government to in- 
clude the favela in a community-policing 
project it had been half-heartedly pursu- 
ing. The idea is to install a regular police 
presence and win the co-operation and re- 
spect of the locals. This is in sharp contrast 
to Rio’s traditional style of favela policing, 
which involves sporadically sending in 
squads of cops, armed to the teeth, to 
shoot up the place, then beat a retreat un- 
der gunfire from the gangs. Major Lucidio 
Vasconcelos, the officer in charge at Vila 





been set up in various parts of Brazil. 

Much of what the government can do 
would not cost much: for example, passing 
laws to promote stability in teachers’ ca- 
reers and improve training standards, and 
encouraging and disseminating good prac- 
tice, whether in teaching methods or 
school management. Good practice is not 
impossible to find: besides deeply inade- 
quate schools, Ms Wreford’s study came 
across others, even in deprived areas, that 
seemed to be thriving against all odds. In 
Itapevi, on the edge of São Paulo, improve- 
ments to local schools appeared to have 
cut the local crime rate. 

In others, though, murder, robbery and 
drug-dealing on the streets spill into the 
classrooms. Sometimes teachers are too 
afraid of their pupils and their families to 
discipline them, even for the most serious 
breaches. The case last September of a 
teacher from Rio’s violent Duque de Ca- 
xias suburb who was stabbed after rep- 
rimanding pupils for drug-dealing was by 
no means exceptional. In the violent pe- 
ripheries of some cities, there is a danger 
of rising crime undoing the good thatis be- 
ing done by education. m 
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Cruzeiro, admits he is not expecting quick 
results. Locals fear that the project might 
not last, and if his community cops are 
withdrawn, gang leaders will take revenge 
on those who co-operated with the police. 

The community-policing scheme was 
part of a wide-ranging programme to cut 
violence and reduce police corruption and 
inefficiency, introduced in 1999 by the 
then governor of Rio state, Anthony Garo- 
tinho. The brains behind the programme, 
Luiz Eduardo Soares, was sacked in 2000 
after going to prosecutors over Mr Garo- 
tinho's head, accusing the “rotten band" in 
the police of corruption. Mr Garotinho let 
the reforms continue, though they lost mo- 
mentum and the crooked cops were not 
cleaned out as thoroughly as Mr Soares 
had hoped. Now Lula has hired Mr Soares 
as national public-security secretary to 
tackle violent crime and rotten policing 
across the country. 

Though community policing does 
seem to have cut violence in the few places 
where it has been tried, critics say it has »» 
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done so through an implicit pact with the 
drugs gangs: if they do business discreetly 
and there are no shootings in the area, they 
will not be bothered. Officers involved put 
it another way: the programme makes cut- 
ting violence a higher priority than pre- 
venting drug-dealing. But meanwhile the 
gang bosses get ever more cocky: in Sep- 
tember they forced businesses and 
schools across Rio city to close in mourn- 
ing for a felled comrade. And the murder 
rate has continued to rise both in Rio and 
in Brazil as a whole, making it one of the 
world’s most violent countries (see chart 8, 
previous page). New prisons are being 
built everywhere, but the number of pris- 
oners is rising faster than places to put 
them. Gang bosses control the jails and 
continue to run their criminal organisa- 
tions from their cells. 


Don't blame poverty 

Until recently, Lula's PT liked to argue that 
violent crime was the result of poverty 
and inequality, and would lessen once so- 
cial conditions improved. However, in re- 
cent years crime has risen as steadily as 
poverty as fallen. A more likely explana- 
tion is the impunity enjoyed by criminals, 
from gun-toting coke dealers to corrupt 
politicians. Only about one in ten murders 
is cleared up, and conviction rates for other 
crimes are paltry. When the big fish are 
caught, they often bribe their way to free- 
dom or get their lawyers to string out the 
case for years. 

Corruption is corrosive in several ways. 
Not only does it consume an unquantifi- 
able but probably significant chunk of 
public money; the constant stream of alle- 
gations against public figures—politicians, 
judges, policemen, prosecutors—also un- 
dermines the rule of law. And it is not just 
a matter of hands in the till: a congres- 
sional inquiry in 1999 found evidence that 
prominent local and national figures were 
involved in various interlocking crime 
gangs whose death squads rubbed out 
anyone who got in their way. After a few 
high-profile arrests, there has been little 
follow-up to the inquiry. Witnesses have 
met untimely deaths. In November, fed- 
eral police supposedly investigating the lo- 
cal mafia in Espírito Santo state put a key 
witness, unprotected, in prison, where he 
was murdered within an hour. 

Mr Cardoso sent various bills to Con- 
gress to reform the police and the judi- 
ciary, restrict the circulation of guns and so 
on, but got nowhere. It did not help that he 
had nine justice ministers in eight years. 
Without a strong and consistent push be- 


Rio's version of community policing 


hind the reforms, vested interests were 
able to block them. 

Various versions of a reform of the jus- 
tice system made some progress through 
Congress, only to be killed off by which- 
ever group of judges felt most threatened 
by them. Junior judges objected to a much- 
needed measure to unclog the courts by 
making them follow the rulings of more 
senior tribunals. There was widespread re- 
sistance to the proposed creation of a su- 
pervisory body for the judiciary, to in- 
clude outside members. Oswaldo Silva, a 
federal prosecutor, notes that all of Brazil's 
organs of internal control, be it in the law, 
medicine, public administration or any- 
where else, are reluctant to investigate 
members of their "club". The judicial sys- 
tem, says Mr Silva, is *egotistical" in its re- 
fusal to make any concessions to speed or 
efficiency, allowing almost endless ap- 
peals. “If you could appeal to the pope, ev- 
eryone would." 

Brazil's chronic legislative diarrhoea is 
another factor. Leafing through the official 
gazette, Mr Silva notes that under a count- 
ing system that started in 1946, federal law 
number 10,571 had just been been passed. 
On top of that, there are innumerable state 
and municipal laws, often poorly drafted, 
contradictory and counterproductive, and 
often designed solely to win publicity for 
the politician backing them. Bad or out- 
dated laws are rarely changed. Under the 
penal-process code, dating from 1941, a 
video of someone committing mass mur- 
der is not admissible as evidence in court, 
only a paper print-out of freeze-frames. 

Mr Soares's reform plans in Rio in- 
cluded an operational merger of the state's 
two police forces, one a constabulary, the 
other a detective force. Like community 
policing, this has been implemented in 
some districts, but faces opposition from 





the old guard in the two forces, which in 
most states see each other as rivals, not col- 
leagues. Rather than making them merge, 
Mr Soares now wants to cajole the two 
kinds of police to co-operate more closely 
with each other and with federal law-en- 
forcement agencies. Federal grants will be 
offered to encourage police reorganisation 
and other crime-fighting schemes. 


Vested interests 

Why is it so hard to get something done? 
The crooked politicians, judges and cops 
are a minority, but their numbers are not 
negligible, and there is a strong tendency 
in these professions to close ranks against 
outside critics. Denise Frossard, a retired 
judge who put some of Rio's top gangsters 
in jail in the 1990s and has just been 
elected a federal deputy, reckons she is fac- 
ing a ^narco-bench" of perhaps10% of con- 
gressmen involved in organised crime, de- 
spite the expulsion of a few of the most 
notorious figures in recent years. At a time 
when there has been no leadership and no 
co-operation among the upholders of the 
law, the crime gangs have become increas- 
ingly professional and co-ordinated, “like a 
samba school, with everyone playing his 
part," saysJosé Vicente da Silva, a crime ex- 
pert at the Fernand Braudel Institute. 

Lula and his party, who in opposition 
used to rail against government corrup- 
tion, now finds that the boot is on the other 
foot. Already his transport minister, An- 
derson Adauto, has come under pressure 
to resign because of allegations of corrup- 
tion among some of his associates, just like 
some of his predecessors did in Mr Car- 
doso's day. Lula's chief of staff is dismiss- 
ing these allegations as purely politically 
motivated, just as Mr Cardoso's used to do. 
Will things really turn out so different un- 
der the new government? m 








IKE many of his countrymen, Lula says 
the two past Brazilian presidents he 
most admires are Getülio Vargas (pictured 
above, left), whose dictatorships in the 
1930s and 1940s saw the birth of many of 
the country's heavy industries; and Jusce- 
lino Kubitschek (middle), who in 1960 
built anew capital city in Brazil’s interior to 
open up and develop its vast expanse of 
fertile land. Will future generations put 
President Lula alongside these two greats? 
Mr de Carvalho, the historian, points 
out that although Vargas and Kubitschek 
are now fondly remembered, they were 
deeply unpopular at the end of their ca- 
reers. Vargas, with the country in turmoil 
and the armed forces in revolt, put a bullet 
through his own head in 1954. Kubi- 
tschek's mandate ended in 1961, again 
amid bitter conflict with the armed forces, 
setting the scene for a coup three years 
later that led to 21 years of dictatorship. Mr 
Giannetti, the economist, notes that even 
when the economy was doing well, Bra- 
zil's social indicators did not improve in 
tandem with its rising industrial output. 

As for Lula's big idea of negotiating a 
national consensus on sweeping reforms, 
Mr de Carvalho cannot spot any encourag- 
ing precedent in Brazilian history at all: as 
far as he can see, it was the country's dicta- 
tors, not its democrats, who made things 
happen. Vargas, for instance, introduced 
big changes in his dictatorial early years, 
butlater proved a failure as a democrat. Ku- 
bitschek was good at getting his measures 
through Congress, but he was proposing 
big spending projects, such as the con- 
struction of Brasília, rather than threaten- 
ing vested interests, so he was pushing at 
an open door. The best example of a suc- 
cessful challenge to vested interests Mr de 
Carvalho can recall dates back to 1888, 
when Brazil's monarchy defied the planta- 
tion owners and decreed the abolition of 
slavery, only to find itself abolished the 
very next year. 

The nearest thing to a Brazilian role 
model of a democratic president who 
pushed through tough reforms is none 
other than Lula's predecessor, Mr Cardoso 
(above, right). Although he failed to get his 


What sort of president? 


ETE history offers Lula few positive role models. With luck, he might become one himself 


chosen successor elected, Mr Cardoso 


himself was quite popular when he left of- 


fice. His defeat of inflation alone, never 
mind his education and welfare reforms, 
should guarantee him a place alongside 
Vargas and Kubitschek. 

And foreign role models? Lula says his 
heroes include Felipe González, the former 
Spanish prime minister, and Nelson Man- 
dela, South Africa's former president. Mr 
González and his Socialists offer an espe- 
cially encouraging example. In 1977, as 
Spain returned to democracy after the 
Franco dictatorship, they joined the coun- 
try's other main parties in signing the 
Moncloa Pacts, promising to share the po- 
litical costs of vital economic reforms. Mr 
González continued the reforms after be- 
coming prime minister in 1982 and Spain 
made a great leap forward. 

Lula says the grand consensus he seeks 
is modelled on this Spanish precedent. But 
if he does not achieve it, and the lack of re- 
forms triggers a fresh financial crisis, what 
then? Some fear he might try to ram 
through changes against the will of the tra- 
ditional political elites, like Hugo Chávez 
in neighbouring Venezuela, with disas- 
trous results. A greater danger, though, is 
thathe turns out as weak and indecisive as 
Argentina's Fernando de la Rua, who quit 
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as president in late 2001, leaving his coun- 
try to implode economically and socially. 

To avoid the fate of becoming a failed 
"President de la Lula", he should bear in 
mind that, historically, Brazilian presi- 
dents have been strongest when they first 
arrive in office, says Mr Giannetti. A year or 
two into their mandates, Congress has dis- 
covered its power to say no, and presidents 
typically lose force. 

In Lula's first few weeks of government, 
progress toward a Brazilian Moncloa has 
been mixed. Mr Cardoso's Social Demo- 
crats assert that the voters put them in op- 
position, so they must oppose the govern- 
ment, but they also also say they are ready 
to back Lula on key reforms such as those 
of taxes and pensions. Attempts continue 
to lure the other main party in the Cardoso 
coalition, the venal and faction-ridden Bra- 
zilian Democratic Movement, into Lula's 
government. Meanwhile, the radicals 
within Lula's own PT are getting upset by 
his cosying up to conservative “oligarchs”, 
and some of those threatened by the pro- 
posed reforms-such as public servants— 
have started to fight back. 

If Lula fails, Brazil, and its political left, 
will be knocked backwards, perhaps for 
decades. If he succeeds, his place in the his- 


-tory books will be assured. 8 
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Tony Blair and the war 


Who cares? 


The stakes are higher, but there is no sign of the prime minister flinching 


NTI-WAR protesters would like to think 

that their efforts are rocking the gov- 

ernment. But nothing of the kind seems to 
be happening. 

It is true that the past few days have in- 
cluded some nasty moments for Tony 
Blair. One was that Hans Blix did not, as 
some were expecting, tell the United Na- 
tions Security Council on February 14th 
that he had uncovered new and damning 
evidence of Iragi misbehaviour. That 
stoked public scepticism about the case for 
war, and helped boost attendance at prob- 
ably the biggest demonstration in Britain’s 
history, when a million-plus people filled 
central London on February 15th. An opin- 
ion poll by 1cm showed the prime minis- 
ter's popularity plunging, to its lowest 
since the petrol price revolt in 2000. 


But there have been some good bits of 


news too. One is the outcome of the Euro- 
pean Union summit on February 17th, 
where France started to look just a little iso- 
lated, the anti-war camp shrank, and ev- 
eryone signed up to a fudged communi 
qué that kept the use of force as an option. 
On February 20th, two top churchmen, the 
Anglican archbishop Rowan Williams and 
his Catholic counterpart, Cardinal Cormac 
Murphy O’Connor, issued a joint state- 
ment saying the alternative to war was not 
appeasement. 

Although the polls show that voters are 
not keen on a war now, there is still a clear 
majority for an attack on Iraq that has UN 


backing. A poll by YouGov showed that 
80% of voters thought that the Iraqi leader 
should be given a deadline to disarm. The 
ICM poll showed that although Labour's 
rating has dipped, the party’s supporters 
themselves still believe strongly that Mr 
Blair is doing a good job overall. 

Most important, though, is what is not 
happening. The cabinet hasn't split and 
though most Labour MPs, under pressure 
from party activists, are deeply worried, 
the prime minister is gaining at least some 
credit for his sincerity and determination. 

It is hard to see public discontent turn- 
ing into a real threat to Mr Blair any time 
soon. Critics within his own party, such as 
the veteran anti-war campaigner Tam Da- 
lyell, have concentrated their fire on what 
they claim is his reluctance to consult Par- 
liament. There is no heavyweight figure 
around whom a challenge to his leader 
ship might coalesce. Nor is there much to 
worry Mr Blair on the benches opposite. 
The Liberal Democrat leader, Charles Ken- 
nedy, has done well with his carefully 
maintained scepticism about the war, but 
he knows that outright opposition once 
troops are in action would be politically 
very risky. The Tories, meanwhile, broadly 
supportive of Mr Blair's stance, are making 
more headlines with their own private 
feuds than with anything about Iraq. 

For all its numbers, the anti-war move- 
mentis not just shallower than itlooks, but 
also more fractured. The speeches at the 
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rally were mostly unimpressive and had a 
strong whiff of sectarianism and nutti- 
ness. One particularly revealing television 
clip from that day showed Tony Benn, the 
grand old man of British left-wingery, be- 
rating an Iraqi student who had turned up 
to support the war. He accused her of be- 
ing a CIA stooge. That made him look 
nasty and patronising, and her look brave. 
The same arguments are echoed by a 
small but growing handful of habitually 
left-wing but independent-minded jour- 
nalists who have been raising the question 
of human rights in Iraq-a cause that was 
once dear to the hearts of many liberal- 
minded Britons. Nick Cohen, of the Ob- 
server, says that toppling Saddam should 
be seen as an “anti-fascist struggle”. 
Although regime change has never ex- 
plicitly been part of the government's case, 
Mr Blair is now stressing the same argu- 
ment. War is bad, he told the Labour Party 
conference in Scotland on the day of the 
march, but leaving Saddam in power 
would be even more inhumane. His next 
move will involve visits to his allies in 
Spain and Italy. During a stopover at the 
Vatican, he will show that he gives peace- 
niks like the pope a respectful hearing. 
While the government stands firm, it is 
hard to see what, in the short term, the 
anti-war movement can do next. Some 
left-wing trade unionists talk of striking 
when the war starts, but that sounds like 
wishful thinking. There is a small move- 
ment in the Labour Party to cut up mem- 
bership cards in protest at Mr Blair's stance. 
Given that membership is declining fast 
that is troubling, but is hardly likely to 
mean sleepless nights in Downing Street. 
While the war is fought with nerves 
rather than bullets, Mr Blair's position is 
impregnable. As always with wars, his fate 
will turn on what happens when the real 
fighting begins. @ 
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Aviatio 


Predict and 
provoke 


The skies are almost as congested as the 
roads. Time for a rethink there too? 


S MINISTER for aviation, Chris Mullin 
learnt, he says, two things: that the de- 
mands of the aviation industry are insatia- 
ble, and that governments usually give 
way to them. That reflects the post-war 
"predict and provide" approach to much 
of transport policy. Since 1989, when an 
avalanche of public protest buried an am- 
bitious white paper on road-building, the 
bulldozers have been held back. But in avi- 
ation, the old thinking survives. 

Now, as the government prepares to 
give the go-ahead to at least one, and possi- 
bly as many as half a dozen, new airports, 
the conventional approach is under scru- 
tiny as never before. Atleastthree new run- 
ways will be needed in the south-east to 
meet future demand, according to the gov- 
ernment's consultation paper (see map on 
next page). But the possible sites listed for 
expansion-Stansted, Heathrow or a new 
estuarial airport at Cliffe in Kent—are bit- 
terly contested. Thanks to an injunction 
that forced the government to include Gat- 
wick too, it has extended the consultation 
process until May; a final decision should 
come later in the year. 

At first glance, the case for new run- 
Ways appears overwhelming. Aviation 
contributes £10 billion ($16 billion) to the 
economy annually and supports, directly 
or indirectly, more than 700,000 jobs. 
Government forecasts say that as many as 
500m passengers will be using British air- 
ports in 2030, nearly three times the cur- 
rent numbers. The strain is particularly 
acute in the south-east, notably at Heath- 
row, where runway capacity already falls 
short of demand. If no new runways are 
built, the government's airport study for 
the south-east claims, rather implausibly, 
that as much as £15 billion a year could be 
lost. Restricting air travel would result in 
higher fares, possibly as much as £100 per 
ticket, by 2030. Turning passengers away 
from British airports would directly bene- 
fit competitors on the continent, the avia- 
tion lobby argues. 

Yet the case for expansion is less than 
clear cut. Predictions of passenger demand 
are based on falling airfares, faster growth 
by low-cost airlines, and a big hidden sub- 
sidy from the taxpayers. Challenge those 
assumptions and things look very differ- 
ent. A report due next month from the In- 
stitute for Public Policy Research, a leftish 
think-tank, says that if aviation was prop- 
erly taxed and bore its full environmental 
costs, no airport expansion would be 
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Road pricing 


Ken leads the charge 


London’s congestion fee is defying its many critics 


Y FAR the loudest noise in London 

this week was not traffic but critics of 
the congestion charge in thunderous re- 
treat. Despite forecasts of chaos, the capi- 
tal's £5-a-day ($8) levy had a surprisingly 
smooth start. Traffic was a third less in 
the inner-city charge area and journey 
times fell by as much as a half. This was 
more than predicted, even allowing for 
the school half-term holiday. 

Ministers are reconsidering their 
scepticism. The transport secretary, Al- 
istair Darling, is now expected to publish 
a consultation document that will look 
at charging for both cities and motor- 
ways. The mayor of London, Ken Living- 
stone, even received a congratulatory 
call from the minister of transport, John 
Spellar, who previously sought to scotch 
the scheme. 

New York, Tokyo, Milan and other 
cities are watching closely to see how 
the scheme settles down, and how Lon- 


doners' reaction develops. Some techni- 
cal problems are already emerging. More 
than 10,000 drivers failed to pay the 
charge on the first day, five times higher 
than predicted. Some may have a plausi- 
ble excuse. The two chief methods of 
payment, by website and call centre, 
both experienced hiccups. Though the 
mayor denies it, officials concede pri- 
vately that hard cases will probably get a 
sympathetic hearing until the glitches 
are fixed. 

Another difficulty is increased traffic 
elsewhere. The mayor is already talking 
of expanding the charged area west- 
wards if he is re-elected. 

For the moment, though, his oppo- 
nents are floundering. Steven Norris, the 
Conservatives' mayoral candidate, still 
claims he will scrap the scheme. But this 
week, he acknowledged that Mr Living- 
stone just might be on course for “a con- 
siderable victory". 
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Two wheels good. Four wheels bad, dirty—and costly too 


needed at all. 

The tax regime is certainly odd. Avia- 
tion fuel is tax-free, a concession worth 
nearly £6 billion a year; there is no VAT 
payable on tickets (another £2.4 billion a 
year); and duty-free shopping chips in a 
further £400m. The net benefit of this 
set-up is a subsidy of roughly £40 per pas- 
senger per flight-four times more than 
they pay in tax. If aviation also had to meet 
its full environmental costs, as the govern- 
ment's 1998 transport white paper sug- 
gested, the sums would look different. 

Unfortunately, there is no international 
agreement on the environmental burden 
imposed by aviation—estimates for the 


cost of the COz, nitrogen and sulphur ox- 
ides, hydrocarbons, water vapour and 
other gunk spewed out by aeroplanes 
ranges from £1 billion to £6 billion a year. 
Nor are there any practical plans for mak- 
ing the polluter pay. A Department of 
Transport study suggests environmental 
taxes ranging from £3 for an economy fare 
short-haul flight, say to Berlin, up to £20 on 
a long-haul flight to San Francisco. But 
such levels would have little effect. Bodies 
such as the Royal Commission on Environ- 
mental Pollution argue that air travel is so 
polluting that current rates of growth are 
simply unsustainable in the long term. 


It is not just cost that could make the » 


v 





forecasts wrong. High-speed railways in Ja- 
pan, France, Germany, Italy and Spain 
have proved competitive with air for dis- 
tances of up to 400 miles. Eurostar has al- 
ready captured 65% of the market to Paris 
and 45% to Brussels. This is good news for 
greens, because itis during take-off and the 
initial climb that planes burn the most 
fuel. Short flights are therefore dispropor- 
tionately polluting—with around twice the 
external environmental costs of rail, by 
some estimates. 

Another weakness in the aviation in- 
dustry's case is that a fifth of all passengers 
using London's airports each year are sim- 
ply transferring from one plane to another. 
This number rose from 3.5m in 1992 to 
21.5m in 2000, and could reach 60m by 
2030, according to the official forecasts. 
That clearly benefits the airports and air- 
lines. How the country gains, though, is 
less clear. Connecting passengers pay no 
passenger duty, and spend little money 
during their stop-overs. Fewer transit pas- 
sengers might in theory reduce the num- 
ber of destinations on offer, but London 
has by far the biggest range in the world 
anyway, so a dent would have to be big to 
make a real difference. 

In short, the gap between commercial 
benefits and environmental costs is nar- 
rower than ministers have admitted. To 
persuade voters that a big expansion is 
needed, the aviation white paper later this 
year will need some pretty compelling ar- 


guments. 8 


Ripe for discussion 


Labour's environment minister has 
broken ranks on GM food 


UTANT species behaving in uncon- 

trollable ways, wrecking a delicate 
balance. That is how the green lobby sees 
genetically modified (GM) crops. But 
roughly the same description applies to 
the situation developing inside the gov- 
ernment, where the environment minis- 
ter, Michael Meacher, has torn up the offi- 
cialline on the issue. In a new interview in 
the Ecologist, a green magazine, he casts 
strong doubt on the safety of GM foods, 
and describes GM as "not necessary". 

That contrasts sharply with the govern- 
ment's cautious “wait-and-see” position, 
and in particular Tony Blair's broadly pro- 
science stance. Last year the prime minis- 
ter said there was "no serious evidence of 
health risks" in GM food. 

It is not the first bit of unauthorised 
greenery by the idiosyncratic Mr Meacher, 
who enjoys a precarious governmental 
position as a semi-tolerated environmen- 
tal dissident. In August, Mr Blair's office 
even left him out of the official delegation 
to a big jamboree on green developmentin 
Johannesburg. It backed down only when 
environmental groups said they would 
pay his air fare there themselves. Mr 
Meacher described himself then as a “lone 
voice in the wilderness" for the green 
cause in Whitehall. 

But the new wobble comes as the gov- 
ernment is deciding whether to lift the cur- 
rent moratorium on GM food in Britain 
and allow its commercialisation. Since the 
furore over "Frankenstein" foods erupted 
in 1998, the authorities have commis- 
sioned several large studies to assess the 
scientific and economic evidence, as well 
as popular opinion, for or against a change 
in policy. 

One big question is biodiversity; the ef- 
fect of GM crops on butterflies, weeds and 
bugs. Three years ago, the government au- 
thorised more than 180 field trials across 
the country to compare the effects of one 
particular type of genetic modification— 
herbicide-resistance—in sugar beet, maize 
and oilseed rape. After £5m-worth of ex- 
periments, the results are due for publica- 
tion by the Royal Society in July. A separate 
science review, drawing on international 
evidence about broader questions such as 
the impact on the environment and food 
safety, will deliver a final report in the 
early autumn. 

A third investigation is an economic as- 
sessment of the costs and benefits to do- 
mestic farmers, food processors, retailers 
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and consumers, as well as to developing 
countries, of Britain's adopting or rejecting © 
GM; the Cabinet Office, which is responsi- 
ble for this work, is scheduled to release its 
findings in June. | 

One useful bit of evidence that this 
could include is a paper published this 
week by Mike May, of Broom's Barn Re- 
search Station in Suffolk, about gene tech- 
nology in the sugar beet industry. Herbi- 
cide-resistant GM sugar beet could, he 
says, save British farmers £23m a year, 
mostly through reduced use of agrochemi- 
cals. That would, on paper at any rate, both 
boost profits and help the environment. 

What effect such evidence may haveon 
the population's scepticism is another 
question. The government has also 
launched the pompously named GM Pub- 
lic Debate, charged with stimulating dis- 
cussion beyond the narrow circle of activ- 
ists and experts. This is scheduled to 
launch a series of local and national meet- 
ings in May, culminating in a report in Sep- 
tember. Many of the questions which. 
arise from these public sessions will be fed 
back to the other inquiries for answers. 

The debate is in fact a low-budget affair, 
and it will have its work cut out to raise 
much interest. Studies by Corr Willbourn, 
a market research firm, show that GM lags 
behind more pressing public concerns 
such as war with Iraq or football. For all the 
acres of newsprint devoted to GM at the 
height of the frenzy, Corr Willbourn found 
that most of the people surveyed con- 
fessed both to knowing very little about. 
the issue, and also to doubting that the 
government would take much notice of 
outsiders’ views. 

But those dealing with the issue say 
that public attitudes have matured some- 
what from the initial polemics, and that 
the pile of new evidence will get a fair 
hearing in the coming months. John Pid- 
geon, director of Broom’s Barn Research 
Station, speaks of an “outbreak of com- 
mon sense”. That would be worth cultivat- 
ing—not least inside the greener nooks of 
the government. 8 
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Bagehot | The other referendum 


BRUSSELS 


For a while, “Europe” has been the dog that hasn’t barked. That is about to change 





LE IS easy to see why Europe has been the great unmentionable 
of British politics. After clinging to the belief that “saving the 
pound" was their trump card, the Conservatives painfully dis- 
covered at the last election that it was no such thing. It was just a 
reminder that their party was still obsessed by things that do not 
touch the lives of ordinary people. Even the anti-Maastricht re- 
bel, lain Duncan Smith, could see that until Tony Blair plucked 
up the courage to hold a referendum on the euro, there wasn't a 
lot to talk about. 
For the government, it has been much the same. Whenever 
Mr Blair expresses his devotion for Europe and the euro, he 
merely awakens speculation about the troubled relationship 
with his veto-wielding chancellor. As the likelihood recedes of 
anything other than a "not yet" verdict from the Treasury's five 
economic tests later this year, political interest has waned fur- 
ther. The damning report that Gordon Brown delivered to his fel- 
low finance ministers this week, on the failure of the euro-zone 
. countries to deliver on the economic reforms they agreed to in 
Lisbon three years ago, seemed just confirmation of what is 
_ known already. 

And if the prospect of Britain joining the euro seems as dis- 
tant as ever, so too, after the last couple of weeks, does that other 
touchstone of European integration, a common foreign and se- 
curity policy. While Monday's summit found a watered-down 
form of words to allow a joint statement on Iraq, President 
Jacques Chirac's ill-judged railing against the central European 
accession countries for their infantile failure to back France's line 
told the real story. 

Given Mr Brown's apparent determination to resist the euro 
and Mr Blair's deeply-held conviction that at times of crisis Brit- 
ain's place is at America's side, a casual observer might therefore 
conclude that this is a government that has given up on Europe. 

Nota bit of it. The government, with Mr Blair in the vanguard, 
has been eager to demonstrate its Euro-credentials by taking a 
positive approach to another project that may turn out to be as 
important as the single currency. Set up a year ago to devise a 
new constitutional framework for coping with a greatly enlarged 
union, the European Convention, under the chairmanship of Va- 
léry Giscard d'Estaing, a very grand and now rather elderly for- 


mer French president, is in the final stages of drawing up a 
constitution for the new Europe. 

Instead of the kind of foot-dragging and nit-picking that nor- 
mally characterises the British approach to anything overtly inte- 
grationist, Mr Blair has expressed confidence that a constitution 
that both strengthens the institutions of Europe and defines 
what the EU can and cannot do in its relationship with member 
states (termed, in numbing Euro-speak, "exclusive and shared 
competences") is strongly in Britain's interest. 

He also claims that the constitution will safeguard “subsid- 
iarity" (the idea that decisions should always be made at the 
most local level practicable) by giving national parliaments 
early-warning rights. This, he hopes, will calm British fears that 
the accretion of power by Brussels is an unstoppable ratchet. A 
couple of weeks ago, the draft articles forming the first part of the 
constitution were published. Although the dreaded "f-word" 
(federal) had crept into the preamble, the exclusion of any refer- 
ence to "an ever closer union" was taken as evidence of effective 
British influence. 


Shall we take a vote? 

If the prime minister is right about the fairly benign direction of 
events, he will have little to fear when the final draft is presented 
to an inter-governmental conference for approval later this year 
or in early 2004. But that is not quite how things are seen from 
within the convention itself. In the first place, while it is true that 
nearly all the “competences” ascribed to the Eu in the draft arti- 
cles already exist in old treaties, gathering them together in one 
document is a powerful reminder of how pervasive the union 
already is. 

For the members of the convention, the vast majority of 
whom are passionate integrationists, this is a splendid affirma- 
tion. But in Britain, where successive governments have down- 
played the extent of the integrationist march, it is likely to prove 
shocking. In particular, unless the long list of shared compe- 
tences covering almost every aspect of social and economic life 
is defined tightly in part two of the constitution, Mr Blair will be 
in quite a lot of trouble. 

For the Tories, this is a rare opportunity. It should not be too 
difficult to paint the constitution in luridly expansionist colours. 
Once there is some resolution of the Iraq crisis, their campaign 
for a referendum before Parliament ratifies the constitution 
could well gain momentum. Unlike the euro, this is an issue that 
the government cannot just kick into touch. Most of the press 
will back a referendum. So, most likely, will the Liberal Demo- 
crats, albeit for different reasons. Enthusiasts in the convention 
are also increasingly keen on holding pan-European referen- 
dums. In some countries, referendums are unconstitutional, but 
in Britain there could be no such objection. 

Could Mr Blair win such a vote when he seems to have no 
such confidence in winning the desired result on the euro? Per- 
haps, but only for one very scary reason. Because all the existing 
treaties will be swept up into the new constitution, it is argued 
that once the constitution comes into being, the old treaties dis- 
appear. Consequently, Mr Giscard d'Estaing has suggested, a 
vote against the constitution is, de facto, a vote to leave the union 
altogether. The British government will do its utmost to keep this 
genie well in its bottle, but the possibility can no longer be en- 
tirely discounted, even if it is one that the beleaguered Mr Blair 
would certainly prefer not to contemplate. = 





When to terrorise the talent 


The spats over Derek Jeter and David Beckham raise questions about leadership 


HE nation recoiled in shock. David 

Beckham (above right), Britain's most 
beautiful (and skilful) soccer player and 
the husband of Posh Spice, a pop diva, 
emerged from his house on Monday 
morning with a headband restraining his 
luscious locks to allow the world to photo- 
graph a wound above his left eye. Sir Alex 
Ferguson, manager of his team, Manches- 
ter United, had lost his temper after a big 
defeat and kicked a football boot, which 
collided with the Beckham eyebrow. 

In sports, more than in most busi- 
nesses, the management tactics are out in 
the open for all to see. Sir Alex uses the 
"hairdryer" treatment on his players: he 
stands so close when he bawls at them that 
his angry breath blows their hair. In the 
past week, America has harrumphed over 
a similar approach to player management. 
George Steinbrenner, main owner of the 
Yankees, had a dig at the partying habits of 
Derek Jeter (above left), his baseball team's 
star and as glamorous as (though less mar- 
ried than) Mr Beckham. Mr Steinbrenner 
prefers verbal volleys to flying boots: he 
once called Hideki Irabu, a pitcher, a "fat 
pussy toad". Mr Jeter, like Mr Beckham, 
met his boss's jibes with restraint: “I’m in 
no way here to say anything bad about Mr 
Steinbrenner,” he told the press. "I know 
he'strying to motivate me to improve." 

Not many managers try to strangle 
their subordinates—as Bobby Knight, a for- 


mer basketball coach at Indiana Univer- 
sity once did. But the ability to inspire fear 
has always been an essential tool of man- 
agement. Alas, most books on leadership 
offer reams on trust and *emotional intelli- 
gence", but barely a word on cracking the 
whip. Daniel Goleman in “Primal Leader- 
ship", one of 2002's hit books, talks of “dis- 
sonant leaders", ranging from “the abusive 
tyrant, who bawls out and humiliates peo- 
ple, to the manipulative sociopath." Nei- 
ther is offered as a desirable role-model. 
Yet turn to, say, the autobiography of 
Sumner Redstone, the most driven of 
America's media magnates, and you find a 
man who undoubtedly combines negoti- 
ating brilliance with a great deal of, er, dis- 
sonance. “It may sound strange," says Mr 
Redstone cheerily, "but... invite con- 
frontation. Confrontation leads to truth." 
Lots of other successful chief execu- 
tives rule by terror. None, it must be con- 
ceded, reaches the standard set by John 
Patterson, who built NCR early in the 20th 
century. "When a man gets indispensable, 
let's fire him," he would apparently say. 
One NCR executive discovered he had lit- 
erally been fired when he found his desk 
and chair in flames on the company lawn. 
Modern laws on constructive dismissal 
and employee harassment have put an 
end to such fun. But Mr Redstone's fellow 
media magnate, Rupert Murdoch, is no- 
torious for his furious midnight telephone 
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calls to unfortunate executives. Sandy 
Weill's reign at Citigroup has been marked 
by screaming sessions at those unlucky 
enough to cross him. After one prolonged 
rant, Mr Weill left the unfortunate execu- 
tive with the words, "I guess now you 
know you're part of the team." 

Terror in the workplace is making a 
comeback these days. In an upswing, fear 
goes underground. Workers are scarce, and 
thus powerful; bosses must handle the tal- 
ent with care. When times turn tough, as 
now, the balance of power swings. As 
Hank Paulson, chairman of Goldman 
Sachs, put it last month, in a speech that 
upset his staff, *in almost every one of our 
businesses, there are 15-20% of the people 
that really add 80% of the value." In other 
words, 80-85% are largely redundant—and 
had better shape up fast. 


When to put the boot in 

Does fear really motivate? In sport, says 
Scott Snook, who teaches organisational 
behaviour at Harvard Business School, 
fear can become a barrier to taking risks, 
yet can "provide the essential emotional 
kick" needed to meet a challenge. Coaches 
need to strike the right balance (and the 
right player?) in order to develop talent. 

Yet used in the boardroom, fear can be 
disastrous. Tony Couchman, a head- 
hunter at Egon Zehnder in London, recalls 
appraising the board of a large firm with a 
chief executive who so dominated his di- 
rectors that they rarely questioned or chal- 
lenged him. “Success in such a company 
depends on having a genius in charge and 
asteady market," he argues. 

So some kinds of fear may be unhelp- 
ful, particularly at times of change. Enron 
famously got its staff to rank each other 
and then fired the bottom 10% each year. 
With hindsight, that failed to encourage ) 


* the questioning approach that might have 
: prevented the firm's catastrophe. 

| Jim Collins, author of a book that ex- 
. plains why some firms succeed in making 
he leap "from good to great" and others 
- fail, found that the approach to fear was a 
- key distinction among firms that he sur- 
- veyed. Although his work is often noted 
. for championing quiet, thoughtful leaders 
over brash celebrity bosses, he found that 
> the truly successful built firms in which 
- people were “productively neurotic”. Al- 
< though they did not personally apply Sir 
. Alex's hairdryer approach to disciplining 
_ workers, they still fostered a strong self-im- 
-: posed fear of failure. Microsoft employees 
- quake all year at the prospect of their an- 






nual meetings with Bill Gates, where even 
being shouted at would not hurt as much 
as seeming to be an idiot. 

The driving fear of failure, points out 
Mr Collins, is not unique to corporate life. 
“I'm self-employed, and I live with con- 
stant fear,” he says. “But I’m self-afraid.” 
That kind of fear is common among cre- 
ative artists-and also, adds Mr Couch- 
man, in professional services, “where the 
person is the product and you have to 
manage lots of fragile little egos.” 

Which is what soccer players are too. 
And for a good reason. Stefan Szymanski, 
an economist at Imperial College, London, 
finds a “staggeringly close” relationship 
between a football team’s performance 












and its players’ aggregate pay. That, he 
Says, is not surprising: not only is the per- 
formance of Europe's footballers easily 
visible, week by week, but-unlike Ameri- 
can baseball players—they are also unusu- 
ally free to move teams. As the burgeoning 
management literature on human capital 
points out, when talent can walk, that free- 
dom gives it huge market power. 

If the bruised Mr Beckham is ready to 
put up with Sir Alex, the reason may be 
that Manchester United usually plays in 
Europe's Champions' League, and he 
needs the exposure to win the promo- 
tional work that generates much of his in- 
come. As for Manchester United, with a 
market value of £300m ($500m), it can ill 
afford to lose its stars and may want to re- 
consider extending Sir Alex's tenure—for 
all his success. 

Sir Alex is a throwback, says Mr Szy- 
manski, to the days when clubs controlled 
their players’ destinies—as they still do, to 
some extent, in American baseball. “Mo- 
nopoly creates terror and bullying,” he ar- 
gues. “Competitive markets create reason- 
able behaviour.” For other firms, the same 
holds true. As more and more workers ac- 
quire human capital that reduces their de- 
pendence on a particular employer, the 
bullying boss will become rarer. In a 
downturn, though, even top talent should 
beware of flying boots. Duck! a 





Reuters 


Screen test 


Is Reuters terminally ill? 


HORTLY before becoming head of Reu- 

ters, in mid-2001, Tom Glocer toasted 
150 years of the financial-information 
firm’s history and the opening of its new 
building on New York's Times Square at a 
party well supplied with champagne and 
luminaries. Weeks later, Mr Glocer 
chopped 1,100 jobs and proposed a re- 
structuring plan. This week, as he unveiled 
a pre-tax loss for 2002 of £493m ($740m), 
Mr Glocer announced yet another 3,000 
job cuts and an accelerated restructuring 
plan. Butis time running out for him to res- 
cue Reuters from decline? 

In 1996, Reuters still dominated the fi- 
nancial-data industry, which generates 
90% of its revenues. With 40% of the world 
market, it dwarfed Bloomberg, its upstart 
American rival, founded in 1981. But since 
then, Bloomberg has made all the running, 
more than doubling its market share. 

Reuters’ latest loss was mostly due to 
write-downs and losses at Instinet, its elec- 
tronic share-trading operation, which is » 








> reeling from the collapse in trading on Nas- 
daq. Otherwise, Reuters made an operat- 
ing profit. But ominously, the core of its 
business, the terminals it serves, fell by a 
hefty 18%, to 493,000, while Bloomberg's 
terminal count probably edged higher. 
Reuters still supplies three times more ter- 
minals, but its average revenues from each 
are barely a quarter of Bloomberg's- 
£2,788 a year to £10,000-says Andrew 
Gordon-Brown at J.P. Morgan. 

Even before the post-bubble downturn 
hit financial firms, bank mergers had led to 
a consolidation of trading rooms and so to 
cancelled Reuters contracts. Since then, 
lay-offs have hastened the trend. Reuters' 
news service, which earns 10% of reve- 
nues, has been hurt by the media slump. 

These cyclical troubles mask structural 
weakness. Reuters has been thumped 
from two sides. At the lucrative top end of 
the market, thanks in part to savvy market- 
ing and its popular instant messaging, 
Bloomberg has swept up business from 
under Reuters' nose. Bloomberg has one 
product, sold at one price, next to Reuters' 
many offerings. But Bloomberg's training 
staff are more dynamic. Traders think its 
colourful terminals are cooler. In the 
boom, banks let traders clutter their desks 
with both systems—hence Reuters' fairly 
static market share. Now, they are having 
to choose; most keep the Bloomberg. 

The bottom end of the market, mean- 
while, has been commoditised by a com- 
bination of the internet and newer oper- 
ators, such as Moneyline Telerate, 
Thomson Financial and Proquote. Such 
companies sell cheaper, more basic pack- 
ages to clients who do not need a luxury 
package. Proquote, for instance, charges 
about £175 a month for its most basic ser- 
vice; the upmarket Bloomberg is £900. 

Even Reuters’ news service is no longer 
indispensable. A trader can top up a cheap 
market-data service with news from, say, 
Dow Jones newswires. Reuters still sells its 
wire service to newspapers and media 
firms. But, for the financial industry, the 
newswires serve more as a branding de- 
vice, reinforcing its image as a trusted and 
accurate source. With 2,500 journalists, in 
198 bureaus, it is a costly business, though. 

The first American and first non-jour- 
nalist to head Reuters, Mr Glocer inherited 
from his predecessor, Sir Peter Job, a bloat- 
ed, self-satisfied, rather patrician organisa- 
tion that operated more like a branch of 
the civil service than a leader of the in- 
formation age. Decision-making was ago- 
nisingly slow. Reuters launched its own in- 
stant-messaging system only last October, 
although the idea had been discussed for 
years. It was, in Mr Glocer's words, "the 
culture of the Oxford debating society". 

Reuters had also strayed into unrelated 
businesses, such as IT consulting and en- 
terprise software, where it had no compet- 
itive advantage. For all this, Sir Peter and 


Sir Christopher Hogg, Reuters' chairman 
for the past 18 years, are mostly to blame. 

So far, Mr Glocer has concentrated on 
squeezing costs. Overall, he has sliced one- 
third from the 2001 payroll-though Reu- 
ters will still employ 13,000 people in 
2005, compared with 8,000 at Bloomberg 
today. He is pulling out of peripheral con- 
sulting businesses. He has shed 56 non- 
core investments. He is working on cost 
savings by unifying the different computer 
systems Reuters operates on. After restruc- 
turing charges of £340m in 2003-05, Mr 
Glocer plans to save £440m a year. 

Mr Glocer insists that "cost reduction 
isn't only a knee-jerk reaction, it's a strate- 
gic tool." By itself, however, it does little 
more than manage decline. Where will 
growth come from? Mr Glocer's answer is 
partly to simplify the product line—“our 
business is too damn complicated"—and 
partly to launch new, cheaper services. 

His other, more intriguing idea, is to 
build on Reuters' reputation for indepen- 
dence by entering the equity-research 
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market. Mr Glocer has no immediate plan 
to hire research analysts, but he intends to 
position Reuters as a wholesaler of inde- 
pendent research. To this end, he has ac- 
quired Multex, a company-research group. 
The plan could develop, however. Eliot 
Spitzer, New York state's attorney-general, 
who has won some $450m for indepen- 
dent research in his Wall Street global set- 
tlement, is an old Yale friend of Mr Glocer: 
“Eliot and I go back a long way." 

Itis one thing to have a good idea, quite 
another to get it done. Mr Glocer knows 
the business—he is a lawyer by training, a 
geek at heart-and has drive. But he has 
struggled to transform the Reuters culture 
from stifling bureaucracy into something 
dynamic, commercial and, yes, Bloom- 
berg-like. One problem is that he lacks a 
London power base. Insiders suggest that 
he may feel isolated, and would have 
shaken things up faster were it not for resis- 
tance from old-timers. Against such cul- 
tural inertia, the best he may be able to do 
is to stave off decline—but Reuters will be a 
shadow of its former self. a 
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Fallout from Mannesmann 


Breach of trust? 


German corporate governance is 
literally on trial 


HE takeover of Mannesmann, a Ger- 
man conglomerate, by Vodafone, a 

British telecoms firm, in 2000 was both de 
priciest acquisition ever and the first hos- 
tile takeover of a German by a foreign firm. 
Now it may make legal history as well. On 
February 17th, after a two-year investiga- 
tion, state prosecutors in Düsseldorf 
charged six senior executives associated 
with Mannesmann over the approval of 
payments to top managers when Mannes- 
mann was acquired. Those in the dock in- 
clude Klaus Esser, then chief executive of- 
Mannesmann, and perhaps the two most. 
powerful men in corporate Germany: Jo- 
sef Ackermann, boss of Deutsche Bank, 
and Klaus Zwickel, head of 1G Metall, a 
mighty German trade union. 

If it goes ahead, the trial could lead to 
the resignation of Mr Ackermann, who 
took over at Deutsche Bank last year. It 
may also prompt a tightening of the coun- 
try's new code of corporate governance. 

The accused were all members of Man- 
nesmann's supervisory board, which un- 
der Germany's two-tier board structure 
appoints the executive management 
board and exercises strategic oversight. 
The board members are charged with Un- 
treue—meaning breach of trust, or being an 
accessory to a breach of trust-when, be- 
fore the takeover, they approved pay- 
ments totalling DM250m ($125m) to Mr 
Esser and other managers of Mannes- 
mann. Mr Esser received DM61m, half of it 
contractual severance pay. The rest was a 
discretionary "appreciation award" for his. 
11 months running Mannesmann. 

At the time, this struck many Germans 
as far too redolent of American corporate - 
values-a feeling that has deepened since. 
Whether it was illegal is harder to say. The- 
odor Baums, at the University of Frankfurt, 
was asked for his thoughts on the award 
before it was made and found it accept- 
able. He cites work by Arthur Andersen, a 
now defunct auditor, which calculated 
what the award could have been in share. 
options given when Mr Esser was ap- 
pointed, and came up with 77,000 op- 
tions. This, it said, was hardly exceptional 
for a boss- which, though true, does not 
deal with the objection that Mr Esser was 
not actually awarded any share options. 

Martin Peltzer, a lawyer in Frankfurt, 
thinks that Mr Esser's award was dodgy. 
MrEsser had fought hard against the Voda- 
fone bid. But he "gave up resistance against 
Vodafone the day he knew about his com- | 
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* pensation package," says Mr Peltzer. 

Will any of the executives be convicted 
of a crime with a maximum penalty of five 
years in jail? Messrs Ackermann and 
Zwickel did not gain personally from the 
awards. Most commentators think it will 
be hard to prove any wrongdoing, as the 
law is so vaguely worded. Article 87 of 
Germany's company law says that a su- 
pervisory board can decide on pay, bonus, 
allowances, insurance, provisions and 
perks as well as pensions and payments to 
family members after a death, for any 
member of its management board. The 
only limit on their remuneration is that it 
must be “commensurate” with the bosses’ 
jobs, as well as with the condition of the 
company. 


Energy markets 


Nuked 


TOKYO 


But only the defendants have so far 
seen the state prosecutors’ charges, in a 
document of almost 600 pages. And Mar- 
tin Sorg at Binz & Partner, a law firm in 
Stuttgart that triggered the case by filing 
charges in Düsseldorf in February 2000, 
expects convictions. If Mr Ackermann 
were convicted he could not remain boss 
of Deutsche Bank. He may yet temporarily 
step down during the trial, though at 
present he is denying any such plan. 

The trial will certainly trigger fresh de- 
bate over executive pay, relations between 
the management and supervisory boards, 
and the role and competence of each 
board. As with much else in Germany to- 
day, the result is unlikely to be a whole- 
hearted embrace of American practice. W 


Add Japan's faltering nuclear programme to the energy maelstrom 
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OLITICAL turmoil in Venezuela, à 

strike in Nigeria and a likely war in 
the Gulf have already had a dramatic 
impact on oil prices, by raising fears of 
shrinking supply. Into this maelstrom 
has come a fresh source of demand. To- 
kyo Electric Power (Tepco), the world's 

largest private electric-power firm, has 

had to close down 13 of its 17 nuclear re- 
actors—which usually supply 44% of To- 
kyo's electricity—after it was caught 
falsifying safety records involving cracks 
at some nuclear-power plants last Sep- 
tember. It may have to close the rest for 
safety checks in April. 

As part of its efforts to cover the 
shortfall, Tepco has increased produc- 
tion at its oil-burning thermal power 
plants. By last October, crude oil imports 
shipped to electricity firms were more 
than three times the levels of a year ear- 
lier. By December, they were five times 
higher. Over the first ten months of 2002 
Japanese oil imports fell, possibly due to 
Japan's economic woes; in November 


they were up by 11% from a year earlier, 
and in December by 20%, according to 
the Ministry of Economy, Trade and In- 
dustry. The rise is also the result of un- 
usually cold weather in Japan of 
late—and perhaps other mystery factors 
that analysts are struggling to identify. 

The result is that Japan will consume 
an extra 600,000 barrels a day until 
April, estimates J.P. Morgan. Although 
that is less than 1% of global consump- 
tion, in oil markets an awkwardly timed 
glitch can have a huge impact. Japan's 
problems could hardly be worse timed. 
Since last summer, primarily because of 
Venezuela, stocks have been declining at 
an unusually fast rate. This has acceler- 
ated; they are now shrinking by 1.2m 
barrels a day more than past seasonal 
trends would suggest, to less than one- 
third of their five-year average, according 
to J.P. Morgan. 

In the months ahead, Japan is un- 
likely to put further pressure on the mar- 
ket—but only because its oil-fired plants 
are working at full capacity. Indeed 
Tepco has begun a campaign to ask con- 
sumers to conserve energy, saying that a 
cold snap in March could otherwise 
wipe out its safety-net of supplies. The 
outlook for Tokyo's hot and humid sum- 
mer, when demand for electricity is at its 
peak, is grim. Tepco reckons that it may 
fall short of expected demand by as 
much as 20% if its nuclear-power plants 
remain closed. Tepco will probably push 
to restart its reactors, claiming they are 
safe. Many residents will no doubt re- 
spond that they would be happier in- 
creasing their exposure to the risks of the 
oil markets instead, even if consumers 
elsewhere might wish otherwise. 
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Mobile phones 
The origins of 
Vertu 


Is there really a market for a $20,000 
mobile phone? 


F YOU can spend $20,000 on a watch, 

why not on a mobile phone? That is the 
idea behind Vertu, which describes itself 
as "the first luxury communication com- 
pany". Its stylish handset-the company 
prefers to call it an “instrument”—features 
a sapphire-crystal screen and ruby bear- 
ings, and is available in stainless steel, gold 
and platinum finishes, with prices ranging 
from $4,900 to $19,450. Since its launch, 
the phone-sorry, instrument-has be- 
come a celebrity favourite. Gwyneth Pal- 
trow, an American actress, was the first 
customer. Madonna and Mariah Carey are 
said to be Vertu fans; another singer, Jenni- 
fer Lopez, is reported to own three. Vertu is 
the brainchild of Frank Nuovo, a design 
guru at Nokia, the world's largest handset- 
maker, of which Vertu is a subsidiary. But 
is there really a big enough market for lux- 
ury phones? 

The company insists there is. After all, 
as with luxury watches, ink-pens and cars, 
your choice of mobile phone is increas- 
ingly a form of self-expression. And al- 
though celebrity customers get all the at- 
tention, says Danielle Keighery of Vertu, 
obscure rich people are buying the phones 
too. She refuses to be drawn on sales fig- 
ures, other than to say that the firm is “very 
pleased" with the response since the hand- 
sets went on sale last August. 

A big selling-point is a special button 
that connects the user to Vertu's dedicated 
concierge service, which can organise tra- 
vel, restaurant and hotel bookings, or find 
a good doctor or florist in a foreign city. 


When Ms Paltrow mislaid her phone's » 





Vertu does not come cheap 


B «ses = 1x4 ati ebru ry 22nd 20 n 
> charger she called the concierge and a new 
one arrived within minutes. The concierge 
service is available worldwide in five lan- 
guages. Detailed records are kept of each 
customer's preferences. 

By selling handsets on the basis of 
craftsmanship, style and service, rather 
than whizzy features, Vertu is taking a dif- 
ferent approach to that of the technology- 
obsessed mobile-telephone industry, 
which is meeting this week at the 3GSM 
conference in Cannes. Vertu has stayed 
away. It prefers to launch its products at 
fashion shows-it unveiled its newest 
model last month at Paris Couture Week. 
The Vertu handset's monochrome screen, 
above-average weight, and lack of support 
for such technologies as Bluetooth and 
GPRS leaves geeks unimpressed. But they 
are not the target market. Besides, new fea- 
tures can be added by switching the hand- 
set's removable innards: a free colour- 
screen upgrade is planned later this year. 

Not everybody is convinced. Sagra Ma- 
ceira de Rosen, a luxury-goods analyst at 
J.P. Morgan, thinks that Vertu is aiming too 
high. The idlerich who are expected to buy 
the phones are unlikely to need the con- 
cierge service because they have armies of 
assistants already, she suggests. The firm 
should perhaps be aiming at busy invest- 
ment bankers instead (if it can find any). 
Nor is Vertu a logical brand-building exer- 
cise for Nokia, observes Ben Wood, an an- 
alyst at Gartner. Vertu's parentage is kept 
quiet, so Nokia's mass-market handsets 
are unlikely to benefit by association. No- 
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kia already has by far the strongest brand 
in the industry. 

But many luxury brands, observes Ms 
Keighery, subsequently launch more af- 
fordable versions of their products. So the 
gap between Vertu's cheapest phone and 
Nokia's most expensive may yet be closed. 
In the longer term, Vertu plans to exploit 
the emergence of *wearable" technology, 
as phones morph into jewellery. 

Here, Vertu may be on to something, 
says Sofia Ghachem, an analyst at UBS 
Warburg. Siemens, another handset 
maker, has just launched a new range of 
wearable “fashion accessory phones" un- 
der the name Xelibri. It will produce two 
"collections" of Xelibri phones a year, in 
the hope that marketing phones as fashion 
items will encourage people to buy new 
handsets more often. With market pene- 
tration at around 80% in western Europe, 
growth in handset sales has stalled and 
Siemens believes its new approach could 
give the industry a much-needed boost. 

At the moment, the industry's official 
line is that future growth will come from 
the adoption of whizzy new data services 
delivered over third-generation networks. 
But despite the torrent of technological an- 
nouncements from Cannes this week, de- 
mand for such services is uncertain and 
the mood is gloomy. Pushing phones ex- 
plicitly as fashion accessories, as Vertu and 
Siemens are now doing, might be a good 
fall-back plan. If data services turn out to 
be a niche market, says Ms Ghachem, 
“fashion is another way to go." m 





Yacht racing 


Another tack 


HAURAKI GULF, NEW ZEALAND 


Plans are afoot to make the America's Cup more commercial 


66 A MERICA'S Cup racing is so cheap," 

jokes Larry Ellison, the billionaire 
boss of Oracle Corporation, “I can't think 
why more people don't do it." Pursuing 
yachting's most prestigious prize has al- 
ways been expensive. But the cost of com- 
peting now compares with that of running 
a Formula One motor-racing team. 

Unlike the travelling car-racing circus, 
the sailing event earns teams hardly any 
revenues. Before losing in the finals of the 
Louis Vuitton Cup last month (which de- 
cides who will challenge for the "auld 
mug”), Mr Ellison's 140-strong Oracle 
BMW Racing team had worked its way 
through nearly $100m, mostly from Mr El- 
lison's own capacious wallet. 

Alinghi, the Swiss team that beat Ora- 
cle BMW and is now poised to defeat the 
holders, Team New Zealand, has a budget 


of $65m, mostly from the boat's navigator, 
Ernesto Bertarelli—who, if not quite as rich 
as Mr Ellison, is still worth several billion 
dollars, thanks to his family's stake in Se- 
rono, Europe's biggest biotech company. 
America's Cup racing has always been 
the preserve of very rich men, from the tea 
magnate and perennial challenger of the 
inter-war years, Thomas Lipton, to such 
1980s media tycoons as Ted Turner (of 
CNN fame) and Alan Bond, an Australian 
who triumphed 20 years ago and was later 
jailed after the collapse of his business em- 
pire. But since then costs have rocketed. 
America's Cup yachts increasingly re- 
semble sea-borne advertising hoardings: 
Alinghi has the logo of Switzerland's big- 
gest bank, UBs, and that of Infonet, a com- 
munications firm, on its mainsail and hull. 
But the financial contribution of even big- 









Spot the billionaire 


name sponsors covers only a small part of 
the cost of keeping together a team of more 
than 100 well-paid people from the end of 
one challenge to the next. Some sailors, 
such as Alinghi's Russell Coutts and Brad 
Butterworth, are on retainers of nearly 
$1m a year. 

Tapping Tv revenues might help. 
America's Cup racing offers beautiful 
boats and settings; close, intense races; ex- 
tremely high technology combined with 
extraordinary sailing skill; and plenty of 
larger-than-life characters both on the wa- 
ter and off it. 

But the key is a better product for spon- 
sors who want year-round exposure. The 
present approach of cramming all the 
races into a five-month period once every. 
three years and holding the regatta in one 
of the remotest corners of the world is 
disastrous. Which is why Messrs Bertarelli 
and Ellison have devised a new idea: to 
make the America's Cup more like For- 
mula One-televisually the world's biggest 
and richest sport. ; 

They envisage a series of qualifying re- 
gattas, leading up to the finals, either annu- | 
ally or every two years. Teams would race 
in different places, from San Francisco to 
Hong Kong via Cowes, for the privilege of 
meeting the defender in his home waters. 
(possibly Las Palmas, in the case of the 
landlocked Swiss). More money would at- 
tract more teams-not always reliant on. 
funding by billionaires. 

Only the defender and the "challenger 
of record" (Mr Ellison, if Alinghi wins) can 
initiate big rule changes. If the Kiwis were 
to win—as The Economist went to press 
they trailed Mr Bertarelli's outfit 3-o—the 
contest would stay in Auckland, where it 
adds an estimated 1% to New Zealand's 
GDP. But if Mr Bertarelli takes the cup to 
Europe, expect big changes. I | 
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Face value | Charles Grassley, class warrior 


A top Republican senator mistakenly declares war on corporate-tax dodging in America 
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S EVIDENCE of the shifting politics of taxation in America, 
consider the acrobatics of Senator Charles Grassley. Five 
years ago, Mr Grassley led his colleagues on the Senate Finance 
Committee in a spirited attack on America's Internal Revenue 
Service (IRS). This agency's overzealous tax collectors, said Mr 
Grassley, used “secrecy and intimidation” as it crushed honest 
families and hard-working businessmen. Indignant at this abuse 
of power, Mr Grassley helped to cut the rrs budget. 

Now, the indignant senator is back—only this time, he spits 
bile at America's businessmen, who appear to have morphed in 
the intervening years into greedy monsters, using clever tax shel- 
ters to shield their profits from the Irs. Mr Grassley now prom- 
ises more help for the irs and a war against tax-shelter 
promoters and business fat cats. “We have to hunt them down”, 
he thundered last week at a room of terrified accountants. 

Mr Grassley, who is now the Finance Committee’s chairman, 
has just published an exhaustive report on the tax affairs of En- 
ron, which involved spending millions of dollars on accountants 
and bankers to produce a federal tax bill totalling only $63m be- 
tween 1996 and 2001, despite huge reported (but perhaps ficti- 
tious) profits. The advisers did this by selling Enron complicated 
tax structures (with butch names like “Project Valhalla” and 
“Project Renegade”). What is more—and this is the really inven- 
tive bit-Enron booked its tax savings as profits, and turned its 
tax department into a profit-centre with annual revenue targets. 

The latest Enron revelations coincide with odd goings-on at 
Sprint, a telecoms firm from which two top executives (including 
the boss, William Esrey) have been ejected after the irs disquali- 
fied a tax shelter they used to shield themselves from tax liabil- 
ities incurred through the exercise of stock options. Presumably, 
one thought behind the tax shelter was to encourage the two to 
hold on to the Sprint shares they acquired by exercising their op- 
tions, rather than sell them to cover their tax bill. 

But although Mr Esrey now faces a tax bill that could bank- 
rupt him, Americans-in their present mood, at least-seem to 
see his behaviour as part of a general weakening of the fairness 
of the tax system. Thanks to the wicked ingenuity of their advis- 
ers, companies, executives and the rich are not, it is widely felt, 
stumping up their fair share. This conspiracy of the rich is also 


said to lie behind President Bush's recent proposal to end the 
double taxation of dividends, which go mostly to the well-off. 
Tom Daschle, the Senate's Democratic leader, calls Mr Bush's 
plan “obscene”. 

Mr Grassley proposes two reforms. One is a bill that would 
aid the IRS's recently launched attack on tax shelters. This attack 
relies on a system of voluntary disclosure: tax filers report the 
structures they are using, and the irs vets them for legitimacy. So 
far, the irs has been disappointed by the small number of filers 
who have turned themselves in. By increasing the penalties for 
failing to disclose suspect transactions and stripping tax filers of 
certain legal defences (such as having obtained professional ad- 
vice), Mr Grassley's bill seeks to encourage greater honesty. 

The second reform would make it harder for American com- 
panies to avoid taxes by incorporating themselves offshore in 
such lightly taxed places as Bermuda. This is a trend that gained 
notoriety last year when Stanley Works, a manufacturer from 
Connecticut, sought a mid-Atlantic domicile for its tool-making 
business. Under IRS rules, American companies must pay taxes 
on their worldwide profits. By incorporating abroad, firms can 
exclude foreign-earned profits from their American tax returns. 
The legislation that Mr Grassley champions would let the rs ig- 
nore offshore incorporation when levying taxes if, in other re- 
spects, the firm remains American. 

Perhaps Mr Grassley, by showing more sensitivity to the 
changing public mood than his president, is doing his party a fa- 
vour. After all, the best Republican defence against the accusa- 
tion that America's party of business is one of the problems that 
plague American capitalism may be to ape the company-bash- 
ing rhetoric of its Democrat opponents. Perhaps. 


The unavoidable truth 

Yet the big risk is that Mr Grassley's rhetoric leads to bad policy. 
One problem is practical: new rules will spawn new strategies 
for avoiding them. The successors of Enron will always find it 
easier to recruit talent than the trs. Far better to lower the de- 
mand for tax dodging than to squeeze the supply, as Mr Grassley 
hopes to do by shaking down those wicked bankers and accoun- 
tants. Why not bring America's corporate-tax rate into line? From 
1996 to 2002, the average corporate-tax rate among the 30 rich 
countries of the oEcp fell from 37.6% to 31.4%. America's re- 
mained at 40%, below only Belgium, Italy and Japan among 
high-taxing OECD peers. Socialist Sweden has a corporate-tax 
rate of 28%. Ireland's is 16%. American firms must compete for 
capital in a liquid global market. No wonder they waste so much 
talent finding ways to lower their tax bills. 

Some policy wonks worry that such tax competition is en- 
couraging a race to the bottom. But lower corporate taxes ought 
to benefit everybody, by fostering investment and growth. Ulti- 
mately, firms pay for their taxes in reduced wages and jobs, so 
higher corporate taxes hurt honest workers the most. There is 
even a good argument that workers would do best if the cor- 
porate-tax rate were zero. Nor need taxing companies less stop 
the government, should it so wish, from taking an extra pound 
of flesh from the shareholders who own companies. 

Alas, all this is lost in the shouting-match. Politicians are get- 
ting far too much mileage out of demonising firms and their tax 
advisers. What chance does sensible corporate-tax policy stand 
when even “moderate” Republicans such as Mr Grassley are 
busy stoking the fires of class war? m 
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Last weekend, American shop shelves were cleared of drinking water and duct 


tape. What next? 


CE TRAONOPHOBIA"-fear of the conse- 

quences of a probable war with 
Iraq-is being blamed for the sick state of 
the world economy and for the fall this 
year in the dollar and in most big stock- 
markets. If fear is to blame, then a short, 
successful war should remove the uncer- 
tainty that is holding back consumer and 
corporate spending, allowing economic 
activity and share prices to bounce back 
again. Alan Greenspan, the chairman of 
America's Federal Reserve, appeared to 
suggest as much last week. But Iraq is only 
one of the problems facing the global econ- 
omy. Others will continue to weigh it 
down even after the tanks and bombers 
have gone home. 

An American-led attack on Iraq looks 
highly likely. But trying to assess the econ- 
omic consequences of such an attack is 
tricky because of the vast number of un- 
knowns and contingencies. For instance, 
how long will the conflict last? Will it esca- 
late outside Iraq? Will there be any dam- 
age to oilfields, as there wasin the Gulf war 
in 1991? Will other oPEC countries in- 


crease their oil production to compensate? 
And how badly will business and con- 
sumer confidence be hit? These are not 
questions that can be answered by plug- 
ging numbers into a computer model. Yet 
several investment banks and think-tanks 
have made a stab at it. 

Most of them maintain that the likeliest 
scenario is a short, successful war. Oil 
prices would spike briefly at around $40 a 
barrel, but then plunge as the war ends. In 
turn, share prices and the dollar will rally, 
and confidence will revive, spurring a 
strong economic recovery. Several econo- 
mists reckon that a war might actually be 
good for the world economy: it will elimi- 
nate today's mood of uncertainty, boost 
government spending, and push oil prices 
lower in the medium term as new Iraqi 
production comes on stream. 

John Llewellyn, chief economist at Leh- 
man Brothers, is much less sanguine. He 
argues that the risks to the global econ- 
omy, taken together, are now greater than 
at any time since the 1973-74 oil crisis. Even 
if the war goes well, he argues, it will prob- 
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ably not be the panacea that investors are 
hoping for. The aftermath of war will be 
uncertain; the risk of terrorist acts will re- 
main; and there are plenty of other wor- 
ries too, not least over North Korea. 


The cost of fighting 

The economic costs of a war can be broken 
into three types. First, there are the direct 
military costs. The six-week Gulf war in 
1991 cost $80 billion in today’s prices (most 
of it paid for by America’s allies). Assum- 
ing a similarly short war, America’s Con- 
gressional Budget Office and the House 
Budget Committee have both estimated a 
total military cost of around $50 billion, or 
0.5% of America's GDP. Others reckon that 
a more protracted war could cost America 
as much as $150 billion. 

Second, there are the potentially far 
larger indirect costs of peacekeeping, 
humanitarian assistance and reconstruc- 
tion. William Nordhaus, an economist at 
Yale University, thinks that these could 
cost America between $100 billion and 
$600 billion over the next decade*. 

Last but not least, there are the macro- 
economic costs of lost output. Especially if 
the war goes badly, these could be far big- 
ger than the others, which are really just ef- 
ficiency losses from the diversion of re-! 
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* “The Economic Consequences of a War with Iraq”. 
American Academy of Arts and Sciences, December 
2002. Available at www.amacad.org/publications 
/monographs/War_with_Iraq.pdf 
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* sources. Mr Nordhaus estimates that the 2000 as the world economy boomed and 


total cost of a war to America could range 
between $100 billion and $1.9 trillion, 
spread over a ten-year period. That could 
be as much as 2% of American GDP for ev- 
ery year of the decade. 

The hardest of the three to pin down is 
the macroeconomic cost-to the world 
economy, not just America’s. Broadly 
speaking, a war in Iraq could affect econo- 
mies through four main channels: oil 
prices; stockmarkets; the dollar; and busi- 
ness and consumer confidence. 

Oil prices have already reached their 
highest level for two years. West Texas In- 
termediate has risen above $36 a barrel, up 
almost 50% from last June. So far, though, 
this is a much smaller rise than in the 
run-up to the 1991 war. In real terms, oil 
prices today are less than half their 1980 
peak. The conventional wisdom is that 
prices will fall sharply once a war is over, 
just as they did in 1991. Then they fell from 
over $40 to below pre-war levels after the 
ground war had begun. Optimists today 
argue that a victory will liberate Iraqi oil as 
well as its people. (This assumes that the 
Iraqis do not sabotage their own oilfields 
or those of their neighbours.) 

So it is widely hoped that oil prices 
might this time also fall towards $20 a bar- 
rel once war is under way. But is 1990-91 
the appropriate model? Even if the war is 
as short, oil prices may not fall as much 
this time because the background environ- 
ment is different. Economists at Goldman 
Sachs argue that the recent rise in oil prices 
has had more to do with the disruptions in 
Venezuela than with worries about Iraq. 

Venezuela's oil-industry strike may be 
over, but the country is unlikely to restore 
more than two-thirds of its output this 
year. Goldman Sachs reckons that the 
combined impact of Venezuelan and Iraqi 
disruption has the potential to be the big- 
gest shock in oil-market history, even after 
allowing for some offsetting increases in 
supply from other producers. 

Another reason why oil prices may not 
fall as sharply as in 1991 is that the oil mar- 
ket is much tighter. An exceptionally cold 
winter right across the northern hemi- 
sphere has boosted demand at a time 
when American oil stocks are at their low- 
est level since 1975. In 1991, oil stocks were 
well above normal. 

OPEC also has less spare oil-production 
capacity this time to fill the gap. The cartel 
had spare capacity of 6m barrels a day 
when Iraq invaded Kuwait in 1990, com- 
pared with only 2m today. The continuing 
shortfall in Venezuela, plus even a small 
loss of output from Iraq, could rapidly ex- 
haust that. In any case, Iraq will not be able 
to turn its oil taps on fully the moment that 
war ends. Goldman Sachs estimates, 
therefore, that oil prices may average no 
lower than $27 over the next 12 months. 

Although the rich world uses half as 


much oil per dollar of Gp» as it did in the 
19705, higher oil prices still have the power 
to hurt its economy. According to the IMF’s 
ready reckoner, a $10 increase in oil prices, 
if sustained for a year, reduces global GDP 
by 0.6% after one year. That impact sounds 
fairly modest, but the snag with all such 
calculations is that they consider only first- 
round effects. They ignore the potentially 
much bigger impact on confidence and 
stockmarkets, and they ignore the effects 
that follow from changes in monetary and 
fiscal policy. 


Consistent underestimation 

Even taking account of such factors, how- 
ever, most forecasters still reckon that the 
American economy will slip into a new re- 
cession only if there is a more prolonged 
war, a much sharper rise in oil prices than 
now expected, and a stockmarket slump 
of at least 20%. Yet in the past, economists 
have consistently underestimated the 
economic impact of oil shocks. 

Over the past three decades, oil prices 
have jumped sharply on four occasions: in 
1973, after the first oPEC embargo; in 1979, 
after the Iranian revolution; in 1990, after 
Iraq's invasion of Kuwait; and in 1999- 
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OPEC cut its production. Each time the 
price more than tripled, contributing to a 
global recession. 

Higher oil prices hurt the economy in 
two ways. In the first place, the increase 
acts like a tax, raising firms' costs for any 
given output price. So if demand is un- 
changed, prices rise and firms produce 
less. Secondly, higher oil prices transfer in- 
come from oil-importing countries to oil 
producers, squeezing spending in the oil 
importers. In the economic jargon, both 
the aggregate demand and aggregate sup- 
ply curves shift backwards. Output falls, 
but the impact on underlying inflation, 
and hence the appropriate policy response 
from central banks, is uncertain. 

Whether central banks should raise in- 
terest rates to curb inflation, or cut rates to 
cushion output, depends on the cyclical 
position of the economy. The four previ- 
ous oil shocks all took place during booms, 
when economies were already overheat- 
ing and inflation was rising. This forced 
central banks to raise interest rates. 

Today, the rise in oil prices is occurring 
in an environment of excess capacity and 
falling inflation. Firms have little pricing 
power, so it is harder for them to pass on 
higher costs. Rising oil prices are therefore 
more likely to erode profits than to push up 
inflation. That, in turn, would further de- 
lay a recovery in corporate investment and 
hiring. The correct response at such a time 
is to reduce interest rates, not raise them. 

The Fed seems to understand this better 
than the European Central Bank, which 
frets more about its inflation target. But 
with interest rates at 1.25%, the Fed has lit- 
tle room to cut further. Euro-area rates (at 
2.7596) leave more room to cut, but the ECB 
is likely to be slow to act. At its most recent 
press conference (earlier this month) its 
president, Wim Duisenberg, declared that 
"a rate cut now would be a mere drop that 
would drown in the sea of uncertainties", 
referring to oil prices and geopolitical risks. 
Yet Germany, the euro area's biggest econ- 
omy, may be back in recession again. The 
Bundesbank confirmed this week that 
German GDP fell slightly in the fourth 
quarter of 2002. And many private-sector 
economists reckon that output will shrink 
again in the current quarter. 


Bubble trouble 
America has more room to ease fiscal pol- 
icy. Indeed, a successful war will help 
George Bush to get congressional approval 
for his tax cuts. On the other hand, Japan 
(thanks to its already hefty public debts) 
and the euro area (thanks to its stability 
pact) have little room to ease policy, even 
in the event of a further downturn. 
Underpinning the hope of a strong 
economic rebound after a war is the un- 
stated assumption that America's econ- 


omic fundamentals are sound. However, »» 

















* America has yet to complete its post-bub- 
ble adjustment. Record consumer debt 
leaves the economy vulnerable to shocks. 
American consumer confidence is at a 
nine-year low. Some blame this on the 
threat of war (in which case confidence 
could later rebound). But, in fact, more of it 
may be due to consumers' heavy debts, 
poor underlying job prospects, and falling 
stockmarkets. 

Economists are using war fears as a con- 
venient explanation for slower than ex- 
pected growth-just as they (wrongly) 
blamed America's recession in 2001 on the 
September 11th attacks. Bill Dudley, an 
economist at Goldman Sachs, argues that 
war fears are not the biggest reason why 
the economy is soft. Instead, the problems 
lie deeper: in the excesses built up during 
the bubble years, such as huge private-sec- 
tor debts, excess capacity, low saving, and 
amassive current-account deficit. 

America's over-indebted households, 
Japan's deflation and its crippled banks, 
Europe's structural rigidities and its overly 
tight fiscal and monetary policies: all these 
mean that the world economy is horribly 
vulnerable to shocks of any kind. More- 
over, after the Gulf war America's initial 





recovery was sluggish, due to the need for 
firms to reduce their debts from the ex- 
cesses of the 1980s. Yet the excesses of the 
1990s were much larger. America's fragile 
economy is, in a manner of speaking, be- 
ing held together by duct tape. The 1.3% 
jump in retail sales (excluding cars and pet- 
rol) in January may partly reflect precau- 
tionary stockpiling of canned foods, bot- 
tled water and other goods. 


Trading blows 

Most stockmarkets have fallen in each of 
the past three years, and many investors 
are hoping that getting the war out of the 
way will stop the rot. Between the start 
and finish of the Korean war, American 
share prices rose by 28%. In 1991, the s&p 
500 rose by more than 20% within four 
months of the start of the air attack. 

But America's stockmarkets looked 
cheaper in 1991 than they do today. A mar- 
ket with a p/eratio of 28 on historic profits, 
and an average forecast of double-digit 
profit growth despite slow nominal GDP 
growth, is not exactly discounting bad 
news. Another big difference from 1991 is 
that analysts have already assumed a 
quick and painless war. Before the Gulf 






war they were much less confident 
downside risk today is much greate 
prolonged war could drive property a 
share prices sharply lower. | 

How might exchange rates react? T 
sharp fall in the dollar in recent month 
may in part be related to war worries. S 
quick victory, it is argued, would help th 
dollar to rally. The dollar bounced by 10! 
in trade-weighted terms within two 
months of the end of the Gulf war. N 

However, there is a big difference this: 
time. In 1990-91 the net cost of the war to. 
America was reduced from $80 billion, at 
today’s prices, to only $4 billion after con- 
tributions from friendly Arab countries: 
and Japan. These transfer payments flat- 
tered America's current-account balance. 
in 1991 and so helped to lift the dollar. This. 
time, America will have to foot most of the 
bill itself. In 1991, it had a small current-ac- 
count surplus. Today, with its deficit run- 
ning at more than 5% of Gpp, any dollar re 
covery is likely to be short-lived. 

Beyond the macroeconomic fall-c 
from war, there is one other big conce 
that diplomatic tensions between An 
ica and Europe over Iraq could spread: 
yond war to trade. The two sides alrea 
have a string of bilateral trade disput 
over America’s steel tariffs and its ta: 
breaks for foreign sales by big multination 
als; and over the EU's ban on imports o 
hormone-treated beef and genetically 
modified foods, for instance. i 

German firms are particularly worrie 
about a loss of business in America. Las 
week, the American Chamber of Com 
merce in Germany celebrated its 100t 
anniversary. In between the champagn 
and canapés there was much talk that th 
political rift between the two countrie 
could harm commercial links. A fi 
American congressmen have alre 
called for restrictions to be imposed: 
import of European wine, cheese andı A 
tary equipment. 

There is also talk that American á 1 
might shift their future investments fron 
"old Europe”—France and Germany~int 
“new European" countries—such as Brit 
ain. More realístically, however, Germany 
and France are already seen as hostile busi- 
ness environments because of their high 
labour costs and taxes, and their rigid mar- 
kets. To some extent, the political rift is jus 
another excuse. 

What is clear, however, is that the s 
over Iraq will not help to speed up trad 
negotiations in the Doha round, which 
ready seem to be heading for gridlock. L 
weekend, trade ministers meeting in ^ 
kyo made almost no progress towards 1 
eralising farm trade. Yet agriculture is 
central issue for the Doha round. Failure 
liberalise farm trade would be a big bk 
to the poor world. Even worse would 
an associated tit-for-tat trade battle be 
tween therich. @ 
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German banks 


That sinking feeling 


There is no quick way out of the quagmire for Germany's banks 


€6"T^ HE worst is behind us,” declared a 
bold Dieter Rampl on February 19th. 
Maybe. HVB Group, Germany's second- 
biggest bank, could at least point to a de- 
-. cent operating result in the fourth quarter 
of 2002: a profit of €1.1 billion ($1.1 billion). 
But that was more than wiped out by pro- 
visions against bad loans. In the year as a 
whole, HvB lost more than €800m, set 
aside €3.8 billion against dud loans, and 
scrapped its dividend in order to shore up 
its capital base. 

Mr Rampl, “spokesman” of HvB’s man- 
agement board—in effect, its chief execu- 
tive-is scarcely alone among German 
bank bosses in having to report dreadful 
results. In the past couple of weeks Com- 
merzbank, Germany's number-four bank, 
has also reported its first-ever full-year 
loss. Soon Allianz, a big insurer, will con- 
firm just how bad 2002 was for Dresdner 
Bank, the country's third-biggest bank, 
which it bought in 2001. 

At Deutsche Bank, by far Germany's 
largest, the outlookis a bit more optimistic. 
After years of relying on its investment 
bankers for profits, the bank seems at last 
to be knocking its underperforming retail- 
banking and asset-management division 
into shape. It is stripping itself down, 
ditching much of its private-equity portfo- 
— lio and passive asset-management. It is get- 

. tingrid of many of its holdings in German 





companies, from Munich Re, a big re- 
insurer, to Südzucker, a sugar producer. 
Sales of these stakes, long a fixture of Ger- 
man capitalism, raised a much-needed 
€3.7 billion last year. 

For all that, Deutsche is far from fighting 
fit. Its cost-income ratio, a standard mea- 
sure of efficiency, is a flabby 83%. And it 
has just suffered a double blow, of so far 
uncertain severity. On February 17th, it 
emerged that the spokesman of its man- 
agement board, Josef Ackermann, had 
been charged, with five others, in connec- 
tion with the takeover of Mannesmann, a 
German conglomerate, by Britain’s Voda- 
fone in 2000 (see page 61). And the next 
day a Munich court ruled that Deutsche 
and Rolf Breuer, Mr Ackermann’s prede- 
cessor, who now chairs the bank’s super- 
visory board, were liable to pay damages 
to Lec Kirch, amedia mogul whose empire 
crumbled last year. Mr Breuer had cast as- 
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persions on the creditworthiness ol 
Kirch—a client, albeit a heavily indebt 
one. If the verdict is upheld, it co 
Deutsche hundreds of millions of e 
and Mr Breuer his post. 

The whims of the German leg 
apart, there are three main reason: 
the country’s banks are in such a mes 
firstis the state of the economy, whic 
many's six leading economics insti 
said this week may well be in recessi 
again. Last year saw a record numbe 
bankruptcies: as well as thousand 
small firms, household names, such 
Kirch’s companies, Babcock Borsig, ar 
gineering firm, and Herlitz, a statione 
maker, were brought down. This h 
forced banks to increase their bad- 
provisions. Meanwhile, the fall in Ger 
many's stockmarket, which last year wa 
steeper than in any other big, rich econ 
omy, has cut the value of their remainin 
industrial holdings, taking the stuffing ou 
of an old cushion against hard conditions 

The second reason is that the banks ar 
counting the cost of past mistakes whicl 
they are now trying to put right. For exam 
ple, as capital markets boomed in the lat 
1990s, they poured resources into inve 
ment banking. Only Deutsche made a de 
cent fist of it. The investment banking 
arms of Dresdner and Commerzbank, be 
ing smaller, suffered more when the goo 
times ended and are now being scale 
back to focus on Europe. Dresdner’s inves! 
ment bank would be an obvious ca 
date for sale, were there a buyer. 

This might suggest that recove 
comes-and measures being taken to s 
costs and reorient their businesses wi 
enough to return Germany's banl 
health. Alas, it may not, thanks to the! 
reason for the banks’ malaise:. the: : 





> mented structure of Germany's domestic 
banking market. 

Unlike their British or French counter- 
parts, Germany's big private banks have 
only a small retail franchise. Between 
them, they have less than 4% of the money 
in Germans' savings accounts and make 
only 14% of all loans to companies and 
households. The country's 520 mainly 
municipally owned Sparkassen, or savings 
banks, have more than half of all savings 
deposits and make 20*6 of loans; the 12 

 Landesbanken, regional banks owned by a 
mixture of federal states and associations 
of Sparkassen, have about 16% of the lend- 
ing market. Taken as a group, Germany's 
roughly 1,500 co-operative banks also 
have a big market share. 

Being in public ownership, the Sparkas- 
sen are less bothered than the big banks 
about profitability. Supporting local busi- 
nesses matters at least as much to them. 
Those savings deposits give them a deep 
pool of cheap funding. The Landesbanken 
are not only similarly motivated, but en- 
joy, for now, state guarantees. All this 
means low funding costs for the public- 
sector banks—and historically thin mar- 
gins for the private banks (see chart). 

Under pressure from the European 
Commission, the Landesbanken are due to 
lose their guarantees, starting in 2005. This 
ought to make life easier for the private 
banks. Yet it might not. Public-sector own- 
ers may stand behind their banks anyway, 
even if they do not say so explicitly. Both 
Landesbanken and Sparkassen will keep 
their public-service ethos. 

Sometimes consolidation, especially 
between HvB and Commerzbank, is 
touted as the way for private banks to 
climb out of the muck. But any such 
merger would not help much now: it 
would merely turn two weak banks into 
one bigger one. Private-sector mergers 
might never help much. Deals across the 
public-private divide, now almost unthin- 
kable, would do far more good. Commerz- 
bank's chief executive, Klaus-Peter Müller, 
once mused aloud that he *would like to 
buy a Sparkasse." That would be no bad 
idea-if he hasthe chance. m 


Outsourcing to India 


Backroom deals 


CHENNAI AND DELHI 


India aims to become the back office for the world's banks 


OOR as it is, India is rich in well-edu- 

cated, English-speaking, young people. 
It has become a prodigious exporter of 
their remote services: as skilled software 
coders and accentless call-centre voices; as 
long-distance sales-people and invisible 
insurance clerks; as diligent medical-re- 
cord transcribers and patient number- 
crunchers. Multinational financial firms 
have been among their best customers. 
Now India wants to clamber up the value 
chain, offering more sophisticated ser- 
vices. Finance, a business that runs the 
gamut of sophistication from bean-count- 
ing to quantum physics, seems as good an 
industry as any in which to try to lure more 
work from expensive homelands to 
cheaper Indian pastures. 

The bulk of that work-by value, at 
least—is still in information technology. 
Sunil Mehta, vice-president of Nasscom, 
the industry's trade association, says that 
in 2002 global financial institutions spent 
$120 billion on rr, of which only $4 billion 
was outsourced to India. He sees a big 
opportunity for Indian software compa- 
nies in banks' drive towards more seam- 
less processing of transactions, and in the 
closer scrutiny of back-office costs inspired 
by moves towards a new international 
capital-adequacy regime. Indian firms 
such as TCS, Wipro and Infosys already 
carry out a lot of some banks’ IT opera- 
tions; another firm, i-flex solutions, sells its 
banking-software product, “flexcube”, in 





Can you tell it's India? | 





more than 50 countries. 

Besides software engineers, India also 
has millions of other bright young profes- 
sionals: accountants, lawyers and busi- 
ness-studies graduates. They have already 
attracted plenty of rr-enabled work from 
financial firms. To take but a few: Ge Capi- 
tal International Services, which describes 
itself as the "largest shared-services envi- 
ronment in India", employs more than 
13,000 people in activities ranging from fi- 
nance and accounting to remote market- 
ing; Citigroup's outsourcing arm, e-Serve, 
has more than 3,000 people in Mumbai 
and Chennai; American Express has 2,000 
processing transactions from around Asia 
and manning a 24-hour international call- 
centre in Delhi; HSBC à similar number in 
Hyderabad, Bangalore and Pune; and even 
the World Bank has 100 staff in Chennai. 

Many firms are gradually transferring 
more complex processes to India. Scope, 
the outsourcing arm of Standard Char- 
tered, the largest foreign bank in India, has 
the grand aim of becoming, in effect, the 
back office for many of the bank's opera- 
tions in 56 countries. It already undertakes 
atleast some work for 34. Unusually, Stan- 
dard Chartered in Chennai even handles 
the back end of foreign-exchange trading— 
everything except the deal itself, from con- 
firmation through to settlement-and 
copes with derivatives transactions as 
well. Some 2,000 people work in the 
Chennai “global processing centre", with 
at least another 1,000 expected to join this 
year. Scope is still competing for business 
from within its own group. But it has be- 
gun exploring the idea of selling its ser- 
vices to outsiders —as has e-Serve. 

Many big investment banks, accoun- 
tants and consulting firms are farming 
work out to Indian-based subcontractors, 
even if they are shy about admitting it. Not 
only might clients worry about security 
and confidentiality, or feel short-changed 
when work is shipped abroad; the implicit 
threat of cuts in jobs (or pay) at head office 
might rattle morale. (This week, Britain's 
BT was under fire over plans to outsource 
directory inquiries to India.) 

Yet increasingly, relatively humdrum, 
time-consuming tasks, which would once 
have been foisted on ambitious but inex- 
perienced young recruits, working long 
hours to earn their spurs in Wall Street or 
the City of London, are, thanks to the mir- 
acle of fibre-optic cable, foisted on their 
lower-paid Indian counterparts. And, be- » 

























































des the in-house operations, there are a 
few independent foisters. Evalueserve, in 
Gurgaon near Delhi, with 100 profes- 
sionals, offers research and analysis to 
banks, venture capitalists, consultants and 
- others. Its much smaller neighbour, Smart- 
Analyst, boasts four of the top ten Ameri- 
. can investment banks as clients for its tai- 
lored internet-based research service. 

A report published last year on the 
alarming shortfall in the pension funds of 
a large number of European listed compa- 
nies appeared under a western brand 
name. The data, however, were retrieved, 
collated and organised on the sixth floor of 
the building that houses Chennai's biggest 
shopping centre. There, Office Tiger em- 
ploys 675 young Indians providing a vir- 
tual back office to some 20 American and 
European firms: banks, auditors, consul- 
tants and lawyers. Having started in desk- 
top publishing, it now offers to replicate 
the functions of a bank's in-house library 
and its junior analysts. Joseph Sigelman, 
an American former investment banker 
who runs the fastgrowing outfit, esti- 
mates that, at an hourly rate of $20-35, it 
routinely takes out 50% of its clients’ costs. 

Slumping markets and regulatory trou- 
bles are helping to expand the number of 
services that financial institutions are 
contemplating outsourcing. Hard times 
concentrate minds on costsaving. The 
hope for Indian services is that, as in the 
software industry, customers who came 
for the price will stay forthe quality. & 


Japanese consumer finance 


Still in the 
stratosphere 


TOKYO 
Are Japan's consumer-finance firms 
aboutto be brought back to earth? 


XTRA-TERRESTRIALS and a pensive 

chihuahua partly explain the success of 
two of Japan's consumer-finance firms. 
The second-biggest, Acom, started using 
the aliensin 1996 in a TV advertisementfor 
new unmanned loan-application booths. 
That year, it pulled in 47% more new cus- 
tomers than in 1995. Although the cam- 
paign has been discontinued, Acom's 
brand remains strong. The chihuahua is 
helping Aiful, the fourth-largest firm, to in- 
crease its share of new loans. Sales of chi- 
huahuas have risen sharply too. 

This cuddlier image has helped to dis- 
pel nasty memories of the 1970s and 
1980s, when Japan's personal-loan indus- 
try was a byword for exorbitant interest 
rates and aggressive collection methods. 
Since the early 1990s, the industry has 
been a rare success story in Japan's bleak fi- 
nancial-services market. The value of out- 


standing loans has risen at a double-digit 
pace and now stands at X12 trillion ($100 
billion). Consumer loans dominate turf 
that is shared in other rich countries with 
overdrafts and credit-card debt. In Japan, 
overdrafts are practically unheard of, and 
the consumer-finance market is almost six 
times bigger than the growing but under- 
developed credit-card market. 

There are fat profits to be made, even 
though the maximum interest rate that 
consumer-finance firms may charge was 
cut from 40% to 29% in 2000. Most charge 
about 25%; in deflationary Japan, their 
own financing costs are, on average, a 
mere 2%. Keen to win a piece of such a lu- 
crative pie, foreign groups, such as Amer- 
ica's Citigroup and GE Capital, have been 
buying into Japan's personal-loan market. 
Citigroup is now thought to have over ¥1.5 
trillion of outstanding loans, close behind 
Takefuii, the market leader, and Acom. 

Entrants to the market envy incum- 
bents' jealously guarded database of 
pooled credit information about their cus- 
tomers (Japan has no national credit regis- 
ter). The top consumer-finance firms have 
sophisticated risk-management systems— 
and could teach the banks a thing or two 
aboutmanaging credit risk, says Jason Rog- 
ers of Barclays Capital in Tokyo. Indeed, 
some banks are forming joint consumer-fi- 
nance ventures with the leading firms. 

Yet the outlook for the industry is look- 
ing cloudier. As the economy continues to 
slide, personal bankruptcies have soared. 
According to figures released this month 
by the Supreme Court, more than 214,000 
people filed for bankruptcy in 2002, one- 
third more than the year before and five 
times as many as a decade ago (see chart). 
These days the top firms are writing off 5% 
of their loans, twice the rate of three years 
ago. Dean Perry of ING, a Dutch bank, be- 
lieves the figure could rise to as high as 896 
within a year or so. With demand too 
weak to make up for the shortfall, he 
thinks total outstanding loans could fall by 
one-fifth in the next three to five years. 

But what really alarms the personal- 
loan industry is that regulators might cut 







the maximum rate of in í 
their profit margins) when it: 
June. Some politicians want the 
be trimmed to around 20%, the ma: 
banks are allowed to charge. Few ob 
ers expect the rate to be cut that mui 
all. Still, the prospect has provoked fie 
opposition from local consumer-fin 
firms and from the American Chamb 
Commerce in Japan, whose members 
clude Citigroup and GE Capital. | 

The companies argue that a rate cut 
would hamper consumer borrowing and 
thus spending, further weakening the 
economy. Customers now at the margin of 
acceptable riskiness, such as over- 
stretched consumers, they claim, would be 
denied credit altogether. Yes, but for cus 
tomers who remain, lower interest rates 
should encourage more borrowing. ^ . 

Opponents of a cut also say that riskit 
borrowers might turn to loan shark 
whose rates range from 100% to 1,00 
One was caught charging 170,000% la 
year. That loan sharks are becoming: 
active—police statistics show a re 
number of victims last year~worries 
sumer-finance firms, who fear their re 
tation and business could suffer too. 
ready, a TV-industry watchdog, concert 
that young people are borrowing too i 
ily, is campaigning for a cut in thenum 
of consumer-finance advertisements d 
ing prime time. Given the selling power« 
aliens and chihuahuas, this could be tt 
severest blow of all. w 



























Canadian insurance 


Life on the prairie 


TORONTO 


An agreed takeover bid should: create 
Canada's biggest insurer 


HE temperature in Winnipeg totic à 
-27°C this week. Not even that coul 
freeze the biggest business transactio 
ever in the prairie city. Great-West Life, a 
insurance company based in Winnipe 
offered C$7.3 billion ($4.8 billion) for its 1 
val, Canada Life. The deal will make Grea 
West Canada's largest insurer, pushing 
past Sun Life of Canada. 
Great-West’s offer of C$44.50 a: sh 1 
trumped a C$40 bid from Manulife Fi 
cial, often regarded as the most aggres: 
company in Canadian insurance. Stil 
minic D'Alessandro, Manulife's chief e 
utive, should make a profit of C$300m 
the 9.1% stake that his firm had = uj 
Canada Life. ues 
Consolidation among Canada's. i 
ers has now gone about as far as it c 
there are to be more takeovers, ins 
will have to look at targets in the Uni 
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> States, or at banks at home. Last year the 





Medical-malpractice insurance 


federal government put a stop to a mooted 
merger between Manulife and Canadian 
Imperial Bank of Commerce (ciBC), the 
country's second-biggest bank by assets. 
Mr D'Alessandro may now try again with 
one or other of Canada's top six banks. 

Great-West's ultimate owners, the Des- 
marais family, are also thought to be inter- 
ested in moving beyond insurance and 
into banking. The patriarch, Paul Desma- 
rais, already controls Investors Group, the 
country's largest mutual-fund company, 
through his main vehicle, Power Financial 
Corporation, and through a series of hold- 
ing companies. 

In the past, mergers between insurers 
have proved far easier than those between 
banks. In 1998 the federal government 
turned down two bank mergers, one be- 
tween Royal Bank of Canada and Bank of 
Montreal, and the other between Toronto- 
Dominion Bank and CIBC. 

The government held hearings earlier 
this year on bank mergers, which politi- 
cians are still reluctant to allow. Voters 
moan about branch closures and possible 
increases in service charges. As things 
stand, however, Canadian bank charges 
are lower than those in the United States, 
and the unified Canadian clearing system 
is more efficient than America's. 

Mergers between banks and insurers 
might be more acceptable to the politi- 
cians, and give the financial companies 
the scale they seek-even though the 
mixed experiences of European banking- 
and-insurance hybrids ought perhaps to 
give them pause for thought. And politi- 
cally, as it happens, Mr Desmarais could 
scarcely be better connected. One of his 
sons is married to the daughter of Jean 
Chrétien, the prime minister. And when 
Mr Chrétien retires next year, his successor 
is likely to be Paul Martin, the finance min- 
ister who turned down those bank merg- 
ers five years ago—and a former vice-presi- 
dent at Power Financial Corporation. 8 
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A suitable case for treatment 


NEW YORK 


Doctors protest against high insurance costs—and so do insurers 


COUPLE of weeks ago, doctors briefly 

walked out in New Jersey. The week 
before, it was in Florida, the month before 
in West Virginia. Other strikes have either 
occurred, or been seriously threatened, in 
Pennsylvania, Nevada, Texas and at least 
seven other states. In each case, the com- 
plaint has been the same: huge increases 
in the cost of malpractice insurance. 

Certainly, premiums have rocketed. For 
the most affected procedures, concerned 
with childbirth, complex surgery and can- 
cer detection, double-digit annual in- 
creases are common. In some cases rates 
have doubled or tripled. Predictably, con- 
sumer groups are lambasting insurance 
companies for their greed. In fact, insurers 
are as disillusioned as doctors. 

The results of malpractice insurers are 
abysmal. In the rest of the property-and- 
casualty industry, insurers paid out 
around $1.06 last year for every dollar of 
premiums received, a mediocre perfor- 
mance by past standards. In malpractice, 
A.M. Best, an insurance rating-agency, ex- 
pects companies to have paid out $1.41 per 
dollar received. It is small consolation that 
the business is improving: in 2001, insur- 
ers had to shell out a staggering $1.53. In the 
past year, A.M. Best has downgraded the 
claims-paying ability of half a dozen small 
firms below what it calls secure, a level 
that many doctors consider a prudent 
benchmark. The outlook, says the agency, 





is more of the same. 

The result is that it is increasingly hard 
for doctors to find insurance. Two years 
ago, America's second-largest malpractice 
underwriter, St Paul, created a stir by an- 
nouncing that it would pull out of the mal- 
practice business altogether. General Elec- 
tric is suspected of a similar ambition. Its 
insurance arm, which ranked just behind 
St Paul in malpractice, is widely believed to 
be up for sale. Other firms are having the 
decision made for them. Miix, which was 
the 15th-largest malpractice insurer when 
St Paul made its announcement, has since 
gone into liquidation. In Florida, the num- 
ber of underwriters of malpractice insur- 
ance has fallen in three years from 66 to 12. 

Trial lawyers and various civic groups 
blame the losses and the huge rate in- 
creases on underpricing during the 1990s. 
Fine, but if today's high premiums were 
just an attempt to make up for past mis- 
takes, there would be new entrants into 
the business. If there are any, they are 
keeping quiet about it. 

Insurers have their own familiar com- 
plaint: spiralling jury verdicts, particularly 
for non-economic damages, called pain 
and suffering. According to Jury Verdict Re- 
search, a trade publication, the median 
award for malpractice reached $1m in 
2000, up by 43% from 1999 and twice as 
much as in 1995. The trend may change. 


Some states, notably California, have » 
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* capped punitive-damages awards. And in 
his state-of-the-union address, President 
Bush urged Congress to place a ceiling of 
$250,000 on damages, as part of a broad 
medical-liability reform. Congress has 
held hearings on medical litigation, and a 
bill may be drafted this year. But limiting 
Americans' right to sue or to collect mil- 
lions in damages will not be easy. 

Meanwhile, the market is reacting pre- 
dictably. There is growing anecdotal evi- 
dence that, in states with very high insur- 
ance costs, doctors are choosing not to 
practise. The American College of Obste- 
tricians and Gynaecologists, a trade group, 
has compiled a list of such states: doctors 
are giving up and one hospital has been 
forced, after more than a century, to close 
its maternity ward. This market needs 
healing,fast. 8 


Banking for immigrants 


Reaching out 


CHICAGO 


America's banks make new efforts to 
serve those they have hitherto ignored 


OW many bankers would take the 

kind of leap James Maloney has 
done? The chief executive of Mitchell 
Bank, a family-owned institution on the 
south side of Milwaukee, has plunged into 
one of the least banked groups in America: 
immigrant teenagers. For the past three 
years, Mitchell Bank has operated a full- 
service branch inside South Division high 
school, located in a low-income district of 
largely Hispanic immigrants. The branch, 
which is run by students who earn credit 
towards graduation requirements while 
working under adult supervision, has 
been so successful that many students' 
parents now deposit their pay cheques 
there. At least 9096 of the customers have 
never had bank accounts. 

Nobody knows how many Americans 
lack access to bank services, but the Trea- 
sury puts the number at more than 35m. 
Whereas many of the rural poor and mi- 
norities in inner cities have been “un- 
banked" for reasons ranging from lack of 
education to bad credit, the wave of hard- 
working immigrants who have arrived in 
the past decade, primarily Hispanics, has 
financial-services firms salivating. Their 
growing economic clout (about $24 billion 
of remittances were sent to Latin America 
last year) has spurred many new bank ser- 
vices and marketing programmes. 

Large institutions, including Wells 
Fargo, Citibank and Bank One, are now fol- 
lowing the trail blazed by the likes of Mr 
Maloney, although they tend to be more 
cautious and many are reluctant to publish 


broken-out results. Several large banks 
now offer "payroll card" programmes to 
employers, who can put funds directly 
into the accounts of employees, typically 
teenagers or immigrants. The employees 
may not write cheques, but instead use 
special debit cards, co-branded by Visa, 
which allow instant verification that funds 
are available. This limits the bank's risk. 

Dual ATM cards, which allow a party in 
America to deposit funds that can be with- 
drawn by a recipient abroad, are also now 
available, as an alternative to more expen- 
sive wire-transfer services. In a tacit 
acknowledgment of the millions of illegal 
immigrants in America, numerous banks 
accept the matricula consular, a card is- 
sued by Mexican consulates regardless of 
the applicant's legal status, as sufficient 
identification to open a bank account. And 
designated community banks, such as 
First Bank of the Americas in the heart of 
Chicago's Hispanic district, are supported 
by the Treasury when they offer low-cost 
services, such as basic loans, aimed at pre- 
viously unserved populations. 

While community banks are dedicated 
to reaching poorer people or immigrants, 
at larger banks decisions about whether to 
accept or reject such new customers can 
cause conflict between the marketing and 
risk-control departments. "We're trying to 
balance accessibility with fiduciary 
responsibility,” says Tom Kelly, a Bank 
One spokesman. "We're protecting the in- 
tegrity of the bank." Typically, large banks 
charge higher fees to customers with small 
balances in their accounts. 

People who remain outside the bank- 
ing system often fall prey to predatory 
lenders and to the high charges levied by 
wire-transfer services, with little recourse 
when they are abused. “If you're undocu- 
mented, are you going to create a fuss?" 


Next time, mommy, can we go to the bank? 





asks David Schnepp, a former economic- 
development official who plans to launch 
a low-cost money-transfer service aimed 
at the Hispanic market later this year. He 
and his partners intend to create an alter- 
native to Western Union, which domi- 
nates the $122 billion international wire- 
transfer market. He plans to work with 
community groups, which will get a share 
of the profits. Many banks have also eyed 
the wire-transfer market with envy, but 
Western Union has fought back by open- 
ing a slew of new outlets in recent years. 

Lack of trust in financial institutions re- 
mains a big hurdle for many of the un- 
banked. Hence the push by Mr Maloney's 
bank and others to build ties with trusted 
community organisations, such as schools 
or social clubs. First Bank of the Americas, 
for instance, has linked up with churches 
serving immigrants. It sponsors a Spanish- 
speaking marketing consultant, who ad- 
dresses churchgoers about the dangers of 
predatory lending and the benefits of us- 
ing institutions recommended by their 
church or community leaders. 

The government has played a growing 
role in the push to reach America's un- 
banked population ever since legislation 
requiring all federal payments to be made 
electronically exposed the huge number 
of people without bank accounts several 
years ago. Last year the Treasury's newly 
created Office of Financial Education 
launched a pilot programme, called First 
Accounts and operating in 26 states, that 
aims to bring 35,000 people into the bank- 
ing system for the first time. 

Mr Schnepp emphasises that ulti- 
mately, the integration of America's un- 
banked population is in the broader inter- 
est. “A rich community buys goods, a poor 
community is a drain," he says. "This is not 
about charity." 1 
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HAT gives rise to the wealth of nations? Some see the 
source in rich seams of mineral resources such as oil or 
al. Geography matters too: countries in temperate climes tend 
be richer, other things being equal, than those closer to the 
uator. Then there are institutions: the rule of law and (per- 
s) democracy. Above these, most economists since Adam 
ith have believed, stands the invisible hand of the market, 
uiding selfish human actions to serve the common good. 

- Is there something missing from the list? For the past decade 
r so, sociologists have been pushing one more concept, "social 
apital"—trust or community, in one of its guises—that is now 
lso being taken up by economists. Crudely speaking, the more 
eople trust each other, the better off their society. They might 
vork more efficiently together, for example. In business, trust 
might obviate the need for complicated contracts, and thus save 
_ on lawyers' fees. You might expect that America, which has such 
-a successful economy, had social capital in shedloads. Maybe, 
- and maybe not: one of the most influential essays in the field, 
-< “Bowling Alone", by Robert Putnam of Harvard University, 
-pointed out that Americans were far less likely to be members of 
community organisations, clubs or associations in the 1990s 
- than they were in the 1950s. He illustrated his thesis by charting 
-the decline of bowling leagues. 

.— Arecent set of articles in the Economic Journal* shows how 
-economists are grappling to analyse social capital. On the face of 
it, the idea that trust or community can make a difference be- 
- tween wealth and poverty does not fit easily with the basic as- 
.sumption of orthodox economic theory: that humans are 
. essentially self-interested animals. That is why it has an instinc- 
_ tive appeal to “behavioural” economists, who think that this as- 
_ sumption has been accepted too uncritically. 

^ In one paper, Samuel Bowles and Herbert Gintis, of the Uni- 
'ersity of Massachusetts, advance just such a view. They argue 
if social capital is taken into account, economists have to 









mic machines. People donate their time to all sorts of things, 
'om voting to teaching in Sunday school, whose costs outweigh 





umans are social animals. 


question of trust 














jut aside the idea that people are simple, self-interested econ- — 


ne private benefits. Obviously, argue Mr Bowles and Mr Gintis, 


Economists are arguing about “social capital”— ing with what it means 
! rguing 


This could be explained away easily, though, by making the 
assumption that people derive utility from helping others at 
their own expense. But the authors think that something more 
sophisticated is required. They carried out experiments, using 
university students, to see how a group of people might encour- 
age each other to act in the interests of the group as a whole. 
Many subjects, it seems, take pleasure in punishing free-riders. 
Many respond to the shame of being found out as shirkers, 
which encourages co-operation. The lesson is that notions of 
selfish, or indeed altruistic, preferences cannot explain the incen- 
tives of people in a village, school or parish. The authors con- 
clude that such communities are the missing ingredient, 
alongside markets and the state, in understanding an economy. 


No, it does not take a village 

In another paper, Edward Glaeser and David Laibson of Harvard 
University and Bruce Sacerdote of Dartmouth College take indi- 
viduals, not groups, as their starting point. They also use a more 
individualist definition of social capital: a person's social skills. 
This can mean a long list of contacts, a facility for dealing with 
others, or even just charisma. The authors include popularity in 
their definition, since it can be the result of investing in personal 
relationships. They measure people's stock of social capital by 
the number of organisations—clubs, charities, religious groups 
and so forth—to which they belong. 

The authors see social capital as something that people can 
build for themselves, rather as they build financial wealth by 
saving or investing, or "human capital" by acquiring skills and 
education. A doctor, for example, might invest in more than just 
medical education: by joining a local club, she could get to know 
her patients better and perhaps increase her future income. 

Messrs Glaeser, Laibson and Sacerdote find that investment 
in social capital, as they define it, has similar characteristics to in- 
vestment in financial or human capital. People join professional 
societies, say, when they are young and reap the benefits when 
they are older, relying on business contacts made early on, just 
as they do with savings. People also invest more in social capital 
the more likely they are to remain living in the same place; the 
“bowling alone" phenomenon may be partly attributed to rising 
mobility. They also invest more in social capital the more they 
stand to gain from it. When there is nothing in it for them, they 
neglect their neighbours. Homo economicus lives. 

By definition, however, decisions to invest in social capital af- 
fect not just the individuals making them but others too. It is 
tempting, if social capital is defined in terms of community or 
trust, to see such spillovers as always positive. But they may not 
be. For instance, if people actin the interests of a group to which 
they belong, others can be harmed: a professional association, 
for example, may keep fees and entry barriers high, or some 
groups may exclude outsiders altogether. 

In the final paper in the series, Steven Durlauf of the Univer- 
sity of Wisconsin says that research into social capital may have 
become a bit too other-worldly. Existing data, mostly taken from 
surveys, are not up to the task of specifying social capital pre- 
cisely enough. Perhaps too much has been invested in the con- 


cept of social capital to help explain why nations become 


wealthy. As more economists pile into this fertile area, expect 
more deflation of the concept-and also more argument. & 
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Sex and the single monkey 


DENVER 


Darwin's theory of sexual selection is under attack. The first of four reports from 
this year's meeting of the American Association for the Advancement of Science 


He’ the peacock got his tail is one of 
evolutionary biology’s best-known 
fables. It was first told by none other than 
the master of evolutionary theory him- 
self: Charles Darwin. It is, Darwin said, all 
down to the fickle, female peahen. Be- 
cause she prefers to mate with males with 
the flashiest tails, large-tailed males have 
more offspring. 

What is less well known is that this the- 
ory of sexual selection was created as 
something of a fudge. Darwin proposed it 
in response to criticism of his broader the- 
ory of evolution by natural selection. That 
explained how an animal (such as a gi- 
raffe) became adapted to its environment 
through natural variations between indi- 
viduals. Different neck-lengths in giraffes 
may confer an advantage on those with 
the longest necks. 

The problem with this theory, said Dar- 
win’s critics, is that it does not account for 
animals such as the peacock, the stag bee- 
tle and the mandrill (illustrated above), 
whose males have elaborate and bizarre 
traits. Far from being adaptations to their 
environment, these showy traits seem 
likely to be a disadvantage. 

Thus, to explain variations between the 
sexes, Darwin put forward the theory of 
sexual selection. Females, he said, are the 
choosy sex; males compete to win female 
attention. Evolutionary biologists later 
came to believe that this difference arose 


from the different size of the gametes— 
sperm and eggs. Because female gametes 
are larger than male gametes, females in- 
vest more as parents in producing them 
and so are pickier in their choice of a mate. 
Males, on the other hand, produce cheap 
sperm and are promiscuous. 


Everybody’s doing it 

The problem, says Patricia Gowaty, of the 
University of Georgia, is that the real 
world does not work like this. At this year’s 
meeting of the American Association for 
the Advancement of Science (AAAS), in 
Denver, she explained that her experi- 
ments with a number of species, in par- 
ticular fruit-flies and mice, show that 
males can be just as picky about their sex- 
ual partners as females. Joan Roughgar- 
den, of Stanford University, points out that 
female monkeys often solicit males and 
are rebuffed. Why should this be, she asks, 
if sperm are so cheap? 

What worries the minority of scientists 
who are openly challenging sexual-selec- 
tion theory is that it is unable to account 
for much of the diversity of sexual behav- 
iour that exists. If, for example, as sexual- 
selection theory assumes, mating is pri- 
marily about sperm transfer, why do some 
animals mate between a hundred and a 
thousand times more often than is needed 
for conception alone? For animals with 
strong social structures, the answer could 
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be that mating is a public symbol with so- 
cial consequences. It is used to create and 
maintain relationships and alliances, and 
also to obtain sexual gratification. 

Dr Roughgarden, however, believes 
that the basic mistake is to think that a dif- 
ference in the size of sperm and eggs trans- 
lates into differences in behaviour and life 
history. She says that there are many ways 
in which animals refute the predictions of 
sexual selection. For one thing, some fish 
can make both eggs and sperm during 
their lifetime, so it is difficult to say cate- 
gorically that an individual is male or fe- 
male. Even in such fish as the blue-gilled 
wrasse, whose biological sex is deter- 
mined at hatching, gender roles (ie, the be- 
haviours typically associated with one sex 
or the other) are not. 

For, besides fish that behave like "nor- 
mal" males and females, there are "femi- 
nised" males—fish that look like females 
but have male gametes. These reproduce 
by helping dominant males to mate with 
females. In doing so, they gain more re- 
production opportunities themselves. 

The society of blue-gilled wrasse is by 
no means the most complicated in sexual 
terms. Animal societies with up to three 
male genders and two female genders 
have been described. Even when only two 
genders exist, there are cases where male 
choice of females is the norm. For exam- 
ple, sea-horse males incubate the young in 
a special pouch and thus provide parental 
investment that is worth competing for if 
you are female. 

Most troubling, perhaps, to the theory 
of sexual selection, is the high incidence of 
homosexuality. Homosexual behaviour 
in animals, though well demonstrated in 
the literature written by scientists who ac- 
tually observe what animals get up to, has 
tended to be glossed over by theoreticians. » 


> But Paul Vasey, a researcher at the Univer- 
sity of Lethbridge in Alberta, Canada, has 
spent many years studying both theory 
and practice in Japanese macaques. 
Female macaques often form homo- 
sexual consortships. These are temporary 
but exclusive relationships that involve 
frequent sexual activity. Females in a con- 
sortship will mount each other tens or 
hundreds of times. In one group that Dr 
Vasey observed, females mounted each 
other as often as once every two minutes. 
Yet his observations suggest these consort- 
ships serve no adaptive function. He has 
spent many years testing hypotheses that 
might explain the behaviour, such as alli- 
ance forming, the relief of social tension 


Fishing and conservation 


Turtle power 


DENVER 


and the communication of dominance. 
There is, he says, not a shred of evidence 
for any of them. Female mounting behav- 
iour may have evolutionary roots, but he 
reckons the reason for it now is sexual grat- 
ification. That gratification is involved is 
known because when a female mounts 
another female she thrusts her pelvis 
against the mountee and masturbates her 
clitoris using her tail. 

This activity, of course, excludes males. 
In one study, Dr Vasey found that when 
male monkeys courted a female involved 
in a homosexual consortship, 95% of such 
females rebuffed him and chose to remain 
with their girlfriend. This suggests, he says, 
thatitisnotsimply males who are compet- 


“Bycatch” from fishing is a bigger problem than was realised 


T EATHERBACK turtles swam with the 
plesiosaurs. They survived the catas- 
trophe 65m years ago that wiped out not 
only all the other marine reptiles 
around, but also the dinosaurs. They 
faced down competition from mammals 
that took to the sea. But now they may 
have met their match. Over the past two 
decades, the number of Pacific leather- 
backs has dropped by more than 95%. 

Leatherbacks are high-profile victims 
of a phenomenon known as bycatch- 
ing-in other words, the wrong species 
ending up in the net or on the hook. By- 
catching threatens species other than 
turtles. In the north-west Atlantic, for ex- 
ample, the scalloped hammerhead shark 
has declined by 89% since 1986. It is also 
wasteful. Daniel Pauly, a fisheries scien- 
tist at the University of British Colum- 
bia, told the AAAs meeting that he 
estimates the global total of discarded 
fish to be between 18m and 40m tonnes 
a year. The upper bound of this estimate 
of what gets thrown back is equivalent 
to almost half the amount of fish that is 
actually landed. 

Some of that bycatch is caused by 
regulations governing what individual 
boats may land. A codfish caught by a 
boat with a cod quota may be landed le- 
gally. A boat without a quota has to 
throw it back, even though it will proba- 
bly die anyway. But even economically 
useless species taken as bycatch are be- 
ing removed from the food chain, to the 
ultimate detriment of fisheries. 

Whether the quota regulations could 
be changed in ways that would help, 
rather than hinder, the objective of pre- 
serving stocks is dubious. Legitimising 
the landing of accidental catches of valu- 
able species would probably just lead to 





Hooked by mistake 


more “accidents”. But the true effect of 
bycatching certainly needs to be built 
into models of marine ecology. 

For the leatherbacks, though, there 
may be two possibilities. The reptiles are 
mostly the victims of long-line fishing 
for prey such as swordfish and tuna. 
(Ironically, environmentalists pushed 
this method on tuna fishermen, to stop 
the bycatching of dolphins in nets.) Lines 
as long as 40km, bearing baited and bu- 
oyed hooks at regular intervals, are 
reeled out across the ocean. Occasion- 
ally, a turtle snaps at the bait. Larry 
Crowder, of Duke University Marine 
Laboratory, in North Carolina, who has 
been studying the problem, is trying to 
design a hook that will catch fish but not 
turtles. Even if that works, though, it will 
take time to introduce. So, if people are 
really concerned about turtle bycatch, he 
suggests that they boycott swordfish. It 
worked for dolphins. The question is, are 
turtles sufficiently charismatic? 





ing for sexual partners, as Darwin's theory 
predicts, but both males and females. And 
homosexual behaviour is documented in 
at least 15 other species, including Canada 
geese, gorillas, chimpanzees and humans. 

Such examples may not be enough to 
topple sexual selection, and it is likely that 
this part of Darwin's theory does indeed 
hold good for many species. But as Dr 
Roughgarden warns supporters of that 
theory, although any one of these pro- 
blems with it might be overlooked, the 
"sheer number of difficulties is hard to 
deny. If these are not enough to falsify sex- 
ual-selection theory, then what would 
be?" Sex, it seems, has come a long way 
since Darwin. 8 


Photonic-crystal fibres 
An array of good 
things 


Intense light trapped in a tiny fibre 
should have a bevy of uses 


NE of the more notorious legacies of 

the telecoms and technology bubble 
of the 1990s was the glut of optical-fibre 
cable, laid across America to transmit data 
in the form of light, but which remains per- 
sistently dark. It will be an even sadder 
story if it all has to be replaced in a few 
years. But if the promise of a technique be- 
ing developed by Phillip Russell and his 
colleagues at the University of Bath, in 
England, is realised, that may yet happen. 

Dr Russell discussed the latest develop- 
ments of photonic crystal fibres (PCrs) at 
the AAAS meeting. Conventional fibre op- 
tics rely on a phenomenon called total in- 
ternal reflection. Light travelling through a 
glass fibre bounces off the sides, so long as 
it hits them at a suitably oblique angle. 
This works quite well. However, because 
even the clearest glass is relatively dense, 
light passing through it has to be amplified 
every 80km or so. This process is costly 
and difficult, especially when amplifying 
stations on the seabed break down. Ac- 
cording to Dr Russell, PCFSs promise to do 
much better than this, allowing signals to 
travel ten times farther without amplifi- 
cation. Their peculiar properties suggest 
they will have a variety of other applica- 
tions as well, from compact x-ray sources 
to the manipulation of single atoms. 

The principle that pcrs are based on is 
the same as that which gives peacocks' 
feathers their colour. Because the strands 
of a feather are so close to each other, cer- 
tain wavelengths of light (which corre- 
spond to colours) are strongly reflected, 
while others are absorbed. A Pcr consists 
of a bunch of narrow fibres made of silica 
and arranged in a lattice that, in cross sec- 
tion, resembles a honeycomb. The lattice is »» 
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> so fine that light propagation is blocked in 
every direction-except down the length 
of the fibre. And it is not just any sort of 
light that can travel down it. If the fibre is 
properly constructed, only the so-called 
fundamental mode will be transmitted. 
The fundamental mode lacks complicated 
harmonics (like a pure electronic note in 
music, bereft of the beauty and complica- 
tions caused by overtones). This is because 
the harmonics' structure is smaller than 
that of the fundamental mode, so that they 
“leak” through holes in the lattice. 

The existence of this effect does not de- 
pend on what material the core—the cen- 
tral fibre in the honeycomb lattice—is 
made of. So, Dr Russell says, this core can 
be any transparent material. The two sim- 
plest candidates, which have been studied 
in the most depth, are silica (like the rest of 
the fibre) and air, which will fill any hole 
left in the lattice. Although doping the core 
with impurities holds promise for niche 
applications, having a hollow core is more 
exciting. Because the light travels through 
air, not glass, the attenuation should be far 
lower than in conventional fibres. Further- 
more, in PCFS, light of different colours tra- 
vels at precisely the same speed, eliminat- 
ing the "chromatic dispersion" that 
plagues conventional fibres by spreading 
out a pulse of light (this is easier to do be- 
cause only the fundamental mode is 
present). 

There is a catch: hollow-core PCFs are 
devilishly difficult to make. An error of 
even 1% will result in a fibre that does not 
transmit light at all. Dr Russell's fabrication 
method is perhaps the most beguiling as- 
pect of pcrs. His team stumbled on a tech- 
nique used by the ancient Egyptians to 
create fine mosaic glass. Small capillaries 
of silica are stacked into a lattice (in some 
cases leaving a hole for the hollow-core). 
The bundle is then run through a furnace 
at 2,000°C and stretched, like soft putty, 
until it is sufficiently thin. This process col- 
lapses the size of the capillaries by a factor 
of as much as 50,000, with the resulting 
holes typically being about 10 millionths 
of a metre across. 

Since the diameter of the pathway that 
the light travels through is so small, Dr Rus- 
sell can achieve very high intensities of 
light. Such high intensities cause a variety 
of bizarre quantum-mechanical effects. 
These include the generation of x-rays, of 
light that can be used as “optical tweezers” 
to move single molecules around, and of 
so-called supercontinuum pulses that are 
bright right across the electromagnetic 
spectrum, rather than being confined to a 
small portion of it. Those pulses could be 
useful for rapid spectroscopic analyses of 
unknown substances-such as material 
that might be associated with chemical or 
biological weapons. Tests that once took 
hours might be done in seconds. And you 
wouldn't even need to dig up the road. m 
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In the twinkling of an eye 


DENVER 


A way for scientists to get better pictures of the retina 


WINKLING stars may be pretty, but 

astronomers have never loved them. 
The twinkling, caused by turbulence in the 
earth's atmosphere, distorts the images 
and makes it harder to get any useful in- 
formation. That is why astronomers now 
use "adaptive optics" to minimise the ef- 
fects of atmospheric distortion. But adap- 
tive optics may have other applications. 
Two groups of researchers were at the 
AAAS meeting to discuss its use in the 
study of the human eyeball. 

Adaptive optics employs mirrors that 
can deform quickly in tiny ways, in re- 
sponse to commands from a device 
known as a wavefront sensor. Small, rap- 
idly changing imperfections on the surface 
of the eye (much smaller than those that 
can be fixed by a pair of spectacles) vary 
the distance that light leaving the eye has 
to travel. The wavefront sensor detects pre- 
cisely when different bits of light are arriv- 
ing, and commands the mirror to move 
slightly closer to tardy bits of light and 
slightly farther from the over-eager ones. 

This is as tricky as it sounds. The com- 
putation involved must be done fast, since 
the mirror has to respond much more 
quickly than the blink of an eye. But 
groups from the University of Rochester, 
New York, and from the University of 
Houston, have built systems that can take 
pictures of the eye many times a second, at 
a resolution about five times better than is 
otherwise possible. 

The Rochester device, which uses a mir- 
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Look into my eyes 


ror with 97 actuators (which are like tiny 
pistons) pushing and pulling it from be- 
hind, has been tried out in two different 
types of experiments. The first is to photo- 
graph the retina so precisely that individ- 
ual light-detecting cells can be distin- 
guished. As Jason Porter, one of the 
researchers at Rochester, told the meeting, 
this should aid not only a fundamental un- 
derstanding of how the eye works, but 
also the diagnosis of diseases. 

The second type of experiment uses 
the adaptive-optics system to test vision, 
by getting the subject to look at an opti- 
cian's chart reflected in it. The distortions 
of the mirror are used to improve the sub- 
ject's perception of the chart. This is not a 
practical way to give people super-vision, 
of course. But it could help to determine 
how best to carry out corrective surgery. 

The Houston group employs a different 
technique. Rather than using a bright flood 
of light, as the Rochester researchers do, 
Austin Roorda and his colleagues employ 
alaserto scan rapidly across the eye. Thisis 
less sensitive to imperfections in the op- 
tics, and it allows them to examine the ret- 
ina at a specific depth—looking at, say, the 
nerve fibres rather than the blood capillar- 
ies. Dr Roorda points out that, since adap- 
tive optics works just as well with incom- 
ing as with outgoing light, the techniques 
being developed in his laboratory could 
be used to do extremely precise laser sur- 
gery. So astronomers will not be the only 
ones to see clearly. 8 
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The limits of spin 


The man who pulls the strings? Or one more voice for George Bush to listen to? 


OLITICAL consultants are familiar fig- 

ures in America, and not just on “The 
West Wing”. Bill Clinton had the Raging 
Cajun, James Carville. George Bush senior 
employed another southern hell-raiser, 
the late Lee Atwater. Yet few, if any, have 
been as close to a president in recent times 
as Karl Rove. He was at George Bush's side 
from the first, plotting his campaigns, buff- 
ing his image, supervising policy tutorials, 
sifting opinion polls-always positioning 
his master for the next great battle. 

Between elections, Atwater and Mr 
Carville retreated to the shadows; Mr Rove 
has an office in the White House. The Re- 
publican National Committee is a Rove 
fief. His fingerprints are often found on 
public policy—most muckily on steel ta- 
riffs. No wonder Mr Bush has two names 
for him: “boy genius" and “turd blossom". 


The two men could hardly be more dif- 


ferent. Mr Bush grew up as an apolitical 
son in an elective dynasty. Mr Rove was 
born a political junkie. Mr Bush was the 
typical frat-boy, always the centre of the 
crowd. Mr Rove was a natural nerd, com- 
plete with spectacles and pocket protector. 
Mr Bush, the C-student, glided into Yale 
and Harvard. Mr Rove, the man who ar- 
rived in Washington with 148 cases of 


Boy Genius: Karl Rove, the Brains Behind 
the Remarkable Political Triumph of 
George W. Bush. By Lou Dubose, Jan Reid 
and Carl M. Cannon. PublicAffairs; 253 
pages; $15 


Bush's Brain: How Karl Rove Made George 
W. Bush Presidential. By James C. Moore 
and Wayne Slater. John Wiley; 416 pages; 
$27.95 and £19.50 


books, dropped out of the University of 
Utah after his mother committed suicide. 

Although Mr Bush once dabbled in 
business, Mr Rove was drenched in poli- 
tics from the start. He rose quickly to the 
top of the College Republicans in the early 
1970s, when many of America's universi- 
ties were engulfed in protest against the 
Vietnam war, hooked up next with Atwa- 
ter and caught the eye of the Republican 
National Committee. Before long George 
Bush senior, who had left Washington for 
Texas, hired Mr Rove for his failed primary 
run against Ronald Reagan in 1980. 

Texas was the making of the young 
autodidact. Change was blowing strongly 
through the once Democratic state when 
he arrived. The national Democratic 
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Party's leftward lurch had alienated south- 
ern Democrats; a booming Texan econ- 
omy was attracting droves of conservative 
northerners. But party shift was not inev- 
itable, and Mr Rove did as much as anyone 
to consolidate Texas Republicanism, turn- 
ing it from a suburban insurgency fighting 
for equality into the state's dominant 
party. Republicans hold the governorship, 
both houses of the legislature and the 
main state-wide offices. To this end, Mr 
Rove built up a peerless list of party do- 
nors, working for all the leading Republi- 
cans in the state—including its two present 
senators, John Cornyn and Kay Bailey 
Hutchison, its governor, Rick Perry, as well 
as both the Bushes. 

Now Mr Rove has attracted not one but 
two biographies. Both are well timed, par- 
ticularly after the Republicans' remarkable 
trend-bucking performance in the mid- 
term elections last November. They are 
full of interesting material, particularly on 
Mr Rove's years in Texas. But both books 
suffer from a pair of failings which blunt 
their impact and make them in the end 
more irritating than illuminating. 

The first failing is hypersensitivity to 
scandal. The journalists who produced 
these books are bloodhounds in pursuit of 
a scent. They are forever digging up stories 
that will seem rather bland to those with 
less sensitive noses. As a College Republi- 
can, Mr Rove apparently told his charges to 
search an opponent's rubbish. Hardly Wa- 
tergate. Back in Texas, he once saved up a 
damning fact about one of his oppo- 
nents—that she had lied about her aca- 
demic record—and used it at the most da- 
maging time. Oh, my dear. 
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The second and more serious problem 
is that neither author can resist inflating 
their subject's influence. It is not enough 
that Mr Rove is a successful consultant; in- 
stead, he is the “co-president”, a scheming 
genius who took a witless dauphin and 
scripted every stage of his rise to power. 

But who is the monkey and who is the 
organ-grinder? Mr Rove is more or less ex- 
cluded from foreign policy, the issue 
which will surely define Mr Bush's presi- 
dency. In foreign even more than domestic 
policy Mr Bush has shown an impressive 
ability to listen to advice, play hawks 
against doves, and push through his 
agenda with relentless determination. The 
real story is not Mr Rove's ability to pull 
the strings but Mr Bush’s ability to pick 
and manage talented underlings, includ- 
ing supposed puppeteers like Mr Rove. m 





The birth of modern science 


Give a dog 
a bad name 





The Eye of the Lynx: Galileo, His Friends, 
and the Beginnings of Modern Natural 
History. By David Freedberg. University of 
Chicago Press; 528 pages; $50 


S WITH events, so with ideas: the 

thread of historical development is in 
reality never broken, but following its 
course is often easier for us if we can spot 
(or invent) points where corners are 
turned, jumps made. David Freedberg, a 
professor of art history at Columbia Uni- 
versity in New York and director of its Ital- 
ian institute, invites us to focus on one 
such episode, centred in Italy during the 
first three decades of the 17th century and 
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Galileo knew it was about numbers 


GOTT APERIA INPUTS 


involving the handful of scholars who 
formed themselves into the Academy of 
the Linceans-the first modern scientific 
academy. Their institutional title carried 
twin allusions to Lyncaeus, the most keen- 
eyed of the Argonauts, and to the lynx, 
credited with the most acute vision in the 
animal kingdom. 

This is very much Freedberg territory. 
He is well known in the art-historical 
world for a widely discussed earlier book, 
"The Power of Images" (1989), which 
urged the profession to look harder at how 
pictures affect us emotionally and how 
that responsiveness shapes the uses we 
put them to-in law, politics and religion, 
for example. A historical essay on vision 
and science feels a natural continuation. 

The evidence of their own eyes formed 
the principal currency of the Linceans' re- 
searches and they rejected all canonical 
wisdom that ran counter to what they 
could see and record. The first of these cre- 
dos placed them in the vanguard of the 
empirical approach to scientific method 
(Francis Bacon was formulating his own 
philosophy, which enshrined similar prin- 
ciples, at this same moment in England). 
Their challenge to received authority led 
them into hazardous territory guarded by 
conservatives in the Catholic church. 

That conflict is epitomised in the re- 
searches of Galileo, most famous of the 
Linceans. When Galileo trained his new- 
fangled telescope on the heavens, the edi- 
fice of Aristotelian cosmology, embraced 
by the church as a matter of faith, began to 
crumble: the incorruptible crystal spheres 
held to enclose the universe with the earth 
at its centre gave way to a model that was 
both dynamic and heliocentric. The sup- 
port of the Lincean academy was crucial to 
Galileo during his most productive years, 
when he benefited too from the indul- 
gence of Pope Urban VIII and his nephew 
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Cardinal Francesco Barberini-himself 
elected a Lincean. The eventual with- 
drawal of support from the Barberini clan 
proved catastrophic to Galileo and it was 
his erstwhile protector, Urban VIII, who 
sent him to the Inquisition. 

The moving spirit behind the Lincean 
academy, however, was not Galileo but 
Federico Cesi, an enlightened nobleman 
who provided not only intellectual impe- 
tus but also financial support, above all in 
the field of natural history. His ambitions, 
never modest, centred on a scheme to re- 
duce description of the entire natural 
world to tabular form. Before arriving at 
this extreme reductionism, Cesi and his 
circle had originally launched quite a dif- 
ferent exercise—a project to record nature's 
variety in pictures. 

There are many remarkable features to 
the thousands of illustrations the Linceans 
amassed (partly surviving in the Royal 
Collection at Windsor), including the earli- 
est records of numerous plant species and 
the first graphic representations of ob- 
servations by microscope-as revolution- 
ary a development as Galileo's use of the 
telescope. Indeed, thanks partly to the 
newly invented microscope, the Linceans 
abandoned their attempt at an encyclope- 
dic pictorial record when they saw that na- 
ture's complexities would have to be ex- 
plained by appeal to inner structures, not 
by cataloguing arbitrary variations in ex- 
ternal form and colour. 


The evidence of the testicles 

Other hallowed systems of belief were to 
fall before this new insistence on objective 
classification. Physiognomy and phyto- 
gnomy, for example, by which plants and 
animals had assigned to them particular 
powers or properties on the basis of re- 
semblance to various parts of the human 
body, were soon revealed in all their inad- 
equacy. New scrutiny was turned too on 
whole swathes of nomenclature that en- 
shrined such pretended resemblances— 
encapsulated most memorably in the 
plant graced by the name of Testicoli di 
cane—the dog's bollocks. 

Wholehearted approval was surely 
richly earned by the Linceans themselves, 
and Mr Freedberg is persuasive in his ad- 
vocacy of their pioneering work. He never 
goes so far as to become their eulogist, 
however, and sympathetically acknowl- 
edges their shortcomings as well as their 
triumphs. Often they found themselves 
simply overwhelmed by the scale of the 
task they had set themselves. Demolishing 
one world order was work enough, but re- 
placing it by another, based on numbers, 
proved hugely more demanding. 

Mr Freedberg has also tackled an enor- 
mous task in digesting the contents and 
implications of the publications, draw- 
ings, notebooks and correspondence of 
the Linceans, much of it in Latin or Italian, »» 
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* some in their private cipher. The Univer- 


sity of Chicago Press has produced an ex- 


ceptionally beautiful volume from his 
authoritative and elegantly written text; it 
is richly illustrated with the Linceans' 
drawings, which, however, give only a 
glimpse of the riches to be found in the 
Royal Collection's definitive catalogue rai- 
sonné (the source of many of Mr Freed- 
berg's illustrations), currently in the pro- 
cess of publication in 36 volumes. This 





Independent films 


series, entitled "The Paper Museum of Cas- 
siano dal Pozzo" and representing the kind 
of systematic treatment the Linceans 
themselves failed so signally to achieve 
nearly four centuries ago, bears the name 
of the last of their number, responsible for 
the preservation of so much of their legacy 
for posterity. Mr Freedberg in turn has 
honoured their memory with his new 
work. "The Eye of the Lynx" is a remark- 
able, and most desirable book. 8 


Exactly what is it about "no" 
you don't understand? 


The no-noes of a cinema doctrine continue to produce remarkably watchable films 


T'S probably not what you expected, but 

three new films—two Danish, one Amer- 
ican—show beyond doubt that Dogma 95, 
the austere production manifesto that em- 
anated from Copenhagen, is still inspiring 
fresh, arresting work eight years on. “Open 
Hearts", the latest film to be made under 
Dogma 95's vow of chastity—no artificial 
lighting, no make-up, no added music, no 
genre stories—carries its credentials well. 
Directed by Susanne Bier (openly credited 
though the rules disallow it), the film is a 
fine example of where the manifesto 
works, and where it is best to junk it. 

The plot is somewhat surreal (Mike 
Leigh meets Pedro Almodóvar). Cecilie 
and Niels fall in love after Niels's wife runs 
over Cecilie's fiancé with her car. But the 
closeness that the Dogma style allows be- 
tween the actors and the audience main- 
tains the emotion of a moving and poi- 


gnant love story. The actors, freed from the 
dictates of lighting, circle and confront one 
another with the electricity of a documen- 
tary. Mads Mikkelsen is outstanding as the 
confused, reticent Niels. 

Like Mark Twain with the truth, Ms Bier 
sticksto the rules but stretches them a little. 
We hear Cecilie's Walkman as clearly as if 
we wore the headphones ourselves, while 
a greying of the film's tone and a whirring 
sound reminiscent of Super-8 (though the 
film was shot in digital) reveal the charac- 
ter's internal thoughts: for example, Ceci- 
lie imagining her fiancé, in reality para- 
lysed from the neck down, reaching out to 
touch her face. The result is a string of mo- 
ments forming a sharply drawn narrative 
arc that remains true to the spirit of 
Dogma, even as it indicates where to cross 
some of the manifesto's boundaries. 

It was this spirit, not the letter, that was 
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the inspiration for the founding of InDig- 
Ent, an American production company 
dedicated to financing independent digital 
films. Like Dogma 95, cast and crew agree 
to certain limitations. In this case, very low 
budgets and short production schedules. 
At the 2002 Sundance film festival, InDig- 
Ent won both the grand jury and directing 
awards, for “Personal Velocity" and “Tad- 
pole". At this year's Sundance festival in 
January, they returned with Peter Hedges's 
first feature, "Pieces of April". 

Katie Holmes, in perhaps her best per- 
formance yet, plays April, prodigal daugh- 
ter to Joy (a brilliant Patricia Clarkson), 
whois bitter and dying of cancer. April has 
been persuaded by her boyfriend to cook 
Thanksgiving dinner for the family, but 
she can't cook and her oven is broken. 
While she races up and down the stairs of 
her rundown Lower East Side apartment 
block trying to find a friendly neighbour to 
help, Joy and the family drive hesitantly to- 
wards the city. The script is watertight and 
the camera is light but insistent. Just as 
with Dogma films, the actors seem unaf- 
fected by the presence of the camera, as if 
they were performing for themselves 
rather than the director. Each moment res- 
onates with the unpredictability of reality. 

If anyone should understand Dogma 
95 it is Thomas Vinterberg, a director who 
co-founded the movement together with 
Lars von Trier. Only 26 at the time, Mr Vin- 
terberg had perhaps the least to gain from 
the experiment, yet his and Dogma 95's 
first film, “Festen” (The Celebration), won 
popular and critical acclaim as well as a 
special jury prize at Cannes in 1998. Five 
years later, Mr Vinterberg brings us his re- 
sponse to this success in "It's All About 
Love". Elena (Claire Danes), an interna- 
tionally famous ice skater, and husband 
John (Joaquin Phoenix) try to rediscover 
their passion for each other while evading 
Machiavellian attempts on their lives 
amid a world that feels out of balance. 

On the surface the film is the antithesis 
of Dogma 95. It is shot almost entirely on 
set, has a musical score, murders, butcher 
knives, special effects, plenty of make-up 
and costumes, and is a romance thriller set 
in 2021. Mr Vinterberg has embraced what 
Dogma 95 rejected: the illusion of sensa- 
tion. But, with the help of Ben van Os's 
flawless sets and Anthony Dod Mantle's 
rich widescreen lenses, he has created à 
perfect saturation job, and in so doing kept 
to the essence of Dogma. Plot has become 
a vehicle for the illusion of each moment- 
climatic irregularities allow Elena and 
John to find their elusive love in a sudden 
July snowstorm. Yet these moments never 
seem forced. Traditional dramatic points 
pass by as softly and smoothly as Ms 
Danes's Hitchcock-era wardrobe, while 
underneath everything, though never 
fully revealed, is the menacing hum of un- 
certainty and anticipation. 8 
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What made 
Sam run? 


Sam Spiegel. By Natasha Fraser-Cavassoni. 
Simon & Schuster; 480 pages; $30. Little, 
Brown, £22.50 


S USUAL, Billy Wilder has the slyest 
| line. "Sam Spiegel! That's quite a sub- 
< ject.” Spiegel, who died in 1985, was the 
~ outstanding independent producer of the 
::3950s and the early 1960s—the muscle be- 
^; hind "The African Queen" and “On the 
: Waterfront”, "The Bridge on the River 
Kwai” and "Lawrence of Arabia". Yet to 
~ many he was a riddle; and most likely he 
. preferred it that way. During along and im- 
- probable life Spiegel sloughed off more 
skins than a bed of snakes, and a biogra- 
*: pher's first task is to keep their footing. 
>. Natasha Fraser-Cavassoni is not the 
first to enter this territory, but she stays 
alert. Her account is probably the fullest 
yet, though early facts remain sparse. Spie- 
gel was born in or about 1901 in Western 
- Galicia, now south-east Poland; he was 
-. raised there but claimed to have grown up 
in Vienna. A quick-witted boy, he had a 
.. good schooling and at 18 was a leading 
+ light in a Zionist youth movement, settling 
.. early in Palestine. Ever restless, seven years 
< later he vanished to the United States, leav- 
-ing a wife, a daughter and a string of kited 
- cheques. In America he posed as a dip- 
" lomat, receiving a nine-month jail term for 
© his deceit. Back in Europe, he escaped first 
`- from Germany, then from Austria, only to 
: find himself locked up again in London 
and deported from France. Undaunted, he 

< crossed the Atlantic once more and 
sneaked back into the United States, per- 
haps by wading the Rio Grande, en route 
to Tinseltown. 

In Europe, along the way, he had pro- 














duced three films. Few in Hollywood 


knew of them. So he threw parties instead. 
Lack of scruple was overlain by charm, 
manners and a seemingly irresistible gift 
for persuasion. Soon his New Year's Eve 
bash was the place to be seen. If you 
wanted somewhere to gamble or a “high- 
.class mush pit”, Spiegel’s was the right ad- 
:. dress; Marilyn Monroe was said to be one 
..of the house girls. People wondered how 
he paid for it all; mostly he didn't. 
Honesty came no more easily to Spie- 
gel than financial regularity. To get his 
. way, he would fake heart attacks. "Telling 
the truth unnerved him", according to an 
. acquaintance. What better playground 
than the town Brecht called a marketplace 
of lies? After two bold but moderately suc- 
cessful pictures-one with Orson Welles 
and another by Julien Duvivier with what 
seemed like every star and scriptwriter 





then working-Spiegel teamed up with 
John Huston, first on "We Were Strangers" 
(1949), then on an indisputable hit, "The 
African Queen" (1951). Huston, the directo- 
rial wunderkind, owed Spiegel money, we 
are told, and Spiegel garnered his salary in 
order to pay his own income-tax bill. 

Gore Vidal thought Spiegel “spontane- 
ously dishonest on every level". Yet for all 
the double-dealing, his creative ambitions 
were real. He had an instinct for the story- 
line and for a new kind of spectacle, a 
knack for casting and a willingness to 
tackle subjects others would not touch. 
Oscars rained on "On the Waterfront" 


(1954), "The Bridge on the River Kwai" 
(1957) and "Lawrence of Arabia" (1962). 
After these successes, his career dived. 
Megalomania? Boredom? Falling behind 
the times? Perhaps all three. More and 
more energy went into parties on his yacht 
and into feeding his astonishing sexual ap- 
petite with girls who never got older. 

Ms Fraser-Cavassoni gives free rein to 
the gossip. Her book is thoroughly re- 
searched and entertaining, though lightly 
edited for grammar. For all the good sto- 
ries, this reader was left wondering what 
made Spiegel run. His biographer is proba- 
bly not to blame: no one, it seems, knew. @ 
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Walt Rostow 


Walt Rostow, an adviser in the Vietnam war, died on February 13th, aged 86 


ARLY one morning in 1958 Walt Rostow 

arrived at John Kennedy's Washington 
home in Georgetown. He had been invited 
for breakfast. In Kennedy's cultivation of 
people who might be useful to him in his 
campaign to become president, an invita- 
tion to breakfast was no more than a cour- 
teous overture. It did not carry the weight 
of a lunch or dinner, but was possibly 
more important than a drink at a bar or an 
invitation to a "political tea", a ceremony 
usually hosted by Kennedy's wife Jacque- 
line. In the event the two men got on well. 
Both were in the early 40s, close to middle- 
age by ordinary reckoning, but young for 
anyone with ambitions in high politics. Mr 
Rostow thought up a Kennedy campaign 
slogan, "Let's get this country moving 
again". In 1961 Kennedy became the youn- 
gest president in American history and Mr 
Rostow joined his team of advisers. 

In 1960 he had published "The Stages 
of Economic Growth: A Non-Communist 
Manifesto". He argued that if poor coun- 
tries were provided with enough capital to 
achieve "take-off", or rapid economic 
growth, they would embrace capitalism 
and democracy, rather than communism. 
In fact the United States was becoming dis- 
enchanted with its aid programmes. Much 
of the money was being misused by poor 
countries or going into the pockets of their 


leaders, rather than being a useful tool to 
contain communism. But Mr Rostow's 
ideas matched the mood of the Kennedy 
administration. It fitted with liberal no- 
tions of ending poverty at home and de- 
vising a welfareish state. Kennedy de- 
cared the 1960s the “decade of 
development”, and Mr Rostow was al- 
lowed to try out his ideas. 

He became particularly concerned 
with South-East Asia. South Vietnam was 
getting American aid, and prospering. But 
it was being undermined by guerrillas in- 
filtrating from communist North Vietnam. 
If the South fell, Mr Rostow feared that a 
series of countries would topple like domi- 
noes into the communist grasp: Cambo- 
dia, Thailand, Malaysia and Singapore. His 
remedy was that the United States should 
use force to rid South Vietnam of guerrillas 
to allow the country to continue to de- 
velop successfully. It was this policy, 
seemingly carefully thought-out, that 
dragged America deeper and deeper into 
what came to be called the Vietnam war. 


War and peace 

His full name was Walt Whitman Rostow. 
He showed no flair for poetry, but in other 
respects he more than fulfilled the hopes 
of his parents, Jewish immigrants from 
Russia, that he would grow up to be a suc- 
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cessful American. He graduated from Yale 
at the age of 19, and spent three years as a 
Rhodes scholar at Oxford. In the second 
world war he was attached to the Office of 
Strategic Services, an intelligence unit, 
picking targets in Germany for American 
bombers to attack, and rose to the rank of 
major. 

After the war he spent some time in 
government advising on Germany and 
working on the Marshall plan, America’s 
aid programme for Europe. He taught 
economic history at the Massachusetts In- 
stitute of Technology and other colleges, 
and worked on his book on economic 
growth, the subject that brought him to the 
notice of Kennedy, and which remains the 
best known of his 30 works. 

Mr Rostow’s advice to “gear up” the 
Vietnam operation was often contested in 
the Kennedy camp. Some close to the pres- 
ident said America was getting too in- 
volved. Kennedy’s own published view 
was that he was committed to supporting 
South Vietnam at least until the next 
American election in 1964. At the time of 
his murder in 1963 the United States had 
16,000 military “advisers” in Vietnam, 
training the southerners in anti-guerrilla 
warfare but, at least officially, no Ameri- 
cans were engaged in combat. 

Kennedy's successor, Lyndon Johnson, 
took a more robust view of the Vietnam 
conflict. He promoted Mr Rostow to be na- 
tional security adviser, one of the most se- 
niorjobsin the administration and held to- 
day by Condoleezza Rice. Under what 
became known as the "Rostow thesis" 
American combat troops were sent in in- 
creasing numbers to Vietnam and the 
North was bombed, at first on limited tar- 
gets such as fuel depots and later more gen- 
erally. He gained a reputation as a hawk or, 
because of his polite manner, that he was 
*a sheep in wolf's clothing", as one com- 
mentator put it. He would, said his col- 
leagues, be ever optimistic and claim that 
the Americans and their Vietnamese allies 
were winning, producing estimated large 
"body counts" of dead northerners. But 
others were counting the American dead, 
more than 50,000 out of the 550,000 who 
served in Vietnam. The United States be- 
gan to withdraw when Richard Nixon be- 
came president in 1969 and finally quit in 
1973. The South surrendered to the North 
in 1975. 

By then Mr Rostow had returned to aca- 
deme, teaching and writing books. He was 
often interviewed about the war. He 
agreed that it was a bitter experience for 
the United States, but he never shifted 
from his view that it achieved its aim: that 
it delayed the communist advance long 
enough for South-East Asia to have time to 
grow economically. His role in the Viet- 
nam conflict, he said, was as a develop- 
ment economist. 
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It’s a big world. 


Somebody has to run it. 
» Transform 
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for May 2003 


Wharton 


| E V THe TRIUM Executive MBA — an alliance of 


Leading Transformation New YORK UNIVERSITY STERN SCHOOL oF BUSINESS 
LONDON SCHOOL OF ECONOMICS AND POLITICAL SCIENCE 
HEC ScHOOL OF MANAGEMENT, PARIS 


Wharton Fellows is a high-level global network 
of senior executives, Wharton faculty, and other TRIUM is the only truly integrated, truly global Executive 
leading experts. Its focus is to provide real-time MBA. Participants earn a joint degree in 16 months by 
decision support and identify new opportunities 
for personal and business transformation by 
combining an exclusive business peer network 
with research-based thought leadership. 


attending concentrated two-week study modules at the three 
flagship schools, plus one week each in São Paulo and 
Hong Kong. Distance learning and team projects continue 
between class sessions. It’s visionary, 
<fellows.wharton.upenn.edu/3109.cfm> | EC focused and unique. Kind of like you. 


+1 800.255.3932 ext. 3109 (US/Canada) 
+1 215.898.1776 ext. 3109 (worldwide) 


For more information, 
call +33 1 39 67 70 94 in Europe 
or +1 212 998 0442 in the United States. 


The Wharton School 


" " " VISIT HTTP://APPLY.TRIUMEMBA.ORG OR E-MAIL INFO@TRIUMEMBA.ORG 
University of Pennsylvania 
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f DS for women 


at London Business School 


INFORMATION SESSIONS 
at London Business School 


MBA 


Tuesday 25 February, 6.30-8.30pm |; 


Tuesday 11 March, 6.30-8.30pm 
Email: mbauk3@london.edu 


Executive MBA 

Monday 24 February, 6.15-8.30pm 
Tuesday 18 March, 6.15-8,30pm 
Email: emba-office&london.edu 


Sloan Masters 
Monday 3. March, 6.30-9.00pm 
Email: sloaninfo@london.edu 


All sessions are held at 

London Business Schodi, 
Regents Park, London NWI 45A. 
To reserve a place please contact 
the programme office. 

For a fuil fist of information 
events visit www.london.edu 


London Business School exists 
to advance Iearing and research in 


business and managerment 
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London Business School announces 6 scholarships to support outstanding female 





applicants to our general management degree programmes. These scholarships offer 







an unqualified opportunity for women to succeed in business. 


Full-time 21-month MBA jd 
Two women's scholarships of 5096 of the first year fees. : 


Ali female applicants for the MBA programme will automatically ES : 
be considered for these scholarships. : 


Part-time 24-month MBA x 
Two women's scholarships of 50% of first year fees. Candidates 






are invited to apply following acceptance of a place. 


Full-time 10-month MSc aoe 
Two scholarships of £15,000 for mature. and senior women . 
with outstanding leadership potential. Candidates are invited b 
apply following acceptance of a place. d: 


Regents Park London | o 


London NWI ASA 


Tei: 020 7706 6859 Business : 
Fax: 020 7724 7875 rr : 
School 


email: mbawormen@iondon.edu 


www.london.edu 


| transforming futures : | 






For more information, visit 
www.execed.oxford.edu, 

or contact Dorothy Cooke, 
Templeton College, 
University of Oxford, 

Oxford OX1 5NY, UK 

Tel +44 (0)1865 422776 

Fax +44 (0)1865 422501 
email info@execed.oxford.edu 





Maggie Magallon, M.B.A 


pecial Services 
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Prepare to lead from today to tomorrow 


The Oxford Advanced Management Programme 
15 June - 12 July | 5 October - 1 November 2003 
20 June — 17 July | 10 October — 6 November 2004 


The Oxford Strategic Leadership Programme 
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16-21 May | 14-19 November 2004 


The Oxford Senior Executive Finance Programme 
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9-14 May | 14-19 November 2004 


Templeton College 





When you're exposed to groundbreaking To learn more about this unique pr 


offered at our Furope Campus, joi u 


DIS and intense analytical thinking, one of our upcoming receptions 


something in you changes. You begin to think Frankfurt Feb 24 7:00-9:00 p.n 
Dresdner Bank, Jürgen-Ponto-Platz 1 
at a different level. This is the environment aN ah ook L LRS 
Munich Feb 2 90-9:00 p.m 
you will experience every day at Chicago GSB Bayerische Hypo-und Vereir 
Arabellastrasse 12 
And this is the environment that has produced PRG ay pa 
Brussels Mar 12 7:00-9:00 p.n 
some 5,500 CEOs and corporate officers Le Méridien Bruxelles 
r de | Fur De .3 


worldwide, as well as more Nobel laureates r13 5:00-9:00 p.n 


. " r " n " nm mn = Ins r Cho £ nue Hoche 
than any other business school tache, 9 Avenue Hoch 
Mar 15 3:30-5:50 [ 


p.n 


TopExEd, 3bis Rue Alexis í 


You. Realized. xe ond 


London* Mar 17 5:00-9:00 p 


nt Garden Exhibition 


When you study in our top-ranked Executive Convent 
51-55 Great Queen Street 


I» Drnoram un hor AT Tron M ` " . 
M.B.A. Pre gram, you bene it from this *Denotes Executive Education Fair 


environment while continuing your career Please reserve your attendance by 
telephone +34 93 505 2154 or online at 


ley a2 from the came arclaimed e / : s ^" 
You lí irm if nm the arf C accial neg fat ulty http //gsb uchi ago edu/execMBaAs ji DE 


and earn the same prestigious degree as 

our full-time program, only you do it in a " 
| Executive M.B.A. Program 

part-time format designed for experienced Europe Campus, Barcelona, Spain 


managers In additi I, yOu st JOV with T 
"sm dis " rt 
other executives from our programs in o MN 
5 1 L | 
Os 


North America and Asia 
The University of Chicago Graduate School of Business 





The Economist February 22nd 2003 





Courses 


We are fluent in the language of Leadership, 





Negotiations, Policy Reform and Management 


HARVARD'S JOHN F. KENNEDY SCHOOL OF GOVERNMENT IS PLEASED TO ANNOUNCE EXECUTIVE PROGRAMS 
IN 2003 DESIGNED FOR AN INTERNATIONAL AUDIENCE OF POLICY MAKERS, ANALYSTS, AND SENIOR MANAGERS. 


leaders in Development: Managing 

Political and Economic Reform 

June 9-20, 2003 

Problem-solving, analytic and strategic skills needed to implement 
major political and economic reform and institutional change. 
Merilee $. Grindle and John W. Thomas, Faculty Co-Chairs 


leadership for the 21st Century 

March 30-April 4, 2003; 

October 12-15, 2003 

Senior executives from the public, private, and nonprofit sectors 
investigate ways to exercise leadership effectively in the face of 
the toughest challenges. 


Senior Managers in Government 

July 27-August 15, 2003 

For senior executives in the federal government and their 
private sector and international counterparts. Focuses on 
management of change, policy analysis, negotiation, leadership, 
strategy, and organizational management. 


Infrastructure in a Market Economy 

July 13-25, 2003 

Focus on effective policies for implementing and regulating the 
private provision of infrastructure that is technically defensible, 
economically feasible, and politically acceptable. 

Jose A. Gomez-Ibanez and Henry Lee, Faculty Co-Chairs 


Justice and Reform: Promoting the Rule of Law 
May 12-23, 2003 

Policy makers from around the world will explore the rule of 
law and relationship with economic and social development. 


The Practice of Trade Policy: Economics, Negotiations, 
and Rules 

September 28-October 10, 2003 

Exposure to advanced concepts in international trade economics 
and institutional analysis with state-of-the-art training in 
negotiation, involving both developed and developing countries. 
Robert Lawrence, Faculty Chair 


Understanding Environmental Economics 

May 17-23, 2003 

A practical introduction for the non-economist, leads public and 
private sector officials toward a greater understanding of 
economic aspects of environmental problems and policies. 
Robert Stavins, Faculty Chair 


Strategic Public Sector Negotiation 

May 12-16, 2003 

For senior level executives in government and their international 
equivalents, and senior executives in private and nonprofit 
organizations with heavy government interface. Negotiating 
successful formal agreements and productive informal 

under standings. 

James Sebenius and Brian Mandell, Faculty Co-Chairs 


Financial Institutions for Private Enterprise 
Development 

August 31-Sept 12, 2003 

A practical guide to the financing of micro, small, and medium 
enterprises (MSMEs), including how to design appropriate 
financial instruments and adopt market oriented management 
approaches. 

Jay Rosengard, Faculty Chair 


For brochure and application, please contact: 
Enrollment Services 

Phone: (617) 496-0484, ext 286, 

E-mail: KSG_ExecEd@Harvard.edu 

Internet: http://www.execprog.org 
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HARVARD UNIVERSITY 


John F. Kennedy School of Government 
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Think of the people you know. 


It's the company you keep 
that makes the difference. 


Imagine interacting with the 
sharpest business minds 
from the global village. 


Europe Campus: Make connections work for you. 
execed.europe@insead.edu 


telephone: +33 (0)1 60 72 42 90 
Asia Campus: 


execed.asia@insead.edu | NS Ẹ AD 
telephone: +65 6799 5288 


www.insead.edu/executives Executive Education 
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Looking for 


new challenges? 


Upcoming MBA events: 
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Instituto 
de Empresa 


^ 
W^ Business School 


Start here. 


Based in Madrid, our programmes are taught 
in a truly international environment with a 
student body comprising over 60 nationalities. 


Consistantly ranked among the world's best 
business schools (The Economist, Financial 
Times, Wall Street Journal, América 
Economia...), Instituto de Empresa is 
renowned for its commitment to 
entrepreneurship and markedly innovative 
character. 


International MBA 

Full-time bilingual* programme (thirteen months) 
82% International students 

November 2003- December 2004 


"The first six months of the programme are conducted entirely in English. 
An intensive Spanish course is available from September. 


International Executive MBA 
Part-time programme (English, thirteen months) 
Three intensive two-week periods (Madrid & Miami) 
and two online periods of six months each. 

9096 International Students 

November 2003- December 2004 


Open Days at IE: EXPLORING THE WORLD OF BUSINESS 
3 March 2003 IE - Instituto de E Marí M 4 
49 - Instituto de Empresa aría de Molina, 1 
28 April 2003 Admissions Department 28006 Madrid. Spain 
me f Tel. +34 91 568 96 10 
MBA Fairs in Europe: Fax. +34 91 568 97 10 


Frankfurt, Paris, Amsterdam, admissions@ie.edu 
London , Rome and Lisbon www.ie.edu 










Real World. Real Learning’ 


MANAGING CORPORATE RESOURCES 


As a general manager, running geographic or product-based business units or internal service 
organizations, your performance counts. Managing Corporate Resources (MCR) can make 
it count for more. 

























You will: 

e Assess individual business challenges 

* Design an integrative strategic response and implementation plan 

e Gain an appreciation of varied leadership styles and international contexts 

è Build individual skills 

* Hold in-depth discussions of practical solutions that contribute to your work 
on personal projects 





MCR's value to you and your company comes as you complete important business projects 
while learning sound analytical decision-making practices to lift your performance to a new 
level. MCR is a proven success, attracting new participants annually from some of the world's 
top corporations. 


Program dates: Visit www.imd.ch/mer for a full program description, and information on the IMD experience. 


May 18. 2003 Sign up now for the session starting May 18. 
H 


ember 21. 2003 IMD is ranked No.1 in Europe in Executive Education overall, 
f and No. 2 worldwide in Custom Programs 


Financial Times Gtobal Survey 2002 
- ie vecutive Education IMD - International Institute for Management Development 


vj f Chemin de Bellerive 23, PO Box 915, CH-1001 Lausanne, Switzerland 
— ool of Management Tel: +41 21 618 03 42 Fax: +41 21 618 07 15 E-mail: info@imd.ch 
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MSc International Securities, Investment and Banking 
Champagne for best trader on 5 March: www.ismacentre.rdg.ac.uk 





The University of Reading : SMA Centre - Whiteknights - P0 Box 242- -Reading RG c 
Tel: +44 (0)118 378 8239 - Fax: «44 (0)118 378 4741 - Email: admin ei 
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Bocconi University 
School of Management 


CCORI 


Next stop, 
the world. 


MASTER OF INTERNATIONAL ECONOMICS AND MANAGEMENT 


Start an intensive, 12-month Masters in international economics with focuses in Finance and Marketing at Milan's Bocconi School of Management 
Graduates from 30 countries all over the world have discovered it's a tough but sure way to broaden their horizons and their career prospects 


Download our brochure and application form from our web site. And while you're there, check out the dates el s " 
and cadena ol he MEN prosentsiors we Tie cong natis -xumybdsarimy/ WWW. .Sdabocconi.it/miem 


MIEM - SDA BOCCONI - UCI Via Balilla, 18 - 20136 Milan - Italy Tel.++39-025836.3125/6605 Fax ++39-025836.3275 E-mail: MIEM@sdabocconi.it 


SDA Bo 


A TRULY INTERNATIONAL EXECUTIVE MBA 


* joint venture of four top business schools 


* unique scheduling: rotating on-campus 
class sessions are concentrated into six 
two-week residencies spread over two years 


internet-based communications system 
supports learning in between residencies 


rich environment for cross-cultural 
interaction among participants from North 
and South America, Europe and Asia 


graduates earn both an American and a 
European MBA degree 


* fully accredited (AACSB) and consistently 
top ranked 


4, ceu tias ESCP-EAP 


Bm business : 
« school —— 


keepinfo@mgmt.purdue.edu imm@gsb.ceu.hu tias.imm@tias.edu 
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An MBA is for life... 


| A life without boundaries.As barriers between 
: ? | industries break down and business is increasingly 
cm . conducted across national and regional borders, 
. e * you need an MBA which prepares you to manage 
ie : | in a global market. The Henley MBA is held in high 


regard around the world with over 6,000 students 





across 50 locations.Henley is one of the first four 
UK schools to achieve triple accreditation: 


AMBA, EQUIS, & AACSB 


The Henley MBA 
learning without 
frontiers 





Designed for the global business world. 


Choose the study mode to suit you, wherever you are: 
Executive Full Time, Modular Two Year, 


Flexible Evening and Distance Learning. 





MANAGEMENT COLLEGE 


Tel +44 (0) 1491 418803 Fax: +44 (0) 1491 418899 
mba@henleyme.ac.uk 
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Cra nfield 


UNIVERSITY 
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School of Management 


The Cranfield MBA - 
developing tomorrow's 
leaders 


For those with a 
determination to lead 
and the focus to succeed. 


| Full- time | 


-an intensive’ 12 month programme 


Executive Part- time 


- Cranfield! School of Management ` 
Telephone: +44 (0) 1234 754386 | 
Email: mbaenquiries@cranfield.ac.uk 


www.cranfieldMBA.info 








GF Amsterdam Institute of Finance 








embark 


for new career prospects 


Embark on a journey 
to your future with the 
business school recently 
ranked by the Economist 
intelligence Unit among the top 
100 MBAs in the world. As part of 
the prestigious Universite Libre de 
Bruxelles, with its truly interna- 
tional faculty and student body, the 
Solvay Business School delivers 
intensive part-time [2-year] and 
full-time [1-year] MBA programmes 
kin English in the heart of Europe 






Upcoming Courses 







Taught by leading experts from the world's top business 
schools, such as Columbia, Wharton and INSEAD 












Mergers and Acquisitions Mar. 10 - 14 





Financial Restructuring and IPOs Mar. 17 - 21 






Financial Innovation in Corporate Finance Mar. 24 - 28 





Advanced Asset and Liability Management Mar. 24 - 27 





Stock Option and Foreign Currency 
Option Pricing Mar. 3! - Apr. 2 





P Take the first step, 
visit our website 
or contact us: 


Financial Modeling with Excel Apr 2-4 


Measuring and Implementing 









Economic Value Added Apr. 14 - 16 www.solvaymba.edu 
Advanced Valuation Apr. 14 - 17 or mba(dulb.ac.be 
Valuing Commercial Banks Apr. 22 - 23 

Valuation Apr. 23 - 25 





&. 
h MA Solvay Business School 


a degree of excellence since 1903 





For information, please visit our website or contact us directly 


Tel: +33 20 520 0160 www.aif.nl 
Fax: +31 20 520 0161 info@aif.ni 





AN INTENSIVE PROGRAM 
FOR INDIVIDUALS WITHA 
CAREER FOCUS IN FINANCE 


LI pe 
E | te 


GW Master of Science in Finance 


" s 


THE MSF PROGRAM v 


Builds upon Emphasizes Holds classes Facilitates the Provides Can be 
prior degree applied research | on Thursday development of | advanced completed 
in business, and modeling, and Friday a network of education in in one or 
economics, as well as the evenings and professional financial two years. 
law, or other international on Saturdays to | colleagues from | theory and 

quantitative and regulatory accommodate à cross-section management. 
WASHINGTON disciplines. dimensions working of prominent 

UNIVERSITY of finance. professionals. organizations. 


IHEGEORGE 





WASHINGTON DC 


(ontact us toda lor more information (202) 994-1576 msfinan@gwu.edu | www.gwu.edu/~msl 
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EXECUTIVE COURSES IN FINANCE 





GENEVA 2003 


During the past two decades, the FAME Executive Courses in Finance 
have become the benchmark for executive training in asset allocation, 
risk management, forecasting and quantitative analysis. 


The emphasis on practical applications and our renowned 
international faculty ensure that participants build skills that are 
directly applicable to their daily work environment. 


1 


15 


Didier Cossin April 28 - May 1 
CREDIT RISK PRICING, MANAGEMENT, AND THE USE 
OF CREDIT DERIVATIVES 


Paul Embrechts May 5-9 
MODELING EXTREME EVENTS AND DEPENDENCE IN 
FINANCE: RISK MANAGEMENT BEYOND VALUE-AT-RISK 


Tim Bollerslev May 12 - 16 
ESTIMATING AND FORECASTING FINANCIAL MARKET 
VOLATILITY AND CORRELATION 


Yacine Ait-Sahalía May 19 - 23 
INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS 


G. Andrew Karolyi May 26 - 30 
EQUITY PORTFOLIO MANAGEMENT 


Didier Cossin June 2 - 5 
REAL OPTIONS, FINANCIAL STRUCTURING AND BEYOND 


Kevin Wilson August 18 - 22 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Francis X. Diebold August 25 - 29 
FINANCIAL ECONOMETRICS AND FORECASTING 
Richard Levich September 1 - 5 


EXCHANGE-RATE ECONOMICS AND FORECASTING 


Stephen Schaefer September 8 - 12 
MODERN FIXED INCOME MARKETS: RELATIVE VALUE, 
ARBITRAGE, PORTFOLIO AND RISK MANAGEMENT 


René Stulz September 15 - 19 
INTEGRATED RISK MANAGEMENT 
Russ Wermers September 22 - 26 


PERFORMANCE EVALUATION AND ATTRIBUTION 


Thomas Schneeweis and Giovanni Beliossi Sep. 29 - Oct. 3 
ALTERNATIVE INVESTMENTS 


David Cox October 13 - 17 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


Salih Neftci October 20 - 24 
CALIBRATION, ESTIMATION AND NUMERICAL METHODS 
IN FINANCE 


Martin Hoesli and Olivier Scaillet November 3 - 7 
REAL ESTATE INVESTMENTS AND FINANCING 


Philippe Jorion November 10 - 14 


GLOBAL ASSET ALLOCATION 

Salih Neftci November 24 - 28 
FINANCIAL ENGINEERING 

and 

THE CERTIFICATE FAME July 7 - August 8 


A 5-week immersion program in asset management, 
structured products and private banking 


For more information, please contact: 

FAME Av. Blanc 49 - CH-1202 Geneva - Switzerland 
Tel: 441 22 731 95 55 - Fax: +41 22 731 95 75 
geneva-courses&fame.ch - www.fame.ch 








www.cepmlp.org 
www.cepmip.org/journal 


Are you dreaming of reaching new career heights? 
Looking for a new direction? 


Then look no further. Check out the LLM MBA 
and MSc Courses at CEPMLP... 





and Mineral Law and Policy — | ent = " dg * 
CEPMLP/Dundee is the leading m»: S 

duate school in its field. An E DUNDEE 
internationally recognised centre of | Centre for Energy, Petroleum 
excellence that maintains close links | and Mineral Law & Policy 

SERMONE | The Leading International Graduate 
through executive training and Business Transactions 
and consultancies. The Centre has copre 
tangible success placing graduates ^ | Dundee DD1 4HN, Scotland, UK 
offers professionally relevant , Telephone: +44 (1382) 344300 

ter i : Facsimile: «44 (1382) 322578 
programmes in Resources Email: k.a.shortt@dundee.ac.uk 


New - Double Degrees - MBA / LLM - MBA /MSc - LLM / MSc 


From 2003 the following degrees are available 
by Distance Learning: 


MBA in Oil and Gas Management 

MBA in Mineral Resources Management 
LLM in Petroleum Law and Policy 

LLM in Mineral Law and Policy 


www.cepmip.org 
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The Business School 


The Business School at Imperial College London 


already enjoys a worldwide reputation for its 


academic excellence, stimulating 


its proven track record for helping students add 


significant worth to their careers, For vou; it means 


enhanced business skilis 


leading to an excep 


The Birmingham 


atmosphere and 


and a prized qualification 


tional and rewarding career, 





The reputation is worldwide. - 7 
The approach is down-to-earth. 1 


PROGRAMMES INCLUDE: 
Full-Time MBA intensive 12-month programme. 


Executive MBA A 24-month day release programme 
for practising managers. 

Singapore MBA A part-time programme for students 
resident in Singapore, 


Distance Learning MBA A three-year (minimum) 
programme by distance learning with on-line 
support. 


Business School 
years of excellence... 
10Q a vision of the future 


The Executive MBA 


* Educates managers from all over the world 
* Taught in eight intensive modules each lasting 
for seven days or by evening study 
* Entry Points In January, April, June and September 
* Flexible, a minimum of two modules a year 
* Bi rmingham F 
and Hong Kong 


Master Program in 
International Finance 


graduate 


School | 


commercial lana n dd. nters, irá a 
dynamic learning envir 


aculty teach in the UK, Singapore 


CEF 





Masters in Health Management An innovative 
course aimed at health professionals. 


Masters in Finance A one-year full-time programme. t E 
preparing students for a a 
Financial Analysis. 


To find out more about the courses on offer at 

The Business School, or ta attend an Open 
Evening, 
or visit www.imperialac.uk/business 
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à high-level career in 


| 


please telephone +44 (0) 20 7594 9608 . 


ALANA LAIRD GANT Ar Ph mdr uoi oor aen aiia UB B NF ie 


OF BIRMINGHAM 


Developing global competence 
for a changing world 


Full time MBA programmes: 

MBA international Business 

MBA international Banking and Finance © 
The European MBA with ESC Montpellier 

or FUNDESEM, Alicante 

Tel: +44 (0121-414 6693 Fax: +44 (0)121-414 3553 
Email: MBA@bham.ac.uk 

mba.bham.ac.uk 


AN LINGUA 


INTERNATIONAL 
| INTENSIVE RESIDENTIAL LANGUAGE COURSES 


CERAN LINGUA is launching a new 
interactive programme, 
complement to the basic programme: 


“LINGUA MANAGEMENT”! 


nt for a world-class 


ow Truly internato i in its student body and i its 


_Www.ceran.com 
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Meet Admissions 
Directors of the world’s 
top MBA schools 


-UrGpean Fairs 


6 - 31 March 
plus ExecMBA Village 


for managers and HR specialists 
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« MBA * MSc 


UniS 





e DBA * Open Access 


MBA 

* Full time - one year 
Part time — two years 
Weekends - two years F 
Virtual — no attendance 


Intensive - one year Pw 
MSc ; 


* Variety of specialisms 
* Full time - one year 
* Part time - two years 


DBA im 
* Part time - four years a 

Open Access 

Non-graduate route 

to Masters ' FREE LAPTOP 
* Full time — three months j- COMPUTER 


cluded in SeMS Master: 


* Virtual - no attendance — roce fedi 


School of Management  Freephone: 0800 052 3972 


(Including SeMS) SeMS, University of Surrey, Guildford, 
Surrey GU2 7XH 


Tel: +44 (0) 1483 689347 
Fax: «44 (0) 1483 689511 


Website: www.som.surrey.ac.uk 


“= NIMBAS Ez 


Al Ihe Associate Institute of the 


University of Bradford 


MBA/DBA 


NIMBAS Graduate School of Management offers you the opportunity to 9 
study for British MBA and DBA degrees in continental Furope. | 
A leading European school, NIMBAS is accredited by the Association of 
MBAs, recognised by the Kultusministerkonferenz, and offers its degree 
from an EQUIS accredited institution. NIMBAS also ranks amongst the 
world's top 10O business schools for the quality of its MBA programmes". 


One year full-time MBA and two year part-time MBA in Utrecht; 
Two year Modular MBA in Bonn, Mainz and Berlin; Executive MBA in 
four countries. 





Four year part-time professional practice doctorate, accredited 
by the Economic and Social Research Council in the UK, 


Our programmes start in September 2003. 
Please contact our admissions office for further details, 


* Financial Times 14/11/02 & 20/01/03, Economist Intelligence Unit 11/10/02 


NIMBAS Graduate School of Management 
Kromme Nieuwegracht 39, 3512 HD Utrecht, The Netherlands 
Tel: +31 (0)30 230 3050 Fax +31 (0)30 236 7320 
E-mail: admissions@nimbas.com 
Website: www.nimbas.com 


| University of Surrey 


* Quote: EEC103 


INSTITUT D’ETUDES 
POLITIQUES DE PARIS 


Extend your global reach 


MBA 


CIENCES PQ 


€ A MBA Accredited Degree. 
€ An intensive nine-month bilingual program (French/English). 


€ The leading school in Political Science and Economics, 
founded in 1872. 


€ A distinguished international faculty. 
€ An urban campus in the heart of Paris. 


Next information session in our premises: 
Thursday, March 27" 2003 at 6.30 p.m. 


174, Bd Saint-Germain 75006 PARIS - FRANCE - Tel. : + 33 1 45 44 87 43 - Fax : + 33 1 45 44 88 92 
Website : http : //mba.sciences-po.fr - E-Mail : mba@sciences-po.fr 


Cug DINBURGH j| MB A 
mes SCHOOL | 


The MBA for busy professionals 


~~? International: 
* Over 9,000 Students in 150 countries 
Authors from leading business schools in Europe and the US 
300 exam centres worldwide 
International network of Approved Support Centres 


$ Flexible: 
* Modular programme with multiple pathways 
* Choose from supported, on-campus or self-study routes 
* Start anytime and pay on a course by course basis 


$ Proven: 
* 6,000 graduates have already achieved their MBA 
* Heriot-Watt is a fully accredited British University 
* Chosen for sponsorship by many leading corporates 


T: * 44 (0)1279 623 112 
E: ebsmba@pearsoned-ema.com 


In association with 
PEARSON 
E nsmcsdabscc 


Education 
www.ebsmba.com s 
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Courses 


“| EARNED MY 
DEGREE IN JUST 
ONE YEAR... AT 


STUDIES IN 
HOTEL AND TOURISM 
MANAGEMENT 
«César Ritz» Colleges 

in Switzerland, A 
& Australia «x 


Adults only-Bachelor, Master, Ph.D. in most 
fields. Credit for work experience. 
Internet library. American Instructors will 
guide your studies. Students in 112 countries. 
For a no cost catalog: P.O. Box 61707, King 
Of Prussia, PA. 19406 USA - Fax: 610 205 0960 
e-mail: admissionsGwashint edu 


Totally Flexible 
MBA/DBA/PHD 


IMS degrees by Distance Learning. You design your 
curnculum You will not study material you already 
know or do not need. No exams, you leam through 
research & writing. No Bachelors or GMAT required 
Faculty are successful business leaders/authors 


Faculty wanted Rushmore University. 1-815-425- 
8577, info2@rushmore.edu wwWw.rushmore.edu. 


Reaching New Heights In Global Education 


Distance Learning: 
BBA, MBA, Bachelors, Masters, Doctoral 
Programs in several disciplines 


Licensed by the Wyoming State Department of Education 
under W.S. 21-2-401 to 21-2-407 


PRESTON UNIVERSITY 
1204 Airport Parkway, Cheyenne, WY 82001 USA 
Tel: 1-307-634-1440 Fax: 1-307-634-3091 
e-mail: admissions@ preston.edu 


www.preston.edu 





Fellowships 


THE NORFOLK FELLOWS PROGRAMME 


FULLY SUBSIDISED 
INTERNATIONAL FELLOWSHIPS 


The Norfolk Charitable Trust, a registered charity is offering five travel 
fellowships to bright, young, ‘emerging leaders’ in 2003 to travel for 
12 consecutive weeks all expenses paid to seven cities around the 
world. Every year the Trust sends talented young men and women 
from industry, the voluntary sector, civil service and the media on an 
international travel tour to gain first-hand exposure to global practices 
both good and bad. 


The study tour is designed to enhance the knowledge, experience and 
skills of young men and women, enabling them to progress into 
responsible, informed positions in their chosen careers. 


The Trust would like to offer Fellowships to ambitious individuals in 
early or mid-career, aged between 20-35 years. 


For further information contact: 

Deborah Harrison, Director, The Norfolk Fellows Programme, Holt, 
Norfolk NR25 6BD. Tel: 01263-710142 Fax: 01263-710170 or visit 
our website at www.nctfellowship.com 
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Appointments 


THE INTERNATIONAL FOOD POLICY RESEARCH 


N f INSTITUTE 


IFPRI CAREER OPPORTUNITIES 


Research low, MSSD (REF. #03-101 


The International Food Policy Research Institute (IFPRI) seeks a qualified candidate 
to serve as a Research Fellow/Sr. Research Fellow for a three-year, fixed-term, 
renewable appointment for its Markets and Structural Studies Division. This 
position is based at IFPRI headquarters located in Washington, DC. 


The Research Fellow/Sr. Research Fellow will be responsible for leading a global 
and regional program on agricultural markets and trade; conduct research on issues 
related to the development and functioning of agricultural markets, role of the 
multilateral agencies, governments and the private sector in ensuring efficient 
markets, implications of trade and market reforms on producers, traders, and 
consumers, etc. The Fellow will help raise resources, lead a team of researchers, 
develop collaborative programs between markets and trade divisions within IFPRI 
and with local researchers in several countries. 


The Fellow is expected to work on a number of developing countries, especially 
those of sub-Saharan Africa, South and Southeast Asia, and Latin America. An in- 
depth understanding of any of these regions is desirable. 


Required Qualifications; ^ Ph.D. in Agricultural Economics, or related field; a 
minimum of eight years post Ph.D. experience of working on developing country 
agriculture issues; solid publications record; strong skills in quantitative analysis and 
ability to use economic and development theory; excellent communication skills in 
written and spoken English; and desire to work in a collaborative mode. 


Preferred Qualifications: Expertise in the area of markets and trade with a good 
understanding of the role of institutions and infrastructure in the functioning of 
markets. Knowledge of international agricultural markets and issues related to 
World Trade Organization would be highly desirable. Knowledge in globally active 
food and agriculture industries. Experience in quantitative market modeling (e.g., 
computable general equilibrium modeling); GAMS desirable; skills in languages 
other than English. 


Coordinator (P - 


Qualified Postdoctoral Fellow/Research Fellow to serve as Coordinator for South 
Asia Initiative for a two-year, fixed-term, renewable appointment. This position is 
initially based at IFPRI headquarters in Washington, DC, will involve extensive 
travel to the South Asia and South East Asia countries, and later position is being 
out-posted in one of the network countries. 


The Coordinator will facilitate the key activities of the South Asia Initiative, a policy 
analysis and advisory research network. The Coordinator will also work closely with 
local collaborators in the South Asia and South East Asian countries and to facilitate 
linkages among themselves and with IFPRI researchers. He/She is also expected to 
periodically liaise with policymakers, decision makers, researchers, and donors in 
the Network countries, and to assist with fund-raising activities. 


Required Qualifications; A minimum of a Ph.D. in Agricultural Economics, or 
related field with a solid research and outreach background in food policy, 
agricultural policy, economic development, or related area. Demonstrated capability 
and interest in capacity-strengthening activities and in effective interactions between 
policymakers, researchers, donors, and civil society in developing countries; 
previous work experience in South Asia and South East Asia; excellent management 
and budgeting skills; excellent (written and verbal) English communication skills; 
experience with fund-raising; ability and willingness to travel extensively to and 
within South Asia & South East Asia; and demonstrated ability to work with teams. 


IFPRI is an international and equal opportunity organization and believes that 
diversity of its staff contributes to excellence. We therefore encourage women and 
developing country professionals to apply. 


APPLICATIONS: Apply immediately (deadline March 31, 2003) by emailing 
as attached word documents a detailed letter of interest summarizing the relevance 


of your experience to IFPRI's needs, curriculum vitae, along with the names of at 
least three references to: 
IFPRI Human Resource Services, REF.# 03-101 or REF.#03-102, 
2033 K Street, NW, Washington, DC 20006, Fax: (202) 862-8187. 
E-mail: IFPRI-HRINTL € cgiar.org. 


For more information on the above positions and IFPRI s mission, please visit our 
website at www.ifpri.org. EOE. 
















ial Executive Programs 


»n Deutsch Internationa 
niversity, Canada NS 








Investment Appraisal and Risk Analysis 
l ... June 30 - August 1, 2003 

Executive MBA Executive DBA o o WEN Dr. Glenn P. Jenkins, Program Director 
s Diploma in Legal Studies a Financial Modelling, Risk Analysis and Management, Contracting, 


ls Master of Laws Project Financing, Economic and Stakeholder Analysis 


Tm | John Deutsch International Executive Programs 
r full catalog zs | Queen's University, Kingston, Ontario, Canada K7L. 3N6 



















www.college.ch VERNA Tel: (1) 613 533 6556 Fax: (1) 613 533 6818 | 
dmission@college.ch Cofege has been Email: director  queensjdiexec.org 
an " granted legal status www.queensjdiexec.org | 
el. 4441 308.3906 - Fax +411 30B.351e — viec Department of Education | 
Appointments 





European 
Investment 
Bank 


A career in the heart of Europe 





<. Under the Cotonou Agreement the EIB has a mandate to manage the 2.2 billion euro Investment Facility, which will support 
-the development of private enterprise and commercially run infrastructure in the Africa Caribbean Pacific (ACP) countries. This 
represents an enlargement with a quantitative broadening of similar mandates, entrusted to the Bank for more than twenty-five 
years under successive Lomé Conventions between the EU and the ACP countries. The EIB's General Directorate for 
Lending Operations - B (Other Countries) - Development Economics Advisory Service (DEAS) is seeking 
for its headquarters in Luxembourg an (m/f) 


Economist/ Senior Economist 


The successful candidate will report directly to the Head of DEAS and will work autonomously and proactively. 


= Responsibilities: * Prepare reports and notes on macroeconomic conditions generally, but with special focus on Africa, 
Caribbean, Pacific countries. * Provide appropriate economic inputs (e.g. financial sector surveys, assessment of country risk) for 
the appraisal of selected operations within the financial sector. e Produce policy papers en notes on matters alfecting Bank 
operations (e.g. Highly Indebted Poor Countries initiative, risk capital, private and financial sector development, project 
appraisal issues, icons with other multilaterals, development issues, creditworthiness issues, etc.). + Elaborate appropriate 
statistical tests and conduct economic analyses of results, as needed. * Review and analyse existing work and literature on relevant 
subjects. * Provide, when appropriate, inputs to complement the economic appraisal of projects conducted by the Projects Directorate. 


Qualifications: * University level education in macroeconomics and development economics, preferably at PhD level. 
* 3-5 years' experience in applied economics, acquired working in government; banking or an international financial 
institution. e Good knowledge d standard applied quantitative methods. * Strong computer sills in particular with regard to 
statistical/econometric software. e Excellent knowledge of English and French. Knowledge of other EU or Accession 
country languages would be an asset. 


Competencies: * Good analytical skills and accuracy. € Very good drafting skills. € Ability to work independently. * eui 
to communicate with clarity and concision. € Developed sense of initiative and p solving attitude. * Ability to wor 
under pressure on various tasks at a time. © Team player with good interpersonal skills. 


Applicants must be nationals of a Member State of the European Union, or one of the Accession 
Countries. The EIB offers attractive terms of employment and remuneration with a wide range of benefits. The EIB is an 
Equal Opportunities Employer. 


Applications should include a cover letter quoting the relevant reference number and a curriculum vitae in English 
or French and be sent to: 


EUROPEAN INVESTMENT BANK, Staffing Division (Ref. OPO3ECOO2) 
L-2950 LUXEMBOURG. Fax: +352 4379 2545. E-mail: jobs@eib.org 


5 Applications will be treated in strictest confidence. | 
They will not be returned. Personal data are protected by Community Regulation. 


— For further particulars about the EIB, its remits and how it operates, visit th : EIB's website: hftp:/ /www.eib.org 
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| The European Commission is currently seeking candidates (m/f) for the post of 


CHIEF COMPETITION ECONOMIST 
DIRECTORATE-GENERAL FOR COMPETITION 


The Commission is seeking to appoint a Chief Competition Economist in its Directorate-General for Competition which is 
responsible for enforcement of EU merger control, anti-trust and state aid rules 


The European The successful candidate must have: 

Commission provén knowledge and competence in the analysis of the economic aspects of competition issues, as demonstrated by a solid 
academic record, evidenced in particular by publications in renowned academic journals, the fulfilment of advisory functions to 
public bodies, studies and poser consultancy work in the various areas of competition policy; * proven ability to manage a 
team of economists; + confirmed skills which will allow him/her to represent the Commission and to defend its position in 
Community and international fora 


The Commission is in particular seeking an economist who, in addition to his/her basic training, has specialised in industrial 
organisation and has had practical experience of the analysis of individual competition cases. The post will be filled at Director 
level (A2) and is a temporary assignment for 3 years 

Candidates must be nationals of a Member State of the European Union or of a country which will become a Member State in 
2004, They should hold a university degree. A doctorate in a branch of economics or econometrics relevant to competition policy 
is a requirement 

Candidates must have at least 15 years' professional experience (following the award of the university degree). At least 10 years 
of this professional experience must have been gained at a senior level in fields relevant to the vacant post. An ability to 
communicate effectively in two of the following three languages would be an advantage: English, French, German 
The original notice of this vacancy is published in the Official Journal of the European Communities 

(C 39 A, 18/02/2003), available at website http://europa.eu.int/eur-lex 

Applications should be sent, in the form of a typewritten, detailed curriculum vitae, to the address below 
Supporting documents must be submitted at a later stage in the procedure if requested. 

The European Union takes great care to avoid any form of discrimination in its recruitment 
procedures and actively encourages applications from women. 

Your CV and photocopies of supporting documents must be sent to the following address 


2 I'm 


//europa 





http 


Directorate-General for Personnel and Administration, — 
Organigram and Unit (MO34 - 5/103), COM/023/03 - DG € 
Rue de la Loi/Wetstraat 200, B-1049 Brussels. — 


Applications must be received by 18/03/2003 (date as postmark or express courier 


Senior Advisers SR 
£43,955 - £59,105 UK and Worldwide 


Health & Population and HIV/AIDS Advisers 


























£36,411 - £48,783 


At DFID, our central focus is on an international commitment to halving 
the proportion of people in extreme poverty by 2015 — through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 

understanding and patience to even the most complex development activities. 


Joining our team of around 65 Health and Population and HIV/AIDS experts, 
you'll provide strategic planning and monitoring capabilities for country, 
sector or programme initiatives, and analyse current health and population 
issues at global, regional and country levels. So, contributing to policies 
and strategies — including those across other sectors relating to the wider 
DFID objective of poverty elimination — you'll plan and manage our 
investments at international, regional and country levels to improve the 
health of the poor and provide feedback into DFID policy. You'll also effectively 
network and work in collaboration with a range of partners in Britain, and 
at national level with public, private and NGO partners as well as other 
donors. And providing both management and mentoring support to colleaques, 
you'll offer information and analysis functions in response to public and 
Parliamentary enquiries. 


Bringing a Masters degree or equivalent in Public Health, Health Planning 
and Management, or a relevant discipline — as well as five years' practical 
experience in international health or HIV/AIDS programmes — you'll have 


() 


INVESTOR iN FROME 
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UK and Worldwide 













experience in poorer countries, ideally within a government or international 
agency setting. With solid team-working and other interpersonal skills, 
you'll use your first class communication abilities to establish effective 
working relationships with a range of organisations, including the UN and 
its related institutions. 


These roles are both permanent and pensionable — and subject to a 10 month 
probationary period. For overseas postings, there are additional benefits, 
including variable tax free allowances and a flexible travel package. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. Candidates must be nationals 
of member states of the European Economic Area (EEA), Swiss Nationals 
or citizens of the British Commonwealth with the right to work in the UK. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, call 01355 843109 
or e-mail HROD4B2Gdfid.gov.uk to request an application pack - 
quoting Ref. AH 375/4/MMcM 


Closing date - 14 March 2003. 


IL oENVIGE 


Department for 
International 
Development 


$ DH 


www.dfid.gov.uk 






iaces C——^— on lE NA mie tive $ | ads TEENIE into, within or out of — 
IHE UNIVERSITY of N Y PME Asia / Europe / MCEast / U.S.? Contact for Free Info & Cangas. 


EDINBURGH AO T 
on Fax: Email: 
USA/Canada *1202 4781698  cpamerncaiicareerpath.co.uk 
Europe +44 20 75048280 — cpeurope(ricareerpath.co.uk 
Asia / M, East / Aus +66 2 2674688 cpasiacoibkk. loxinfo.co.th 


LECTURESHIP IN ECONOMICS GETINSA ix a Spanish Cansultaney and Engineering 


e M ; " 34375 E Company, based is Madrid. We are camremiy seking a T 
An outstanding researcher and teacher, you will join a flourishing group qulfed Comida fox Gur Technical Aca iake The | 
of economists in an exciting research and teaching environment. There are ae HUS Economist 


The candidates must be academic degree im Civil 


No restrictions on field, however, you will be prepared to broaden the Bioeth Hydrpulic Wake Supply: and Sumludion: 

research and teaching base of the department, while having interests XU sony lanier inet: Perelman TO ADVERTISE WITHIN 
that connect with current members of the academic staff. You should ei aM 

have completed, or be about to complete, a doctoral degree and have other countries such as USA, China, lips Aston 5 THE CLASSIFIED SECTION 
-relevant teaching and research experience. BEE eA ee aa d N aea CONTACT: 


; Prench. Spanish will be also desirable; A1 beast H years 
. 2 : af expeciónce; Baperignee m projects financed by the 
; Salary scale: £22, 191 £25,451 p.a. Please quote REF. 312177EC. World Bark, Inter-American Development Bank. London: Ruth Fox 
Un Closing date: 14 March 2003. Puropean Union or Asian Development Bank: < FUE 
T: Appl l : Fürth doai b ‘ob Experience in Latin. America countries and/or Eastern Tet: (44-20) 7830 7000 
online, view further particulars or browse more 1obs Parone andir Asia snd/or Northern Afres countries 
PPY , P J Fax: (44-20) 7830 7111 


i « à a (Masehi Proven experience for wron, mediun and 
at our website. Alternatively, telephone the recruitment line jos jor is iunio E Pise qe 


on 01 31 650 251 1. North Africa cuniriss 


Appliestons and retriburion cxpectations must be 


Committed to Equality of Opportunity Acar o: New York: Beth Huber 
t : | MET GETINSA, DEPARTAMENTO INTERNACIONAL Tet: (212) 541-0500 
wt o leroándgx Valaverde, 45 2* ; y 
bou corres con A Fax: (212) 445-0629 


E-mail: internacional E getinsacs bethhuber @ economist.com 
Tef: PG 24 91456 00 82. Pas; OO 34 91 456 09 43 


Immer emn 


ruthfox 9 economist.com 


ww w.jobs.ed.ac.uk 


Governance Advisers and Assistant Governance Advisers 


£36,411 — £48,783 Governance Advisers 
£28,280 ~ £34,340 Assistant Governance Advisers 





At DFID, our central focus is on an international commitment to halving the The appointment is on Home Civil Service terms and is subject to 
proportion of people in extreme poverty by 2015 -~ oan sustainable a probationary period. You will join the network of DFID Governance Advisers 
development, education, and better management of natural and physical and be expected to move location every two to three years. The expectation 
environments. So we're looking for individuals who can bring skills, is that you will be able to live and work overseas. 


understanding and patience to even the most complex development activities. These are permanent and pensionable posts and are subject to a 10 month 
Working as part of a team you will be involved in the development and probationary period, The salary is UK taxable, candidates who meet the 
implementation of UK strategies, which contribute towards the international minimum requirements will be placed on the first point of these scales, 

Development target of halving the proportion of people living in poverty — those with additional experience and qualifications may be eligible to be 
by the year 2015. placed on a higher starting point. All new officers will receive salary increments 
each year, subject to satisfactory performance. If posted overseas, there are 


TOU wn use Your ey NG MI ne HE anu dipende infustie also additional allowances and benefits including a flexible travel package. 


senior decision-makers, advising on governance aspects of a broad range der ' 
of sectors. We are particularly looking for people with a relevant degree The Civil Service offers a choice of final salary and stakeholder pensions, 
and a practical understanding of political participation and democratic — allowing you to choose the pension that suits you best. 


accountability, and public financial management and accountability systems. — DFID is an equal opportunities employer. Applications are welcomed from 
We are also interested in people with a relevant degree and a practical — 4l parts of the community and we actively encourage interest from women, ethnic 
understanding of institutional development, public sector reform, anti- — minority groups and those with a disability. Selection is on merit. Candidates must 
corruption programmes and security and access to justice. You will need — he nationals of member states of the European Economic Area (EEA), 


to have had some practical experience in a governance related field and — swiss Nationals or citizens of the British Commonwealth with the right to work 
be able to demonstrate links to poverty alleviation. in the UK. 


in addition to knowledge of governance and an ability to take a strategic — For more information on this vacancy, DFID in general, and an electronic 
perspective we are looking for competence in: working with others, leading application form, visit our website. Alternatively, call 01355 84 3352 


and managing, delivering and improving, communicating and influencing, or e-mail groupSal @dfid.gov.uk to request an application pack ~ 
analytical thinking and judgement. You will need a commitment quoting Ref. AH375/5A/AM 


to development as well as sound cultural and political sensitivity. You will 
need a good deal of energy and an ability to organise work to deal with Closing date: 14 March 2003. 
competing priorities, Working to eliminate global poverty and promote 


Posts are currently available in London and some DFID offices and programmes  SUStainable development 
overseas. The travel commitments attached to most posts are approximately 
90 days per year. 
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Siat.. 


An investment company in oil paim plantations in 
Ghana and Nigeria.Our subsidiary GOPDC Ltd is the 
leader in the production of palm oil in Ghana. 
Over the next 5 years GOPDC will implement an 
industrial investment programme of 15 mio USD, 
an ERP and an IPO. 


We are looking for a (m/f) 


FINANCE AND CONTROLS 
) DIRECTOR 


























International Expertise Provision to WRAP: 
Invitation to Tender 












The Waste and Resources Action Programme (WRAP) invites” 
suitably qualified candidates to bid for the provision of. 
international expertise ta WRAP. | 


The purpose of the consultancy services provided will be to extend the 

sphere of WRAP's international contacts and to ensure that best 
practice and leading edge thinking from recycling and market: 
development from overseas is taken into account across all WRAPS 

programmes. WRAP intends to appoint up to 5 consultants through this. 1 - 
process and to make use of them on a call-off basis. Individual work cofo 
will be commissioned using the most appropriate contractor in each: 

case, with the objective for each piece of work varying according to the 
needs of the WRAP Programmes. WRAP may decide to appoint one of 
the consultants as a co-ordinator for the group of consultants. 
























WRAP is a company limited bv guarantee, and has been establishéd a 
by Government. to promote sustainable waste management, Its. 
central objective is creating stable and efficient markets for recycled: 

materials and products. - 








A full Invitation to Tender document can be obtained as follows: 






From the WRAP website, www.wrap.org.uk 
Or in writing please addressed to: 
Frances Pink, WRAP, The Old Academy, 21 Horse Fair, Banbury, 
Oxon OX16 OAH. Email: Frances.Pink@wrap.org.uk 
Please quote COM0018/EC in all correspondence. 


Deadline for receipt of the completed capability statements: 12. 30pm 
Monday 7th April 2003 















Government of Gibraltar 









llent remuneration and 
rnational company. 






Interested? : 
| Post your letter of applicatio 
att. Human Resources Manage 
Schilderachtige dreef 81, 1180 Brussels, Belgium 
or e-mail to: info@siat.be 
or websites: www.siat.be 
























TECHNICAL SERVICES DEPARTMENT __ 
NEW WASTE INCINERATOR FOR GIBRALTAI 


TRANSACTION MANAGER NOTICE | 


The Technical Services Department (TSD) of the Gibraltar Government wish 
to appoint a Transaction Manager to advise the TSD on all aspects of a ne 
Municipal Solid Waste Incinerator for Gibraltar. The new incinerator is likely t 
be delivered under PPP/PFI arrangements. Support from the Transactió 
Manager will be required at all stages of the project: procurement, financin: 
legal, contracts, insurances, design, construction, commissioning and operation. 
This list is not necessarily complete and interested parties are invited to provide. 
their views on the responsibilities within this Transaction Manager Notice. 
Tender documents, containing the Client’s Requirement for the project, can be. 
obtained from the Government of Gibraltar's Procurement Office, contact 
details as stated below. 















































Expressions of Interest 


USAID's Mission for Guatemala and Central America Programs is seeking expressions of interest 
from qualified candidates for a Regional Trade Policy Advisor to provide advice on a wide range 
of trade and economic topics, inchiding wade negotiations and agreements, compliance with 
agreements and assm4ance in designing and implementing trade capacity buildiag activities to 
support the US Central America Pree Trade Agreement (CAFTA) and the Free Trade Agreement of 
- the Americas (FTAA), The position is located in Guatemala City. 






The TSD contact for queries will be: 
Mr M Gil. Chief Executive, Technical Services Department, Joshua Haiée 
House, Secretary's Lane, Gibraltar, Tel (350) 59803, Fax (350) 40386. 







Key dates are: 
Final date for obtaining documentation: 4th March 200: 
Final date for receipt of requests to participate 18th March 200 
Estimated date for despatch of invitations to tender 4th April 2003: 
Closing date for receipt of tenders: 12th May 200: 






Qualifications: 





A Master's Degree or higher in à trade policy related fields. Demonstrated hands-on experience in 
free trade agreement negotiations and trade analysis and policy-making. A thorough understanding 
of Central American economic integration and development problems. Demonstraied expertise in 
areas related to economic and foreign trade based and increasing responsibility in an advisory 

capacity particularly in activities aimed at trade related. capacity building in developing countries. 












Tenders will be returned to: 
Mr L Victory, Government Procurement Office,. EO Waterport, Gibraltar 
Tel (3 bbs 1, Fax (350) 31630, e-mail: gibgovproc myne 





co. Reeruiiment is subject w availability of funding and will be carried out in accord with normal 
USAID requirements. For more information send an e-mail te shernandez Gus ida av 
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The European Organisation for the Safety of Air Navigation 
(EUROCONTROL) seeks for its Director General Office - Performance Review 
Unit (PRU), in Brussels, Belgium, an (m/f) | 


Eco N O m í C Ex D e rt 7 em HQ-2003-AA/oo2/ECO) 


Responsibilities: Within the PRU, reporting to the principal expert in charge of economic performance of 
ATM, the jobholder will, in particular: e Conduct analyses of and report on economic and financial performance 
of Air Navigation Service Providers * Develop and apply relevant benchmarking techniques + Contribute to 
the definition, production and monitoring of economic performance indicators for Air Navigation Service 
Providers * Contribute to effective liaison with corresponding ATM stakeholders « Contribute to the 
recommendations to the PRC for performance improvements to the European ATM system © Publish regular 
reports on the findings of investigations. 











Requirements: « Post-graduate degree in economics/econometrics or related discipline, or equivalent professional 
experience e The languages of the Agency are English and French. For this particular position, an excellent 
command of both written and spoken English would be an advantage * Ability to work in a multinational and 
multicultural environment e Standard Office tools experience e A minimum of 4 years’ experience in applied 
econometrics, or industrial organisation economics, or applied regulatory economics © Training and/or 
experience in international financial and accounting analysis would be an advantage * Experience in the 
aviation domain would also be an advantage * Excellent drafting skills. 


An attractive salary. including social securitu and pe $ provisions, is offered. 


UROCONTROL's website. 






For further details and an application form, p 





must arrive at EUROCONTROL, Re 
Rue de la Fusée 96, ibi udis Brusse 
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to make appropriate enquiries and take 
appropriate advice before sending money. 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement. The Economist Newspaper 
Limited shall not be liable to any person for 
loss or damage incurred or suffered as a 
result of his / her accepting or offering to 
accept an invitation contained in any 
advertisement published in The Economist. 











„a world of opportunity 





www.akcanada.com 
Free online consultation, 24 here per day, 7 days per wok 


Abrams & Krochak 


Canadian lmireigrarion Lawyers 
FIG Morton Street, aite 402, Toronto, Ürntisrio, MÁS EB 
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| March 27-29, Budapest, Hungary 


] UNIDO Technology Foresight | | 
Summit 2003 Formation and Nor SOUS of 
companies, opening of hank accounts 
tel’fax/mail forwarding service 
UNITED KINGDOM 
LONDON 


LAVECO Ltd. 
TEL: +44-207-556-0000 
d £44-207-556-0910 

il: london&? € laveco.com 


HUNGARY 
= +36-1-2 17-96-28} 


D436-1-217-44-]14 
E-mail: hungarw@ lavece.com 
ROMANIA 
Tel: +40-722-326-329 
Fax: +40-21-313-7177 













Top leaders from Governments, 
| business and science meet to 
discuss future trends in Central 
and Eastern Europe, with special 
focus on biotechnology and 
| knowledge-based industries. 


For Sale 
Leisure Travel Business 
UNIQUE OPPORTUNITY 


* Niche Leisure Travel Business - Dominant 
Player in fastest growing Sector in Travel 

e Established Business Direct Sell, large 
Repeat Client base, high margin, low risk, 
existing profit base 

e Next £2 months £50-C60m t/o & material 
pretax 

e This year fending) up to £30m vo, profitable 

e Large call centre & conventional 
(texU/publications) wade. Hage additional 
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TO ADVERTISE WITHIN THE 


Online application: CLASSIFIED SECTION, CONTACT: 


. http://wirving.gfx.hu/ 
applicationform.html 


Mona Von Rahden, Frankfurt 
Tet: (4969) 975 87212 





e-mail: 


laura.seed ? hungary.com Fax: (4969) 975 87221 E-mail: ; romaniai AVEC com prrath from substantial new Intemet 
Email monavonrahden € economist.com "IUS EAT RES LM DEC) capability, Multiple specialist web-sites 
Homepage: : CYP RUS "E e Growth to £2-E300m within 3 years 
^ : e Tel. 4357-24-636-919 e Management and Owners to remain and 
http://www.unido.org/ Nathalie Henault. Paris Fax: 4357-24-636-920 retain stake 
.Pa 


Applications to: Mr J Calton. Overseas Travel 
Brokers, Adelaide Howse. Hall Road, Panteld, 
] Essex CM? SAW 
Emė ioalion  {chusiness co.uk 
Fax: (UK-443 01376 349023 
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E-mail: cyprus@laveco.com 


Tek (331) 5393 6604 
Fax: (331) 5393 6605 
Emak nathaliehenault Geconomist.com 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm 











P an lad ne "7". Helen Harper LL. B (Hons), Dip. Law, AOI Janson Lotery B.Sc (Hons) A 


M OPATERE LONDON: For immediate, friendly advice, please contact: 


nmendad 


LICENSED CO. RU ded interactive wet 


L. m T FREE be chur ; FREE details and much n Ye 
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Fax. 344 (9) eU 1190 UUN E-mail: charles@sctgroup.con 
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| With over 25 years experience in Meere 
fomno» | facilitating offshore and international ocra& ocra-asia.com 
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R () YA [. S ( CIT effective solutions. 
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re: WOL OO S 


www.ocra.com 


cuisine and exceptional service 


Call Ascot Hospitality on 01344 878 555 or visit www.ascot.co.uk 
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Overview 


America's industrial production rose in 
January by 0.7%. But other data suggest 

> that consumers are stuttering as an engine 

. of economic growth. The University of Michi- 
gan's consumer-confidence index fell from 
82.4in Januaryto a preliminary reading of 
79.2 in February, the lowest since 1993. Re- 
tail sales fell by 0.996 in January. 


^. Housing remains one of America's few sec- 
|; tors with strong growth. In January, housing 
starts (at an annual rate) rose to a near-17- 
~ year high. 


|. -Euro-area manufacturing is sliding. In De- 
.. -cember, industrial production fell by 1.5%. 
— — Compared with a year ago, industrial produc- 
tion was down by 0.5%. 























* Germany's zeW economic-expectations sur- 
vey rose from 14.0 in January to 15.0 in Feb- 
ruary; forecasters had expected a drop. But 
German factory orders for December fell by 
4.4%, a downward revision from the earlier 
1% decline. In Italy, industrial output fell 
j 0.6% in December; year-on-year it rose by 
1%, compared with a 4.2% drop in 2001. In 
Austria, consumer-price inflation was un- 
changed at 1.8% in January. German work- 
ers received a 2.7% pay rise in the year to 
December. And unemployment in the Neth- 
erlands was 4.3% in the three months to 
January, up from 3.4% a year ago. 


-Sweden's economy is showing signs of 
weakness. Industrial production fell by 2.0% 
inthe yearto December. Unemployment rose 
to 5.195 in January, from 4.1% in December. 
Meanwhile, sluggish growth is taking its toll 
on Switzerland's consumers: retail sales fell 
by 2.8% in the year to December. 








«Japan's economy avoided another recession. 
= < GDP grew by 0.5% in the three months to De- 
- cember, the fourth quarter in a row of posi- 
tive growth. On an annualised basis, GDP 
"grew by 2.0% in the quarter. The news 
|... caused the Nikkei to rise and the yen to 
« -strengthen against the dollar. However, in- 
|. dustrial production in December fell by a re- 
5. vised 0.4%, worse than expected. 


|. Consumer-price inflation in Britain contin- 
_ Uedto exceed the government's 2.5% target 
in January. RPIX, an inflation measure that 
-.. excludes mortgage-interest payments, was 
unchanged at 2.7% in the year to January. 

-<> The Bank of England said that RPIX would get 
--.. even closer to 3.0% in future months, before 
falling back again. 






Data on more countries, as well as currency tools, 
tables and charts for shares and indices worldwide 
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Output, demand and jobs 


% change on year ago 
The Economist poll Industrial Retail sales Unemployment 
OOP uz GDP forecasts production (volume) Armate 

occ LIA, iyear 2002 — 2003 latest — — latest —  — latest year ago 
Australia +35 +37 Q3 +37 +32 +16 0 +54 Q  6lJan 70- 
Austria +03 +12 03 +08 +13 +17 Nw +06 Nw 4.2 0e 39 
Belgium +18 +09 03 +07 +14 - - 0.8 Dec —— - 0.9 Nov — 11.9 Jant 10.9 
Britain — — «* 13 +22 Q4 +17 +23  . - 14 De +42 Ja 5.1 Dect? 5.2 
Canada — +31 +40 Q +33 +31 *49 Nw +24 Nov 7,4 Jan 79. 
Denmark — —— -26 ^11 0 +16 +17 -17 De +75 Ot 5.4 Dec 5.1. 
France — —— £09 +10 03 +10  *15 |. - 0,1 Dec — - 19 Dec — 9.1 Dec — 8.8. 
Germany — +13 +04 035 +02 +06 ~ 0.5 Dec —— - 3.2 Dec —— 10.3 Jan$ 9.6 
Italy — — *11 *05 0 406 412  .Cc: +21 Dec — * 19 Nof — 89 Oct — 9.3 
Japan — *te0 +26 04 -03 +02 +64 Dec — -30 De | 5.5 Dec — 9.5. 
Netherlands + 0.4 +03 Q4 +02 +09 — ^ - 6.8 Dec - 2.5 Dec 4.3 Jnt* 34. 
Spain — *32 +18 0 +20 +23  .- * 2.5 Dec +48 Nov — 12.0 Dec 10.7 
Sweden — — »« 16 +20 03 +18 +20  - - 2.0 Dec — 5.9 Dec — 5.1 Jan! 44. 
Switzerland —— +13 +06 — ni  *09 33-35 OD — - - 2.8 Dec —— 3.8 Jen 2.6 - 
United | States | m. 0. ra + 2. 8 ü4 Es 2. 4. oO +E 2.5 IRE 2.0 Jan "Tu * 4.9 Dec n 5. 7 Jan n E: 6 
Euro area - o ede ETUR 03 * 04. ^13.  -05 Dec. ~ 04 Nov (85 De 81 


*% change at an manana rate. TNot seasonally adjusted. ÍNew series, 1 TOct-Dec; claimant count iate 3. 15i in jan E EU harmonised rate 


Prices and wages 
% change on year ago 
The Economist poll 








Consumer prices consumer prices forecast Producer prices _  Wages/earnings 
NEMPE latest year ago 2002 2003 latest yearago — latest  yearago 
Australia — — «30 Q4 +31 +30 +27 +16 Q4 -07 +36 B *40 
Austria — — * 1.8 Jan + 2.0 0 +18 + 16 .. +14 Jan — - 0.4 — * 2.2 Dec +27. 
Belgium * 1.2 Jan +29 +17 |; +13 +14 Dec -26 +22 Q4 43.1 
Britain — — +29 Jan +13 3 $21  *298 * 16 Jan - 0.6 — * $7 Dec + 3.4. 
Canada — — * 3.9 Dec +07 — 42.2  — +26 0 * 2.8 Dec — - 24 t* 2.1 Nov + 3.1 
Denmark — — «42.6 Jan +25 +24 ^ «2.1 *13 Jn +06 +39 03 443 
France + 2.3 De +14 — ^19 +15 +147 De  -16 +34 03 +42 
Germany — — — * 1.1 Jan + 21 +3 (+10 * 1.2 Jen +02 * 2.7 Dec + 2.2 
Italy — 1 .*28 Jan +24 +26 +22 +15 Dc - 13 2-21 De +28 
Japan 8 0e -12 2-09 2:07 *0.3 Nw  -0.8 — - 1.9 Dec  - 1.9. 
Netherlands — — * 2.5 Jan +40 ^— * 38 *2.5 +40 De — - 2.2 + 3.4 Dec + 49 
Spain — * 3.7 Jan +31 (+35 +29 * 2.0 Dec - 0.8 +38 Q3 + 3.60 
Sweden o * 2.8 Jan +29 +24 — *21 70.6 Dec ~ 0.8 — 4 3.9 Nov — * 3.0 
Switzerland — n HR HH i de E. .x25200 413 
United States — « 24 De +16 +16 +21 *12 De -— ~ 16  *27 An *38 
furoatea — — «2.1 An +20 +22 +17 +15 Dec  -10 +33 @ + 3.0 


* Revised series. 
































Economic and financial indicators 
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Money and interest rates 










































































Money supply* Interest rates % p.a. (Feb 19th 2003) —— " CH 

l % change on year ago 3-mth money market 2-year 10-year gov't bonds ^ corporate teu git. Fen ety Best 
Se harrow ^ broad latest — yearago — gov'tbonds — latest — yearago — bonds ë Selir ^^ 77777777777 
(Australia — - 9.2 — «10.6 De — 4.69 — — 430 ^ 44] 522 ^ 592 Dg "P E 
 Bütdin —— «55 — «7.0 De — 1.63 400 — 336 415 ^ ^ 507 ^ ^ 588 ^ m T MET rRNA m 
Canada — «50 — «5.1 Dec — 278 — 203 ^ 348  ! C NEMO MEM CONMES s EE EE — 

Denmark +38 +46 Dec — 3311 370- 2.3 — 413 509 673 

Japan +23.6 + 2.0 Jan ' 0,03 0.05 0.04 0.87 1.52 1.00 m 

Sweden + 0.6  *2.8 Nv 3.60 3.84 358 439 530 403 -Me 

Switzerland — «10.1 +5,6 De 0.60 — 168 0.32 223 386 318 -Metas —_ 

United States «29 — «62 Xm — 138 —— 18? 160 386 493 606 Sterling index 

dumamal — «98 +68 Dec 269 335 243 388 488 — 427 Miem TB 





i ^ i i i Mice meaag ————G———————————— AARON E fi i 
* Narrow: Mi except Britain and Sweden MO, broad: M2 ar M3 except Britain M4, iGermany for bonds. Benchmarks: US 30-year 4.82%, Japan uro index 








No.246 0.86%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.75%, BOJ overnight call 0.001%, BOE repo 3.75%. Sources: .- Ailitems 97.9 37.9 iust 
| Commerzbank, Danske Bank, J.P, Morgan Chase, Royal Bank of Canada, Stockhoimsbdrsen, UBS Warburg, Global Insight, Westpac, Thomson Yen index * 


"'Datastream. Rates cannot be construed as banks’ offers. All items 103.0 99.8 

























Stockmarkets 363.25 344.75 
Market indices West Texas Intermediate 








% change on $ per barret — 35.45 3684 — + Be 7 
2002-03 E Weeks BeTa 00i. * Provisional, 1 Non-food agriculturats. 

Feb 19th high low week high inlocal — in$ 
CEN DUMP ERN EPOR ER ECTS, currency terms 
Australia (All Ordinaries) 2,849.9 — 3,440.0 — 2,804 — - 0.6 — -17.2 ^ 9-192 = 16 
Austria (ATX) —. — —  — 11584 1,3572 — 10037  —— £20 030333 * 16 F225 
Belgium (Bel 20) h— ^ 1,8026 2,8908 ^ 17443 ^ + 21 — -510 ^ -352 -218 
Britain (FTSE 100) — 31,6583 — 5,323.8 — 3,4808 — € 12  . -472 —— -29.9 —-?32 — 
Canada romo Composite) 6,559.7 7,958.1 5,695.3 + 17 -42.4 -14.7  =10.0 


AANA nmt re SI AINAN e AM tat eth e hee ae e ne Hh eaaa domna ee m nee tnr eei ae eeren aeneanm ne etre enmt rv i ram nanang aaaea 








Switzerland Swiss Market NM 4210.9 65941 415) * L4 -499 -344 -204 
United States (DJIA) 8,000.6  10,635.3 — 7,2868 ^  * 31 -318 -202  -202 - 
LL /98P500) — 8451 11725 ^ 7768 ^ * 32 -447 -26.4  -264 
LLL (NASDAQ Comp) 1,334.3 — 2,359.5 — 131141 — + 43 ^ -736 ^ -316  -316 
Europe (FTSE Eurotop 300)* 785.3 1,279.7 ^ 769.55 ^^ « 14 ^ -539 ^ -377  -249 | 
Euro area (FTSE Ebtoc 100)* ^ 665.6 — 1,125.1 ^ 639.44 ^ + 28 ^  -571 ^ -402 -278 - 
World (MSC) — pd d nc TU ee a 
World bond market (Salomon)! 536.4 ^ 5379 ^ 4303 ^ «07 ^ - 03 1: na «220 — 





*In euro terms. TMorgan. Staniey Capital International index includes individual markets listed above plus eight others, in dollar terms. 
ÍSalomon Smith Bà rney World Government Bond. Index, total return, in $ terms. 





Trade, exchange rates and budgets 












































Trade balance*, $bn Current account . Exchange rate Currency units 

latest 12 $bn The Economist poll trade-weighted per per per per 

months latest 12 mths % of GDP, forecast 1990-100 $ £ euro  ¥100 
econ O02 2003 Febi9th yearago ss Feb 19th yearago — 
Australia — — - 5.3 Dec — — - 143 03-39 46 1.68 — 1.93 — 2.60 181 142 
Austria + 04 Nov + 08 Dec — -01  -04 10133 1003 0.93 —H 314 5 18 
Belgium + 17.5 Dec + 180 Nv — «52 451  — 100.78 — 99.0 — 0.93 115 148 = 078 | 
Britain —  — ^ - 518 Dec — —  - 205 03 — -16  -18 10.8 1076 ^ 0.63 070 ^  - 0.67 053 
Canada — — — * 289 Now —  * 124 03 — «19 — «19 Z 777 Teg ^ 151 159 2.41 163 127 - 
Denmark — — * 80 Dec — — —* 50 Dec — «22 ^ 420 ^ 1047 1019 6.92 852 110 7.43 5.88 ^ 22 
France — — — * 97 Dec — ^ *283 De — *17 —*17  — 103.78 1017 — — 0.93 — 115 — 148 ^ -  0J8 ^ -217. E 
Germany — — - *119.3 Dec — —— + 50.4 De — «2. +418 ^ — 10089 986 — 0.93  — 115 — 148 ^ -  0J8 Z  -37 
Italy — ——— * 105 Nov — - 50 Nw — -02 ^ -0.2 ^ ^ 7408 726 ^ ^ 0.93 ^ 115 148 - 078 ^ -23- 
Japan + 941 De — #115.0 Dec +28 +28 131.6 ( 1275.1 — 119 — 134 — 189 128 —- — 79 E 
Netherlands — + 29.0 Dec — o+ 91 Q4  *31 926 — 99.99 — 980 o 0.9) — 115 — 148 ^ -  0J8 ^ -0. 8. 
Span — —  - 387 Mw —  - 153 Noy — -22 -24 75.58 ^ 743 ^ ^ 093 ^ 115 148 ^ - 078 mi. 
Sweden — —  * 148 Dec — t 99 Dc — *35 932 — 795 O 757 — 848 106 — 135 9.1 7.4 — 17. d 
Switzerland — + 4.8 Dec — * 29.8 03 — «103 — 4108 — 1161 1114  — 137 170 218 147 115 ^ na E 
United States -467.0 Nov -462.2 03  =48 ^ -5.0 ^ 1085 1239 =o o Q - 160 107 084 ^ — - 3.4 
‘Euroarea 4 *977 Dec — 5 + 54.0 Nov +07 — *08 —^ 863 — 782 . ^ 0.93 115 148 ^ - 078  . 32 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob, All others cif/fob. tBank of England except SIMF, December average. OECD estimate. 







li] Emerging-market indicators 


Overview 


China ran its first monthly trade deficit for 
six years in January, because of rising oil im- 
ports and higher oil prices. Over the past 12 
months, it has notched up a hefty surplus of 
$26.5 billion. Chinese factories increased 
their output by 14.8% in the year to January. 





In Indonesia, industrial production grew by 

a robust 7.1% in the 12 months to December. 
GDP was 3.8% higher in the fourth quarter of 

2002 than a year earlier. 


In Brazil, consumer-price inflation picked up 
(oto 14.5% inthe 12 months to January. Butin 
South Africa, inflation eased a little to 

13.7%. 
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Se thangeonyearago —— Latest 12 months, $bn Foreign 

GDP Industrial Consumer Trade Current reserves* 

| " production prices balance account — — $bn, latest 
China — | 3112 Q4 — — *148 Jan —  - 0.4 Dec — *26.5 Jan +17.4 2000 — 269.9 Oct 
HongKong — «33 Q — -72 Q0 -15 De  —-76 De +16.5 0 115.6 Jan) 
inda —— 1. £58 0 # 5.0 Dec — — * 32 De — — - 7.3 De +45 Q3 69.9 Jan, 
Indonesia —— — * 38 40 $* 7.1 Det +87 Jon — 325.8 De +75 05 — 30.5 Der. 
Malaysia — — +56 550 De — t17 Aa — +13,4 De — + 6.6 03 — $335 Jn 
Philippines — — £58 0€ OF No — * 27 m — £16 Dec  *61 Sp . 132 An 
Singapore —( 26 0 — 919.0 De EUM A ur + B.7 Dec 318.9 m3 — 540 Jan. 
South Korea — — Do MI hoo De a DU. V ec +10.8 dm + 6.5 Nov —— 122.8 Jan 
Taiwan * 48 03 +10.5 Dec +08 Jan +16.3 Jan +258 04 164.8 Jan 
Thailand 46.0 03 +12.0 Dec + 2.2 Jan + 4.2 Dec + 7.6 Dec 38.1 Dec 
Argentina 10.2 3 ~ 5.4 Nov ooo *39.6 Jan —  - +16.4 Dec — * 7.0 @ — 10.5 Dec 
Brazil —— $2.4 0 * 5.5 De —— — : +14.3 Jan — 1. +14.1 Jan — - 7.8 nec — 37.8 Dec 
Chile — 00 0. * 18 03 — — * 7.2 De — — * 3.0 Jan — +24 Dec — * 0.9 (3 — 16.4 Jam. 
Colombia — — —-* 1.9 q3 — +06 Nov — +74 Jan — |. mil Nov — - 15 Q3 —. 10.9 Jan 
Mexico — —  *19 Q0  Z—*17 De — ^ *5.2 Jan —— BR De -16.1 s ^ 50.6 Dec 
Peru — |... BD Nov *117 De — — * 2.3 Jan — + 0.3 De — - 1.0 a3 — 9.1 ee 
Venezuela - 5.5 3 ~10.5 Oct 433.8 Jan +11.4 03 * 7.6 @ 9.1 Nov 





Russia +43 03 +49 Jan +14,3 dan 446.2 dec +30.3 03 45.5 Jan 


Le tort eer! ee i ee hree at e 


^ Excluding gold, except Singapore; IMF definition. fear ending June. *New series, 








Financial markets 
. Curencyunits —  Interestrates — Stockmarkets _ iiia aad 
d per$ —— per£ short-term Feb 19th .. Dec 31st 2001 

Feb 19th yearago Feb 19th % p.a. one in local in$ 
PENPM week ^ currency terms 
China —— | 8.28 € ,8:28 — Be LL NE 1,579.2 +00 48, 7.28. 
Hong Kong — 7.80 — — 80 0 124 MEM 9427.6 fie 60 747.3 Ld 
Inda —  — — 57 48.6 — 76.0 ^ 2:2... 33020 ^ÁX r1] 0 td t B4 
Indonesia — — 8,880 — 10,187 — 14,164 — — 13.17 — 4020 ^ *16 ^ - + 025  t?01 
Malaysia - 3.80 3.80 606 310 6610 +0.2 - 50 =- 50 
Philippines — 54.3 — 513  — 866 ^ 819 ^ 10293 ^ -12 H9 = 16.2 
Singapore — — 1.75 — 183 2.79 1.9.56 7 .131»5 $15  , 190  Ár.145 
South Korea — 1,191 — 1,315 & 1,900 &— &— 4.54 — , 6008 &—  *30 =z 134  - 45 
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To develop a sustainable competitive advantage in the global chemical 
industry, Dow sought to aggressively leverage its investment in 
information technology, dramatically improving systems productivity 
and significantly reducing application costs and time to market. 

| am Dow's idea, delivered. In a unique outsourcing relationship, 
Accenture helped Dow consolidate nearly all of its IT activities into 
four regional centres. Jointly staffed with professionals from both 
companies, the centres have accelerated, time to market by 10%, 
increased overall productivity by 30% and made a hefty contribution 
to $70 million in annual IT savings since 1992. 


Claims is the nexus of cost and service for property and casualty/ 
general (P&C) insurers. Improvements to the claims process represent 
the single greatest opportunity for P&C carriers to reach the next 
level of profitability. | am Chubb's idea, delivered. Accenture 

is partnering with the Chubb Group of Insurance Companies to 


develop an easy-to-use web-based solution to manage Chubb's 
claims process via the Internet. Drawing upon the most advanced 
technology available, this system is revolutionising the claims 
process by allowing claims professionals to further improve the 
superior service for which Chubb is known. 


To drive growth in its more than 300 local operating companies, 
personal care and food products giant Unilever wanted to more 
effectively leverage management information in support of its 
Path to Growth commitments. | am Unilever's idea, delivered. 
Accenture took a pragmatic approach in realising Unilever's vision, 
drawing on innovative technologies to deliver a global data 
warehouse that integrates disparate data sources into a uniform 
tool for growth. Implemented on time and under budget, the 
system is now giving Unilever's managers around the world access 
to a single, consistent source of information. 
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Its not how many ideas you have. It's how many you make happen. 


a washingtonpost.com wanted to create state-of-the-art 

Lam washingtonpost. con as, interactive resources to help meet the needs of both its rapidly 
growing national audience and its loyal local audience. 
| am washingtonpost.com's idea, delivered. Accenture and 
washingtonpost.com teamed to introduce mywashingtonpost.com, 
a fast-loading personalised news delivery service that has more 

t tor the Future than doubled user registrations, and Jobs on washingtonpost.com, 

| | an innovative career management resource that helped increase 
recruitment revenues by 300% in the first year. 
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Spending as much as $6.5 billion a year with more than 14,000 
suppliers, British Airways needed to centralise and optimise its 
procurement process, reduce the number of suppliers and develop a 
strategic sourcing capability. | am British Airways’ idea, delivered. 
Accenture worked with BA to develop one of the airline industry's 
first successful eProcurement systems, including an intensive 
communication and training programme to implement new processes 
for strategic sourcing and ensure compliance among employees. 


. ON 1 Wt. The system is generating estimated annual savings of $260 million. 
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Responsible for 20 separate public agencies that administer the 
national budget, the French Finance Ministry needed to develop a 
shared, state-of-the-art IT system to bring new efficiency and clarity 
to the overall budgetary process, as mandated by an act of 
Parliament. | am the French Finance Ministry's idea, delivered. 
With Accenture's help and a team of 200, the ministry has 
successfully designed and implemented ACCORD, the government's 
most ambitious modernisation programme to date. Now connecting 
more than 5,000 users, the system is providing a single, accurate 
view of all budgets for the first time, and is speeding some processes 
by as much as 500%. 
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=s not how many ideas you have. It's how many youumake 
happen. So whether it's your idea or Accenture s,we'll help you 
turn innovation into results. See how at accenture.com 
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M The world this week 


Politics 


America tabled a draft UN 
resolution stating that Iraq 
had failed to take its “final 
opportunity”. France issued a 
memorandum calling for 
more time to be given to the 
inspection regime. Both vied 
to win Security Council sup- 
port. George Bush said liberat- 
ing Iraq would boost demo- 
cracy in the Middle East. In 
Britain, more than 120 MPs re- 
belled against Tony Blair's 
support for the war option. 





The chief weapons inspector, 
Hans Blix, demanded the de- 
struction of Iraq's missiles 
which fly beyond an agreed 
limit. He also welcomed Iraq's 
release of more information 
about its arms programme, 
but said he had seen no evi- 
dence of a "fundamental" 
Iraqi decision to disarm. Sad- 
dam Hussein told an Ameri- 
can television journalist that 
he had no weapons of mass 
destruction and would prefer 
death to exile. 


Turkey's government sought 
the approval of parliament to 
allow America to station over 
60,000 troops in the country 
to fight in a war against Sad- 
dam. Turkey is negotiating a 
$15 billion package of grants 
and loans from America to 
hasten an agreement. 


General Eric Shinseki, chief of 
staff of America's army, pre- 
dicted that several hundred 


thousand soldiers might be re- 


quired to feed the hungry and 
keep the peace after a victory 
in Iraq. 


Israel's new coalition 


Ariel Sharon formed a centre- 


right coalition government 
that is coming up with com- 


promises on domestic Israeli 
issues but will probably block 
any progress towards a Pal- 
estinian settlement. 


South Africa's budget prom- 
ised lower taxes for the ill- 
paid, greater health spending 
and more privatisation, while 
predicting growth of 3.395. 


The UN accused Congo’s gov- 
ernment of blocking an inves- 
tigation into allegations that it 
is continuing to support anti- 
Rwandan militiamen, despite 
having signed a pact promis- 
ing not to. Under the terms of 
the pact, Rwanda's army has 
left Congolese territory. 


Theuw's latest population 
data project the impact of 
HIV/AIDS and of lower fertil- 
ity rates on the developing 
world. The fertility level in 
most developing countries is 
expected to fall below replace- 
ment level. World population 
estimates for 2050 have now 
dropped by o.4 billion to 8.9 
billion. 


Daley wins again 





Richard Daley was re-elected 
in a landslide to serve a fifth 
term as mayor of Chicago. He 
won 79% of the vote; his near- 
est rival rustled up a meagre 
14%. 


Ninety-seven people died in a 
night club in West Warwick, 
Rhode Island, after a rock 
band’s pyrotechnic display 
sparked a fire. Days later, ten 
people died in a fire at an old 
peoples’ home in Hartford, 
Connecticut. 


Austria tries again 

Austria’s Chancellor Wolf- 
gang Schiissel and his centre- 
right People’s Party were close 
to forming a coalition govern- 


ment with the right-wing pop- 


ulist Freedom Party—six 
months after the same co- 
alition had collapsed because 
of feuds among the Freedom- 
ites. In the new partnership, 
Mr Schüssel's lot would have 
more power than before. 





Vojislav Seselj, a leading ul- 
tra-nationalist Serbian politi- 
cian, surrendered to the UN's 
war-crimes tribunal at The 
Hague, where he has been 
charged with crimes against 
humanity allegedly commit- 
ted in Bosnia, Croatia and Ser- 
bia between 1991 and 1993. 


The UN's secretary-general, 
Kofi Annan, visited Cyprus in 
an effort to prod the Greeks 
and Turks towards a settle- 
ment-and said they could 
have another week to make 
up their minds whether to ac- 


cept his revised plan for the di- 


vided island. 


The French government chal- 
lenged the European Union's 
authority by saying it would 
not adopt austerity measures 
required to close the country's 
public deficit, which is likely 
to exceed the Eu's 3% limit. 


Speaking at a gathering of Af- 
rican governments in Paris, 
France's president, Jacques 
Chirac, appeared to make a u- 
turn by calling for rich coun- 
tries to stop subsidising their 
farmers' exports to poor ones. 


Attention seeking 

North Korea apparently re- 
started its mothballed Yong- 
byon nuclear reactor, but has 
not yet reactivated its process- 
ing plant at the site. Earlier, it 
launched a short-range missile 
into the sea on the day that 
South Korea's new president, 
Roh Moo-hyun, took office. 
The United States said the 
North was just trying to attract 
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attention. As a gesture to the 
new president, who wants 
talks with North Korea, Amer- 
ica said it would resume food 
aid to the North. 


At least 260 people were re- 
ported to have been killed in 
an earthquake in Xinjiang, in 
western China, one of the 
country’s poorest regions. 


Hong Kong imposed a tax of 
HK$400 ($51) a month on em- 
ployers of foreign maids, to 
encourage the employment of 
local people. 


Afghanistan and Myanmar are 
the world’s largest producers 
of opium, according to the In- 
ternational Narcotics Control 
Board in its annual report. 


Aceh became the first prov- 
ince in Indonesia to establish 
a criminal court based on 
sharia, the Islamic law, which 
allows caning. More extreme 
punishments might not be 
allowed. 


Hostage takers 

In Colombia, the left-wing 
FARC rebels announced that 
they had taken hostage three 
Americans working for a Pen- 
tagon contractor. Extra Ameri- 
can troops were deployed to 
find them. 





Five people were injured 
when bombs, thought to have 
been set by supporters of the 
beleaguered president of Ven- 
ezuela, Hugo Chavez, ex- 
ploded at the Spanish and 
Colombian diplomatic mis- 
sions in Caracas, the capital. 


Brazil’s centrist party, the 

PMDB, promised to support 

the reform plans of President 
Luiz Inacio Lula da Silva, giv- 

ing him a healthy majority for 
these measures in Congress. p» 
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“Business 


A mammoth accounting scan- 
dal was uncovered at Ahold, 
the world's third-largest 
grocer. The Dutch company re- 
vealed that profits at an Amer- 
ican business had been 
: overstated by more than 

- $500m over two years; its 

- chief executive and chief fi- 

- nancial officer resigned. 
< Ahold's shares slumped by 
^c 6396 in one day. 


Kohlberg Kravis Roberts, an 
American private-equity 
group, withdrew from the 
contest to buy Safeway, a Brit- 
ish supermarket chain, spur- 
ring rumours that it might 
transfer its affections to Six 
Continents, a British hotel and 
pub group. Hugh Osmond, a 
food-and-drink entrepreneur, 
had his proposed bid of up to 
£6 billion ($9.5 billion) firmly 
rebuffed by Six Continents; it 
- will press ahead with plans to 
. demerge. 


Imprudential 

.. Prudential gave the latest jolt 
-to Europe's embattled insur- 
ers. Shares in Britain's second- 
biggest insurer plunged by 18% 
even though profits for 2002 

. increased by 2% to £1.1 billion 

- ($1.7 billion). The Pru said that 
it would abandon its policy of 
increasing dividends above in- 
flation. Aviva, Britain's biggest 
insurer, said that it lost £2.5 bil- 
lion last year and cut its divi- 
dend. 


Credit Suisse reported a loss 
of SFr3.3 billion ($2.1 billion) 
for 2002, compared with a 
profit of SFr1.6 billion the year 
before, despite heavy cost cut- 
ting. It announced a further 
1,250 job cuts and a dividend 
cut but promised a "reason- 
able" profit this year. 


Swiss Re said that it expected 
a loss of SFrioom ($64.27) in 
2002 after taking a charge of 
SFr3.4 billion for the diving 
value of its share portfolio. 
The big reinsurer cut its divi- 
dend for the first time since 
1906. Zurich Financial, Eu- 
rope's fifth-largest insurer, lost 
$3.4 billion and also slashed 
its dividend. 


Bitter pill 

Roche made a surprisingly 
heavy loss of SFr4.o billion 
($2.6 billion) in 2002, mainly 
because weak stockmarkets 
had led to a thumping loss for 
the Swiss drug firm's invest- 
ment portfolio. 


Bayer's shares fell heavily 
after reports emerged that the 
German drug and chemicals 
firm's management knew of 
problems with Baycol, an anti- 
cholesterol treatment, some 
time before the product was 
recalled. Bayer faces several 
thousand lawsuits from peo- 
ple who had taken the drug. 


The family business 

Umberto Agnelli, brother of 
Gianni, who died last month, 
is set to take the wheel as 
Fiat's new chairman, return- 
ing the struggling industrial 
conglomerate to the manage- 
ment of its founding family. 
He will replace Paolo Fresco, 
who had been expected to 
stand down later in the year. 


ABB reported a record annual 
loss of $787m after the Swiss- 
Swedish industrial gíant took 
charges to settle asbestos-re- 
lated liabilities. 


EasyJet’s shares fell by 12% 
after the low-cost airline ad- 
mitted that average fares had 
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fallen by 6% between October 
and January. 


WPP, one of the world's lead- 
ing advertising agencies, con- 
firmed the sorry state of the 
advertising market: profits 
plunged by 68% last year to 
£88m ($133m). Sir Martin Sor- 
rell, its chief executive, said 
that war in Iraq would slow 
any recovery this year. 


The wait to rate 

America's three "nationally re- 
cognised" rating agencies wel- 
comed a fourth member to 
their exclusive club. Canada's 
Dominion Bond Rating Ser- 
vice's application to join 
Moody's, Standard & Poor's 
and Fitch was accepted by the 
Securities and Exchange Com- 
mission after a two-year wait. 
Four other agencies hope to 
join the exalted bunch. 


Four former executives at 
Qwest, America's fourth-larg- 
est local-phone company, 
were charged with fraud by 
federal prosecutors, for artifi- 
cially boosting revenues. 


Lawsuits were also filed 
against two former vice-presi- 
dents of Kmart, a bust grocery 
chain, on charges of conspir- 
acy and making false state- 
ments to the Securities and 
Exchange Commission. 






Bush's new adviser 
Glenn Hubbard resigned as 
chairman of President G 
Bush's Council of Economi 
Advisers. He will be replacec 
by Gregory Mankiw, a Ha 

vard economist. | 









































Junichiro Koizumi, Japan's = | 
prime minister, appointed ^. 
Toshihiko Fukui as the new - 
governor of the Bank of ja : 
pan. The choice of a conserva 
tive was criticised as a timid 
response to Japan's problem 
of deflation; Mr Fukui is un: 
likely to diverge from his 
predecessor'spolicies. — - 





America's consumers lool 
prepared to keep their wall 
shut. Consumer confidence 
fell in February to its lowest 
level since October 1993, ac 
cording to the Conference | 
Board. 
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The Iraq endgame 


France can damage America in the Security Council. Nobody will benefit, France probably least of all 


N AN otherwise bleak mo- 

ment for world diplomacy, 
here is a consoling thought. The 
diplomatic endgame is not go- 
ing smoothly: the Security 
Council is split; Tony Blair's sup- 
port for the war option has 
earned him a battering in the 
House of Cosi But it is at least an endgame. That is to 
say, within a matter of weeks the people of Iraq will probably 
no longer be under the thumb of the dictator who has ruled 
over them for more than 30 years. In fact, there seem to be only 
three ways for Saddam Hussein to stay in power much beyond 
March. One: he blinks at the last minute and surrenders his 
mass-killing weaponry in compliance with Resolution 1441. 
That would enable George Bush to declare a bloodless tri- 
umph and march his army home. Two: it is Mr Bush who 
blinks by dropping his threat to use force if Saddam does not 
comply. Three: Mr Bush waits to see whether the extra inspec- 
tions France wants really can disarm Iraq peacefully. 

As to one, Mr Hussein shows no sign of blinking yet. In a 
television interview this week, he said he would prefer death 
to exile and repeated his claim to have no weapons of mass 
destruction. He may change his tune when he is sure the alter- 
native is destruction in an American-led invasion, but the new 
outbreak of disunity in the Security Council can only have 
made him feel that he has more time to play with. 

If Iraq's president will not back down, can America's? Not 
likely. America, Britain and Spain have now tabled a short sec- 
ond resolution saying that Iraq has failed to comply with Reso- 
lution 1441. Mr Bush hopes the simplicity of the resolution 
will make it hard for the doubters on the Security Council to 
stand in its way. But he still says that even if the council refuses 
to pass the resolution (and it may refuse, see page 23), he will 
lead a "coalition of the willing" to disarm Iraq anyway. Hav- 
ing said this so many times, and mustered an invasion force on 
Iraq's borders, he cannot climb down now without harming 
both his own reputation and the credibility of America itself. 





The French defence 
What, then, about the third thing that might keep Saddam in 
power: the war-averting compromise put to the Security 
Council in a French memorandum and supported by Ger- 
many, Russia and China? This argues that the inspectors have 
only just started their work, are already making progress, and 
might still disarm Iraq peacefully if they have the time and re- 
sources. France says it accepts that the inspections must not go 
onindefinitely. But whereas the Americans have said that Iraq 
has “weeks rather than months" the French envisage at least 
four more months. And in the meantime they see no reason 
why they should support the new resolution from America, 
Britain and Spain, which by stating the obvious-lraq is in 
breach of 1441—is plainly intended to pave the way for war. 
Itis no wonder that the French approach has broad appeal. 
Iraq's peaceful disarmament is the outcome everybody, in- 
cluding the Americans and British, says they want. But the 


idea that this can be achieved simply by increasing the time 
and resources for inspections is surely an illusion. Time and re- 
sources can make a difference to the outcome of the inspec- 
tions only if you assume (a) that Saddam aims to hold on to his 
forbidden weapons and (b) that in spite of this, the inspectors 
will eventually be able to find them anyway. 

If Saddam did not intend to hold on to any of his weapons, 
he could simply have given the UN the full and accurate dec- 
laration of what he had, as Resolution 1441 required. Instead, 
as Hans Blix, the chief inspector, has testified, he submitted a 
declaration full of unanswered questions. As to (b), if Iraq 
does not tell the inspectors where its weapons are, how can 
any number of inspectors know where to find them? Even if 
they found some, how would they know when they had 
found the lot? In its own memorandum, France acknowledges 
the need for the "full and active" co-operation Iraq has so far 
withheld. But handing the inspectors the odd “misplaced” 
biological bomb or batch of papers, as Iraq did this week, is a 
pretence of co-operation that could drag on for years. 


How to make everyone a loser 

You might think that only the credulous (or an inspector) 
would put as much faith as France's President Jacques Chirac 
now says he does in further inspections. But then only the 
credulous take the fight over the inspectors at face value. In fact 
this has become a proxy for two other arguments. One is 
whether a war would be justified even if it became absolutely 
clear that Saddam had no intention of disarming peacefully. 
The other stretches beyond the question of Iraq and has to do 
with how the rest of world plans to accommodate itself to 
post-cold-war, post-September 11th American power. On 
both issues, Mr Chirac can be forgiven for thinking that he is 
on a winning streak. On both he is probably riding for a fall. 

On whether a war might be justified at some stage, Mr Chir- 
ac has so far been able to enjoy having it both ways. He is the 
toast of the peaceniks for having proposed a way to avoid a 
war many of them will oppose in any circumstances. But as 
the leader of one of Europe's martial nations, he has not ruled 
out French participation in a warif it Should become plain that 
Saddam will not submit in any other way. This is fine work, 
while it lasts. But then? If the moment comes for France to 
throw in its lot with the war party, Mr Chirac will need a jolly 
good argument to explain his reversal to those who see him 
simply as the defender of the peace. 

As to American power, Mr Chirac has won glowing re- 
views as the man who is doing a fair job of taking the super- 
power down a peg or two. France would not be France if its 
president did not occasionally try to puncture the grandiosity 
of an America accused as ever of taking the acquiescence of 
smaller nations for granted. But what if, now that he has 
picked this particular fight, Mr Chirac proceeds to lose it? 

This could now happen in very short order. America and 
Britain have given themselves only a couple of weeks to pass 
their new resolution. Should they fail-either because they 
cannot muster a majority or because another of the perma- 
nent five casts a veto—Mr Bush will almost certainly feel com-! 

















elled to fulfil his promise to go t 


laim a barren sort of vindication. But if it goes even half-way 
owards achieving Mr Bush’s vision of a democratic future for 
he Middle East (see page 34), France will have absented itself 
rom a history-changing intervention in a part of the world 
where it has long claimed a special influence. It will also have 
lemonstrated the impotence of the Security Council, the very 
institution from which the French (and British) derive so much 
. Standing by virtue of being veto-wielding members. 

v Some will say that Mr Chirac is right to run this risk to de- 


adly, bringing disaster all round, Mr Chirac will be able to” of 


i | urity Council against the bullying 
ans But if this was his aim, Iraq was precisely 
the ¢ wrong z fight for him to pick. Having defied the Security 
Council for a dozen years, Iraq's dictator has just failed to com- 
ply with a unanimous resolution threatening him with "seri- 
ous consequences". The integrity of the Security Council now 
depends on it allowing America to use its power to enforce the 
council's will, not on changing its mind in order to make the 
Americans resort to a "coalition of the willing" outside its au- 
thority. There is still time for Mr Chirac to reconsider. In both 
the world's interest and France's own, he should do so. œ 





.. European corporate malfeasance 


Ahold out 


: The Ahold scandal shows that Europe is not immune from America’s corporate ills 


S THE post-Enron wave of 

corporate scandals washed 
over America last year, a com- 
mon response in Europe was: it 
couldn't happen here. Far from 
having the world's best-policed 
markets, the United States, 
many European politicians 
imed, suffered uniquely from a lethal combination of 
edy and overpaid bosses, conflicted auditors and invest- 
ent bankers, reliance on accounting rules not principles, and 
n obsession with quarterly profit numbers. In America, as 
nany as 1,200 companies have been forced to restate their ac- 
ounts in the past five years; in Europe the number is barely in 
ouble digits. So itis outrageous, many Europeans now argue, 
at America is seeking to impose the unwieldy Sarbanes-Ox- 
ey act, passed in the wake of Enron and WorldCom, on Euro- 
ean companies listed in New York. 
_ Asmore sensible European regulators recognise, this smug- 
ess was never justified: it is only necessary to recall scandals 
uch as Vivendi, ABB, Elan and EM.Tv. But Europe's claim of 
‘immunity from corporate sleaze has now been blown out of 
|» the water by this week's revelations that Royal Ahold of the 
_ Netherlands, the world's third-biggest food retailer, overstated 
_ its profits for 2001-02 by as much as $500m. Its chief executive 
and chief financial officer have both quit. 
It is true that Ahold's accounting deficiencies mainly in- 
_ volved American subsidiaries that it bought in a decade-long 
. acquisition binge (see page 55), though they also stretched to 
- Argentina and Scandinavia. But the company's Amsterdam- 
_ based auditors, Deloitte & Touche, failed to pick the problems 
-upin 2001, even though worries about Ahold's accounts were 
- widely expressed in the markets for most of last year. Ahold's 
. board, far from questioning the chief executive closely, tamely 
xtended his term for up to seven years as recently as last 
pring. The Dutch market regulator admitted this week that it 
ad no powers of discipline over faulty auditing. 
—A What about the relative numbers of restatements? Because 
America’s GAAP accounting system relies on thousands of 
jages of rules, itis more vulnerable to manipulation than Eu- 
ope’s more principles-based approach. Wall Street’s excesses 
f the 1990s were also more egregious than Europe's. But 
riven the largely non-existent regulation of auditors and the 























poor corporate governance prevalent in much of Europe, a 
more plausible conclusion is that Europe has had fewer ac- 
counting scandals than America mainly because nobody has 
seriously looked for them, not because they are not there. 

This is not to say that Europe should adopt Sarbanes-Oxley 
in toto. That hastily drafted law was designed for America’s 
very different system; it precludes the two-tier boards that are 
common in Europe, for example. Many of the law’s rules on 
managers and boards seem unduly intrusive even for Amer- 
ica. But statutory, independent regulation of auditors, as pre- 
scribed by Sarbanes-Oxley, makes sense everywhere. So do 
rules to stop accounting firms doing consulting work for audit 
clients; and itis also worth considering mandatory rotation of 
auditors (Deloitte had audited Ahold for 15 years). 

The case for independent regulation is the stronger because 
European Union companies are due to adopt international ac- 
counting standards by 2005. It is little use taking this welcome 
step towards tougher standards, which the Europeans are urg- 
ing on America in the interests of global harmonisation, if 
there is nobody to oversee the rules. Yet the European Federa- 
tion of Accountants admits that, in six EU countries, there is in 
effect no enforcement at all. 


Bad apples and oranges 
After Enron and WorldCom were followed by the bankruptcy 
and criminal conviction of Andersen, which had audited both 
companies, the remaining Big Four hinted that Andersen had 
been an exceptional case: a rotten apple amid a barrel of good 
ones. Andersen does seem to have been peculiarly culpable. 
Yet most of the other firms have now also been tarnished by 
scandal in the past year or so: KPMG over Xerox, Pricewater- 
houseCoopers over Tyco, Deloitte over Adelphia, for example. 
This litany means that statutory regulation of auditors is now 
essential if investors are to regain their shattered confidence in 
the financial markets. 

Itis, in any event, pointless for politicians to crow about the 
merits of their respective systems. As companies such as 
Ahold go global, they run into countless national regulators 
and supervisors~and itis the weakest link that is always most 
likely to prove their (and their investors’) undoing. The right re- 
sponse is to adopt the strongest, not the laxest, regimes possi- _ 
ble. And that means both enforcement of international ac- _ 
counting standards and tough regulation of auditors. @ E 












Japan 


Muddleheart Koizumi 


His timidity may prove to be a gamble 


ID anyone still think that Ja- 

pan's prime minister, Juni- 
chiro Koizumi, the self-styled 
“lionheart” who promised to 
"change Japan" when he first 
grabbed the job in April 2001, 
was really a brave reformer? If 
so, then the choice he an- 
nounced this week as the new governor of the Bank of Japan, 
Toshihiko Fukui, ought to have been the final disillusionment. 
Even though Mr Koizumi declared little more than a month 
ago that he wanted to pick a tough "deflation-fighter", this ap- 
pointment of a former Bank veteran who is close to the cur- 
rent, much-criticised governor, Masaru Hayami, was a cau- 
tious move, bang in line with Japanese bureaucratic and 
political tradition. If Mr Koizumi still thinks he is a lion, he 
plainly has in mind the creature from “The Wizard of Oz" who 
asked Dorothy to help him find his courage. 

Choosing Mr Fukui was not necessarily a bad move: he is a 
respectable and highly capable man (see page 65). It is always 
possible that an insider, who is trusted both in the central 
bank and in the finance ministry, could prove more able to im- 
plement adventurous monetary policies than would an out- 
sider whose declared radicalism might make the establish- 
ment gang up against him. That is possible; but if it were to 
happen it would certainly be a novelty. What Mr Koizumi lost 
by this appointment was the chance to show that he really 
does want novelty, that he truly wants to change Japan. 

But does Japan actually want to be changed? After a decade 
of stagnant economic growth, gradually rising unemploy- 
ment, highly indebted companies, a massively indebted gov- 
ernment and seemingly remorseless deflation that may seem 





Iran and the non-proliferation treaty 


Bend it, break it 


Just as much a danger, in its own way, as Iraq and North Korea 


HEREis no more certain way 
to blow apart the edifice of 
. treaties and agreements that 
y help to stop the spread of weap- 
|. ons of mass destruction, espe- 
cially nuclear ones, than to let 
their rules be violated with im- 
punity. The Security Council 
therefore insists that Iraq be stripped of illicit weapons, 
though it still disagrees over whether this can be done by in- 
spection or now only by force. North Korea's recent confession 
that it had been breaking its non-nuclear vows, and news that 






ithad restarted its reactor at Yongbyon, are proving equally dif- 


ficult to deal with. Yet by bothering to flounce out of the Nu- 
clear Non-Proliferation Treaty (NPT), defiant North Korea 


a strange question to ask. Yet, although Japanese officials, poli- 
ticians and commentators talk constantly about the need for 
reform, their actions—or, rather, inaction—suggests that they 
don't believe what they are saying. In Japanese culture, the ta- 
temae, or appearance, is often far removed from the honne, or 
reality. So it is with reform. Everyone says it is urgent. The 
honne is that slow change, in a spirit of muddling through, 
feels much more comfortable, including to Mr Koizumi. 

It might work, up to a point. A bit of further monetary ex- 
pansion, in line with Mr Hayami's policies, may restrain or 
even halt deflation. A bit more public spending might add to 
demand. A bit of banking reform might help revive lending 
and restore investors' confidence. Cheaper oil and a recover- 
ing world economy after a successful war in Iraq might boost 
Japanese exports and allow the yen to resume its helpful fall 
that was recently halted by the weakness of the dollar. 

Such muddling through would not cure Japan's funda- 
mental ills-its huge surplus of savings, relative to demand, 
and the political and economic paralysis created by powerful 
interest groups—but it could buy time until a slightly stronger 
economy and a weaker yen make a cure easier to impose and 
easier to take. But what if it doesn't? Those ills are so profound 
that they will require an immense effort to cure. And mean- 
while the combination of high public and private debts and 
steady deflation is making Japan vulnerable not just to a de- 
bilitating illness, as for the past decade, but to a cardiac arrest. 

Like many political leaders, Mr Koizumi has proved to be 
much braver in his foreign policy than at home. By breaking so 
many of his promises of domestic reform, he has not necessar- 
ily destined Japan for economic decline or disaster. But he is 
taking the risk that a shock caused at home or abroad might 
eventually produce just that. It is courageous, in a way. m 


seemed to imply that the rules still matter. Do they? 

Just as damaging to the NPT as the confessions of such se- 
rial rule-breakers are suspicions that Iran is managing to bend 
the treaty’s peaceful provisions to build a bomb. India showed 
the way, using its nuclear-power programme as cover to work 
up the skills needed for weapons-making. Its nuclear tests in 
1998 harmed the anti-proliferation cause, not least because it 
paid so little in its international standing for having done so. 
But India, like Israel and Pakistan, has remained outside the 
NPT. Allowing a country to get away with that from the inside 
would be hugely more damaging. 

Iran scoffs at such accusations. Officials from the Interna- 
tional Atomic Energy Agency (IAEA) have been there this 
week looking at some nuclear facilities that have troubled 
them, including a new uranium-enrichment plant. Oughtn't 
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ifeguards agreements now automatically informs it of 
planned nuclear facilities before they are even built. The ones 
the inspectors were looking at this week were first disclosed 
not by the Iranian government but by an opposition group 
_ that accuses it of clandestine bomb-tinkering. And even if Iran 
_ now starts giving more such information to the IAEA earlier, 
- asit says it will, the agency will still have no way of knowing 
_ whether its professed peaceful intentions are true or false. 

-~ That is because Iran refuses to sign up to tough new safe- 
. guards introduced after the 1991 Gulf war, when inspectors 
- discovered that Iraq had come perilously close to having a 
_ bomb without their knowing. Under the new rules, they have 
-a licence to snoop where they choose, not just at “declared” 
sites, where governments admit there is uranium or pluto- 
. nium. And they can also use sophisticated new techniques to 
- catch cheats. Until Iran accepts these rules, inspectors visiting 
. places where the government invites them in will be unable to 
_ tellif a bomb is being built next door. 

Understandably, worried outsiders keep asking why a 
ountry with large oil and gas reserves is sinking so much 








ry other country with one of the IAEA's comprehensive _ 





| eactorsto one le being completed by Russian com- 
panies at Bushehr. Keen to deflect accusations that Bushehr 
provides Iran with cover for a covert weapons programme, 
Russia says it will provide all the fuel for the reactor, taking 
back the spent fuel-rods to prevent any diversion of their fis- 
sile lode. But Iran anyway insists it will do its own fuel-mak- 
ing, thank you. In the process it will eventually get its hands on 
plenty of enriched uranium and bomb-usable plutonium. 


Defend it or lose it 

One way to bolster the NPT would be to cut off nuclear deal- 
ings with countries, like Iran, that refuse the toughened in- 
spections. But even without breaking the treaty's rules, any 
country with sophisticated nuclear skills may now be able to 
bend them enough to ready itself for a quick break-out (with- 
drawal from the treaty requires only three months' notice). 
Whether such countries dare to do so will depend in part on 
whether Iraq and North Korea get away with it. Let either of 
them off the hook, and others, not just Iran, may be embold- 
ened to try. And then, whether it has been broken from with- 
out or bent from within, the NPT will surely collapse. m 










mocracy and ethnic strife 


seveni's conversion 


ilti-party democracy’ s most plausible opponent changes his mind 


VERYONE wants democracy, 
and everyone wants peace. 
But what if the two dreams are 
in conflict? If people identify 
themselves more closely with 
| their tribe or faith than with 
* their country, political parties 
irs can become the means of pro- 
motingn. narrow communal interests, or, worse, fomenting eth- 
nic grievances. From Northern Ireland to Sri Lanka, this has of- 
. ten led to bloodshed. The problem is sharpest in Africa, where 
_ most borders were drawn up by white empire-builders, who 
_ casually split some ethnic groups between different states, 
_ and lumped others together with neighbours they disliked. 
|... Uganda's president, Yoweri Museveni, has long argued that 
- party politics inflame matters. In young states such as his own, 
_ he has said, it is foolish to expect political parties to represent 
- anything but tribes. They cannot represent different socio- 
. economic classes, because virtually all voters are peasants. 
_ They cannot represent different ideologies, because a barely 
. literate population knows no ideology save deference to the 
- local chief. Tribally based parties invariably aggravate ethnic 
_ divisions, and this often leads to civil war. So all parties should 
2 be banned, as in effect they are in Uganda, until the people are 
mature enough to cope with pluralism. 
< Mr Museveni's thesis has received a more sympathetic 
earing than you might expect. This is partly because he has 
one such a good job of running Uganda, but also because so 
any African political parties are indeed incorrigibly tribal. A 
ecade after embracing multi-partyism, Côte d'Ivoire is cursed 
vith a president who has written a book on why his ethnic 
roup is superior. Not coincidentally, the country is at war. 













Since democracy returned to Nigeria in 1999, some 10,000 
people have died in tribal and religious riots, as chauvinistic 
politicians invoke communal loyalties to win votes. 

So it is significant that Mr Museveni has apparently 
changed his mind (see page 44). If he goes ahead and lifts his 
restrictions on political parties, he will deserve applause. For 
multi-ethnic states do not necessarily need autocratic govern- 
mentsto hold them together. Several academic studies suggest 
the opposite: that ethnic diversity slows economic growth in 
undemocratic states, but makes little difference in democra- 
cies. The reason may be that people who do not feel oppressed 
are unlikely to blame the tribe next door for their oppression. 


Why can't we all just get along? 
That said, there are risks to pluralism, and Mr Museveni 
should take certain precautions. A first-past-the-post, winner- 
takes-all voting system may work in practised democracies 
such as Britain, but could be disastrous in Uganda, as it would 
simply allow one or two big tribes to dominate the rest. Far 
better to have rules that ensure that all groups have a stake in 
government, through proportional representation, for exam- 
ple, or by insisting that presidential candidates must gain a 
measure of support from all parts of the country. In Nigeria, 
such rules have hardly brought perfect harmony, but have 
probably helped prevent a repeat of the civil war of 1967-70. 
Mr Museveni may also consider granting greater regional 
autonomy. Power is too centralised throughout Africa; if, in- 
stead, regions were self-governing and self-financing, they 
would have only themselves to blame if things did not go _ 
well. Such devolution is one reason why Switzerland's tribes 
have not slaughtered each other for centuries. Africa has the 
opportunity to learn from its own, and others’, mistakes. m- 
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Oceans apart? 


SIR - You speak mystically of 
vast tectonic shifts in the rela- 
tionship between the United 
States and the European Un- 
ion in an attempt to explain 
the lack of consensus regard- 
ing war on Iraq (How deep is 
the rift?", February 15th). 
Instead, you might have 
asked how is it that the Bush 
administration has managed 
to squander the almost uni- 
versal support, sympathy and 
goodwill of people around the 
world following the unpro- 
voked terrorist attacks on the 
twin towers? The answer 
would have led you to a more 
substantial conclusion. 
Through incompetent di- 
plomacy and mind-numbing 
assaults on democratic princi- 
ples, both embodied in his 
own doctrine of unilateralism, 
George Bush has managed to 
alienate millions of citizens of 
Europe and America. I do not 
detect a rift between the peo- 
ples of America and Europe 
but there is a glaring rift be- 
tween the leaders of the de- 
mocracies of Europe, who 








must respond to the will of 
the majority, and Mr Bush, 
who believes he need not. 
WILLIAM PARTRIDGE 

Nashville, Tennessee 


SIR - You place all the blame 
for the rift on France and Ger- 
many, and ignore America's 
own diplomatic “stomping”. 
Surely the Bush administra- 
tion is the clumsiest in recent 
memory, with Condoleezza 


Rice and Donald Rumsfeld tor- 


pedoing Colin Powell's at- 
tempts to persuade and 
convince with their brusque 
language and offensive lack of 
respect for other countries? 
How can doubters be ex- 
pected to vote for another UN 
resolution when Ms Rice says 
America will go to war any- 
way? How can countries that 
have serious reservations be 
persuaded of America's case 
when they are dismissed as 
"old Europe"? 

DAVID PRITCHARD 

Madrid 


SIR - Talk of a “transatlantic 
crisis" is misleading. While it 
is true that a European pop- 


ular consensus disagrees with 
America over the best way to 
deal with Iraq, there is clearly 
an overwhelming European 
consensus which believes that 
maintaining the transatlantic 
collective-security connection 
is a vital necessity in a danger- 
ous world. France has been al- 
lowed for too long to exploit 
the complex relationship be- 
tween the EU and NATO in or- 
der to generate "transatlantic 
crises" in pursuit of its particu- 
lar anti-American European 
goals. It would be far better for 
the collective security of the 
rest of Europe if NATO were 
reshaped and strengthened 
without France. 

CLIVE CHRISTIE 

Hull 


Statuesque 


SIR - As a lifelong Richmond- 
area resident and member of 
the Sons of Confederate Veter- 
ans, I have no objection to the 
idea of a statue of Abraham 
Lincoln here ("Abe just ain't 
right", February 15th). His visit 
to Richmond was an historic 


occasion. My Confederate 
great-grandfather's intern- 
ment was probably length- 
ened by Lincoln's approval of 
the termination of prisoner- 
of-war exchanges but my 
pride in his service does not 
require me to hate anyone. 
Opposition to the statue of 
Arthur Ashe was primarily be- 
cause of location. Putting a 
20th-century sporting figure in 
a line of 19th-century military, 
political and scientific leaders 
is like placing modern art next 
to traditional. Other locations 
suggested were the Byrd Park 
municipal tennis courts or the 
Arthur Ashe Sports Centre, 
both located on a heavily used 
road not far from Monument 
Avenue. 
WALTER DUNN TUCKER 
Richmond, Virginia 


Hunting Nazis 


SIR - Was Joseph Goebbels 
really the man responsible for 
bagging the hunting trophies 
you mention (“Animal attrac- 
tion", February 15th)? I ven- 
ture that you have confused 


W pride ourselves on our reputation for service straight from the heart. It means, quite simply that when you 


on the ground. Because everyone at Cathay Pacific, from our cabin attendants to our ground staff, is committe: 


www.cathaypacific.com 
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» Goebbels with Hermann Goe- 
ring, whose panoply of titles 
included Reichsjaegermeister 
(Reich chief huntsman). 

PETER BEST 

Highcliffe, Dorset 





Ratings and regulation 


SIR - Your article on credit-rat- 
ing agencies fails to note that 
Standard & Poor's has had an 
unblemished record for over 
35 years of managing poten: 
tial conflicts of interest that 
might arise through the pay- 
ment of fees to us by rated is- 
suers ("Let go of nanny", 
February 8th). Ratings are per- 
formed by committees upon 
the input of data from an- 
alysts who have no financial 
stake in the outcome. The end 
product and its rationale are 
subject to intense review by 
external users such as analysts 
and journalists. This transpar- 
ent process is intended to, and 
does, negate the risks you 
mention. 

We agree that the embodi- 
ment of ratings in regulation 
may, in some cases, cause in- 


vestors not to perform their 
own analysis. Our experience 
has shown, however, that rat- 
ings are a valuable part of the 
total decision-making process 
of conscientious investors. 
This is a more compelling 
Statement by far about why 
ratings have such significant 
impact on investors than that 
they have been embodied in 
some regulations surrounding 
capital allocation. The latter 
was a result of their reliability 


and usage; it would not bother 


us in the least if these regula- 
tions were dissolved. 

VICKIE TILLMAN 

Head of ratings services 
Standard & Poor's 

New York 





Measuring the good life 


SIR - You cite Robert Gordon's 
research comparing real living 
standards in Europe and 
America after accounting for 
broader measures of econ- 
omic welfare (Economics fo- 
cus, February 8th). He 
excludes higher access in Eu- 
rope to key public goods such 


as health care and education. 
Europeans pay for these 
through higher taxes but if 
one adds these public goods 
to a broader measure of living 
standards, it would not be sur- 
prising if the median Euro- 
pean is in fact better off than 
his American counterpart. If 
we include access to culture, it 
would make Europeans look 
even better off. 

JULIAN KARAGUESIAN 

Ottawa 


SIR - Mr Gordon says that Eu- 
ropeans' living standards are 
higher than represented by 
GDP because they have more 
leisure time, fewer prisons, 
less air conditioning and bet 
ter mass transportation. How- 
ever we could just as easily 
say, for example, that the free- 
dom to drive your own car 
and stop when and where 
you like is much more efficient 
than mass transit that does 
not take you where you want 
to go. Mr Gordon is simply re- 
vising GDP according to his 
own bias. It is a rehashing of 
the old socialist philosophy 
that all goods and services 


Letters 


should be arbitrarily revalued 
by a central authority, in this 
case Mr Gordon. 

LOWELL CAMPBELL 

Carlsbad, California 


Music sales 


SIR - I cannot share your la- 
ment for "The death of the jin- 
gle" in favour of real pop 
(February 8th). Traditional jin- 
gles were never any good but 
were the only option when 
pop stars refused to stoop to 
crass advertising. Those days 
are long gone and now ad- 
vertisers are seizing on the rel- 
ative quality—and, no doubt, 
effectiveness—of well-known 
pop songs. After all, jingle- 
writers were only second- 
class musicians or they would 
be pop stars too. 

THAD MCBRIDE 

Washington, Di 


Letters are welcome and should be 
addressed to the Editor at 

The Economist, 25 St James's 
Street, London SW1A 1HG. 

Fax: 020 7839 2968 

E-mail: letters@economist.com 


“Service straight from the heart is giving your best from 


within and sharing it with your customers." 


Grace Hetherington 


Flight Purser 





Asia Miles A 


th us you can look forward to more than just a flight. You will enjoy a complete travel experience, both in the air and 


ing vou their very best. 


El CATHAY PACIFIC 





| Global Fund Secretariat 
| Geneva, Switzerland 


THE GLOBAL FUND, established in 2001, is an 
| . independent public-private partnership. It is the 
| - largest global fund in the health domain, with over 
US$2.0 billion currently committed. The purpose of 
the Fund is to attract, manage and disburse 
additional resources to make a sustainable and 
Significant contribution to mitigate the impact caused 
‘by HIV/AIDS, tuberculosis and malaria in countries in 
“need, and contributing to poverty reduction as part of 
the Millennium Development Goals. The Secretariat is 
established as a highly professional, non-hierarchical 
and lean organization, which values diversity and 
commitment to the issues and results. The Fund is 
looking for staff with strong commitment, an open 
mind-set, entrepreneurial and flexible attitudes, proven 
emotional intelligence and the ability to Work under 
pressure within tight deadlines. | 




















Candidates must be experienced in: 
* Managing the collection, processing. and approval 
process of grant. proposal S and agreements 


© Coordinating local in- country. mechanisms, 
fiduciary arrangements and grant recipients 


* Reviewing periodic reports on the progress of 
implementing grants and recommending 
disbursements based on results achieved. 


| Essential Qualifications and Experience: 
| | * University degree, preferably advanced, in business 
| .. administration, management, public health or 
«economics or other relevant discipline 
nd * Extensive international experience in the private 
2 and/or public sector in managing project portfolios. 
in developing countries 


x i * In-depth knowledge and specific experience in 

working with at least one of the three diseases - 

. HIV/AIDS, tuberculosis and malaria 

* Proven knowledge of country dynamics through 
direct in-country working experience 






to Fight AIDS, Tuberculosis and Malaria 


* Excellent analytical, written and computer skills 

* Diplomacy and discretion 

* Team player in a multi-cultural environment 

* Excellent language skills (English and/or French 
for the Africa region, English and Spanish for 
Latin America and English for the Asia region). 
Proficiency in other regional/local languages 
would be a major asset. 


Compensation will be commensurate with 
qualifications, experience and the level of 
responsibility assigned. | 
Candidates must quote the following 
references: 





For the > four | pos itions in the Africa Eo team: 


$i itoni in the Latin America portfolio 


ae TGF/03/15 


For the three positions in the Asia portfolio team: 
TGF/03/17 — 2 


These vacancies are open to MON of either 
gender. Applicants from communities affected by the 
three diseases are encouraged to apply. Candidates 
applying for positions in more than one region should — 
state which region their qualifications and experience 
are more suited. 


Applications should be made on line using the Global 
Fund application form (www.globalfundatm.org) 

or sent to the following email address: 
recruitment@theglobalfund.org or mailed to 
Raymond W. Fell, Recruitment Task Force, 

The Global Fund, "Centre Casai”, 

Avenue Louis-Casai 53, 1216 Cointrin, 

Geneva, Switzerland. - 

The closing date for receipt of applications is: 

21 March 2003. Only the most suitably qualified 


and experienced candidates will be contacted for 
interview during March/April 2003. 










DEVELOPMENT THROUGH COMMUNICATIONS 
CHIEF EXECUTIVE 







“itis becoming increasingly recognised that Information and Communication 
.- Technologies (CTs) play a major role in driving the social and economic progress 
“of developing countries. The CTO, the Commonwealth Telecommunications 
Organisation, is an intergovernmental treaty organisation which has been 
instrumental in promoting this knowledge and encouraging the use of such 
technologies, through its work undertaken in partnership with governments, 
regulators, businesses, development agencies and other organisations both in the 
Commonwealth and beyond. 














independent of the Commonwealth Secretariat, we work closely with international 
and regional institutions, including the International Telecammunications Union, 
and have well-established credentials. In the past five years, we've developed an 
enviable reputation for policy analysis and programme implementation in the use 

inf ICTs for development. We currently benefit from significant private sector and 

^ development agency funding and, in the current year, will deliver approximately 
250 bilateral technical co-operation projects, as well as £5million worth of 
multilateral, research and information programmes. 


Veredus Executive Resourcing, 
Q4. Rochester Row, London SW1P 1RP. 





Email: Julia oliver@veredüs. co.uk 
i Www.véredus.co.uk 
1 . A part of The Capita Group Pic 


* LOCATION: Halifax 


Assisting the Head of Group Economics, with a focus on public relations related 
work in addition to providing economic advice and forecasts to support decision- 
making, this is a key role within our organisation. 


Providing economic advice to senior executives across the HBOS Group, your 
advice will help support major decisions throughout the Group, 

e.g. interest rates, margin management and mortgage lending targets. 

The economic forecasts form an essential part of the Group business planning 
process and will also be communicated to the Group's major institutional investors. 


As a Group spokesperson on economic and market matters you will cover issues 
including housing market developments and personal finance as well as corporate 
and business banking matters. Representing the Group on TV, radio and in the 
print media you will establish, maintain and develop the Group's position as a 
leading commentator on economic and market issues. 


If you consider you have the appropriate experience and ability please call Claire Broadbent on 01422 333415 or send a full C. V. and covering letter with current sala ary : : 
to Claire Broadbent, Group Economics, HBOS plc, Trinity Road, Halifax HX1 2RG. Please quote reference TR4 GE. 





©) 
INE HBOS plc 


The Economist March 1st 2003 


Central London * Up to £70,000 


* SALARY: £45,000 plus benefits and relocation (if applicable) 


This role involves more than analysing financial data and offering economic advice. As Group Economist for. 
HBOS, you will present our economic views to a wide range of internal and external stakeholders. 







As impressive as these successes appear, we view them just as a platform from : 2 
which to build. Now we are looking for a forward-thinking, commercially-focused : 

Chief Executive Officer to further advance our organisation when our current 
CEO's term of office expires. T 





As an ambassador for the organisation, you'll have diplomatic status in the URSo 
where the CTO Secretariat is located. Joining on a four-year contract, you'll. — 
become a catalyst for organisational development by applying your experience of. 
directing change and developing new and existing funding streams from your. > 
knowledge of both the communications and international development sectors. ^ 


To apply for this senior management role you'll need the flexibility to travel widely amf: 
must be a citizen of a Commonwealth country which is a full member of the CTO. 
For more information about this role and details of how to apply, download _ 
an information pack and application form from our consultants' website at 
www.veredus.co.uk or ring the 24-hour response line on 020 7932 4325 
quoting reference 5701. Closing date: 31st March 2003. 


VEREDUS 


executive resourcing 





















FORECAST THE FUTURE 
BROADCAST THE FACTS 









Managing the production of research projects, you will also be involved in he 
development of the Halifax House Price Index and related indices, Communicating 
this research to politicians and other opinion formers, you will ensure the Group’ 5 
views on key matters are represented. 


To succeed in this role you should have a first or 2.1 in economics, and preferably : 
a further degree in economics. With a strong statistical background essential, you. 
will command at least five years’ experience as an economist in a financial, o =. 
research or other large organisation. With excellent communication skills you will ; 
be able to deal with the media clearly and with confidence. A pro-active individual 
you will work independently in what is a technically and intellectually demanding role. — 


With excellent relationships and contacts with other economists, statisticians ad D 
researchers, you will possess both the economic and communication skills to 
ensure a bright and weil-publicised future for our organisation. 





QS ABE Mi 


JC 49 — OPPORTUNITIES FOR ALL - 


^d WE QUR POLICY IS AS SIMPLE AS THAT 


pio 












onsultants/Economists for the 














London Based £Excellent + Benefits 
AEA Technology Rail, a business of AEA Technology ple, provides consultancy and 
«systems to rail and other transport businesses worldwide. Our clients include all the 
main UK rail organisations, private and public sector. 






We now seek additional top-level management consultants/economists to continue the 






Director to lead specifically in this area, and further Principal Consultants to win and 
lead assignments. 






: We have a rapidly changing and growing practice and this will appeal to people with 
‘the energy and vision to build on our existing capabilities and create a new type of 
consultancy offering in this market. 





You must have experience in most of the following; industry structuring, privatisation 
-and regulation, business strategy and planning, business process improvement, 
Merger and acquisition activity. 


You should also have a higher degree and at least 10 years relevant consultancy experience. 



































For the position of Director we are looking for someone with extensive top level 
international experience of consulting in the transport sector. : 
offer a competitive package with excellent conditions and a friendly, stimulating 
king environment. Please write in confidence with full career and salary details 


kome applications from ail sections 
communtv. 





AEA —: 2 


echnology Rail is a business name 
A Technology plc 


international Monetary Fund 


; For the multi-donor fie 
Cabtiean Regional Technical Assistance Center (CARTAC) located in 
Barbados, the International Monetary Fund (IMF) seeks an: 


Advisor in Financial Sector Supervision and 
Offshore Financial Activities 


dE: Phe expert will be part of a team working with Caribbean countries on a broad 
WP renoe of financial sector supervision issues and will also address supervisory 
"E issues related to offshore financial companies and efforts to strengthen finan- 
4 cial system integrity. Specific tasks will include analysis and review of current 
F supervision and prudential regulation policies; development of policy alterna- 
tives; contributions to regional training seminars and workshops; and hands-on 
d assistance in the implementation of technical assistance advice related to 
-financial sector supervision and offshore financial activities. While the post is 
“Boom Barbados, frequent short-term travel to different Caribbean countries wil 
E be necessary. 


E The initial appointment is for one year, and may be extended to a maximum 
] of three years. Minimum requirements include a university degree in a rele- 
d vant field and 10 years’ experience in banking supervision in a central bank 
Cr supervisory agency. Exposure to insurance or securities regulation and to 
< offshore financial sector issues is desirable. Candidates must have a record 
Eo of intellectual leadership in financial regulation and supervision and be fully 
4 familier with recent changes in the international financial environment, includ- 
d ing the offshore sector. Experience with the particular challenges faced by 
p small countries is a plus. Good interpersonal skills, experience in training 
(EO methodologies, and excellent written and oral communications skills in 

$O English are required. Ability to operate in Spanish or French is an asset. 


- z^ To Apply: Qualified candidates are invited to apply oniine 
-Eo through the IMF's website at www.imf.org/recruitment 








I Further details about the role and function 
of the IMF are provided on its website: 


http//www.imt.org 





Director and Principal Management 


| development of our growing management consultancy practice. We wish to appoint a 













Policy Director 

























The Centre for Humanitarian Dialogue is an independent and 
impartial organisation, based in Geneva, Switzerland. It mediates 
between parties in conflict, and promotes humanitarian 
principles and the alleviation of the effects of war through 
dialogue, 


Reporting to the Director, the Policy Director will develop and 
lead the policy programme. This includes: a Humanitarian 
Scholars Programme exploring values and ethical assumptions 
that drive conflict and humanitarian action; discreet dialogue of 
humanitarian dilemmas; research, workshops, seminars and 
publications to induce change: the Humanitarian Negotiators’ 
Network and the Human Security and Small Arms Programme; 
and policy work arising out of mediation experience. 


The successful applicant will be able to demonstrate substantial 
experience and knowledge of humanitarian issues, successful at 
influencing government donors and other organisations at a 
senior level, skills in chairing and running meetings and strong 
management skills. S/he will also be expected to raise funds for 
policy activities. All candidates should possess strong analytical 
skills and excellent written and oral communication skills in 
English and French. 


Applicants must submit their curriculum vitae and a covering 
letter to info@hdcentre.org by 28 March 2003. Interviews will 
take place April 2003. Salary will be commensurate with 
experience, 


For more information, see www.hdcentre.org. 






Centre for Humanitarian Dialogue 
114 rue de Lausanne 

ch1202 Genéve 

Switzerland 


Centre for Humanitarian Dialogue 






















DEAN 
SCHOOL OF ARCHITECTURE 
AND PLANNING 


Massachusetts Institute of Technology invites applications 
for the position of Dean of the School of Architecture and 
Planning. The School consists of the Department of Architecture, 
Department of Urban Studies and Planning, Program in Media 
Arts and Sciences, Media Laboratories, Center for Real = 
Estate, and Center for Advanced Visual Studies. 


Candidates from academia, professional practice, or other arenas 
will be considered. A demonstrated sensibility an 
to first-class design is critical. Candidates should t 
broad intellectual capacity sufficient to represent th 
disciplines in the School, and to credibly ; 
School within the Institute. Ability to articul 
vision that builds on the unique charact 
with the ability to develop additional resoti 
to the success of the next Dean. 
Please mail or email letters of interest and resüi 
Professor Terry Knight 

Chair, Advisory Committee to the Provost 
Massachusetts Institute of Technology 

77 Massachusetts Avenue, Room 7-331 
Cambridge, MA 02139-4307 

Email: mitdean G mit.edu 


An Equal Opportunity/Affirmative Action Employer 
Non-Smoking Environment 


UF 
I Massachusetts Institute of Technology 


~ web.mit.edu/hr - 



























utive F 


Are you an accomplished leader who wants to make a difference? 
World Vision is a Christian international development and humanitarian 
aid agency dedicated to improving the lives of children, their families 


and communities and the relief of suffering of the world's poor. W | Vi ° 
World Vision is now seeking expressions of interest for the key role of O r IS LO n 


Regional Vice President — Asia Pacific 





. The RVP Asia Pacific is the World Vision leader in this large and diverse region based in Bangkok. Reporting to the global head of 

- operations, he/she is accountable for development and relief operations in a region employing more than 6,000 employees. 1 
|» The primary focus of the role is strategic leadership within the region, within the context of the World Vision International Partnership. a 
This requires the RVP Asia Pacific to have an intimate knowledge of, and passion to address the needs of children and communities S 
he region. He/she must ensure the adequacy of local management and all other human, financial and physical resources, : 
rdance with the elena s unique mission and values. 


















d leadership and management track record with global or regional accountability 
l ge and ability to interpret egent social, political and economic influences ane to articulate the appropriate | 


+ A dep cultural sensitivity andis awareness 
* Appropriate formal business and/or managerial qualifications 

* A preparedness to travel extensively within the region and to other World Vision offices. 
` Applicants must be in full sympathy with World Vision's Christian Statement of Faith. 


A competitive remuneration package will be provided along with the opportunity to work with a 
committed team of Christian professionals. 


If you are motivated to work to change lives in Asia, please forward your CV by 31 March 2003 
, to: Dawson Brown and Associates Pty Ltd, Level 19 Como Tower, 644 Chapel Street, 
: (PO Box 856), South Yarra, Victoria 3141, Australia. Email: db aebigpond.com 


Salary up to £50, 000 


pe ate, and in d to make them work aba Wouid you like to have an ir 





f markets and. the competition within them. They d are typically ae for setae and analysing information on the markets relevant to 
an inquiry. assessing: the .effect-of the merger or the market features under investigation, and then drafting the relevant chapters of ti 
Commission report. The; tempers o the Sore an are responsible for drawing conclusions, but they will be guided by. the 
economists’ contributions. - Ue Pu E 


—. Skills and experience heeded 
Successful applicants should demonstrate: ^ . . 
-* a strong track record as a professional economist): 
“ea relevant background and keen interest in competition economics, 
e the ability to explain economic.issues to non-economists, including good drafting skills, and 
e the capacity to. work well with diverse inquiry teams under the direction of the Commissioners. 


E Experience i in compétition economics or the theory of the firm would be an advantage. 
^ Practical details H | 


The Competition Commission is currently situated in Carey Street WC2 behind the LSE, but is scheduled to move to magnificent new premises e 
in Bloomsbury Square, Holborn, in 2003. Successful candidates will become a member of the Government Economic Service. Hu 


Further details about the Competition Commission can be obtained from our web site : www. CO pSHOn Commiesron-onu ue : 
To discuss the job please contact Amanda Rowlatt, Chief Economist at the Competition Commission, 





on 020 7271 0217. wht 
To apply, please send us a c.v., application form (availabie on the web site) and a covering letter explaining Oe n 
why you are applying and how your skills and achievements relate to the job requirements. These should BA ie 
be sent to Katrina Hunter, HR Assistant, The Competition Commission, New Court, 48 Carey Street, j ‘ jt 
London WC2A 2JT. The closing date for applications is 24 March 2003. Si s > 


The Competition Commission is committed to a policy of equal opportunity and welcomes applications from suitably qualified people irrespective 
of religion, gender, disability, race, age, marital status, or sexual orientation. All applications for employment are considered strictly on rerit. 
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TERTIARY EDUCATION COUNCIL 
i c/o Ministry of Education, Private Bag 005, Gaborone, Botswana 
TEL: (267) 3655400, FAX: (267) 3658458, TELEX No: 2944 
















BOTSWANA TERTIARY EDUCATION COUNCIL (TEC) 
EXECUTIVE SECRETARY 


ipplications are invited for the position of Executive Secretary for the newly established Tertiary 
3ducation Council (TEC). TEC is an autonomous Body established under the Tertiary Education 
l Aet of 1999, fts activities focus on the overall formulation of policy on Tertiary Education and 
; © Training. It shall be responsible for the promotion and coordination of tertiary education, and for 
I othe determination and maintenance of standards by ensuring that quality assurance procedures are 

cm place. It also regulates Public and Private Tertiary Education and Training institutions and 
. advises the Government accordingly. 


1 LOCATION: Gaborone 
dM ; QUALIFICATIONS AND EXPERIENCE 


The ideal candidate must have a Post Graduate Degree or any other relevant degree qualification 

| with a strong record of delivery of services and achievement at management and leadership levels. 

]. Must have proven experience in professional leadership. supervision, administration and 
5 management at senior level in government or private or parastatal organisations. 

















“The successful candidate should have the ability to lead and motivate a high calibre professional 
1 team. The Candidate should also display a high level of oral and written communication and 
1 ; excellent negotiation skills and clarity of analysis and presentation for both technical and non- 
F technical audiences. Knowledge of computer applications is essential. 


MAIN PURPOSE OF THE JOB: 


hé Executive Secretary shall, subject to such directions on matters of policy as may be given by 
; Council, be the Chief Executive Officer of the Council and shall: be responsible for managing 
affairs of the TEC; develop resource allocation and utilization models and coordinate the 
aration of annual budgets of public tertiary institutions: coordinate planning and provision of 
cal facilities for public tertiary institutions: review the needs of the labour market and plan for 
'Oduction of human resources to meet these needs in consultation with Government and other 
holders; perform all other functions which the TEC is mandated by the Act to undertake; 
sit staff of the TEC in accordance with approved Terms and Conditions of Service; draw up 
ecumentation needed for carrying out the functions of the TEC. 


DUTIES: 


“Reports to the Chairperson of the Tertiary Education Council and will be responsible for the 
overall day to day management and direction of the Agency in a visionary and exemplary manner. 























Receives and reviews budgets of Public Tertiary Education and Training Institutions and make 
recommendations to the Government. 

Provides management competences and skills required for capacity building of the Agency. 

4. Manages the financial Resources of the Agency in a corporate like manner. 

Guides, in consultation with other relevant stakeholders, the development of credible strategies 
‘for the production of Human Resources in accordance with the needs of the Country. 
Performs any other duties assigned by the TEC. 

COMPETENCES: 

Knowledgeable and skilled with creative intellectual leadership needed in guiding the delivery of 
ervices of Public and Private Tertiary Education and Training Institutions. 


JURAT ION OF CONTRACT: 
rhe duration of the contract shall be 3 — 5 years. 
LE MUNERATION 


TEC offers an attractive remuneration package and fringe benefits. The Council will negotiate the 
etails of the remuneration package with the successful candidate. 


APPLICATIONS: 
| cInterested. candidates should submit letter of application outlining compliance with the above 
] qualifications and an up to date Curriculum Vitae. Candidates should submit evidence of academie 


] qualifications and the names, addresses, email, fax and telephone numbers of three referees, 
€ including that of the current employer or immediate supervisor, where applicable. 


: : Applications should be sent to the following address:- 


Us TEC Interim Secretariat 
7 Attention: Mr E.K Moletsane 
] Ministry of Education 
Cos Private Bag 005 
c5: Gaborone Botswana 
Courier Address and Hand delivered Applications: 
Ministry of Education Building 
2nd Floor, Block 6 
ioy Office: EIG 
Tan, Government Enclave 
“> Telephone: +267 3655439/+267 3655440 


9. applications wil] be accepted through Email or Fax 


Closing date is Monday 31 March 2003 at 1800 
Botswana Date & Time. 


Applications received after the closing date will NOT be considered. 


"or enquiries and additional information contact: Kgomotso Motlotle kmotlotle@gov.bw /Ms 
Asureen Mojadife mmojadife@ gov.bw /Ms Caroline Sethebe csethebe @ gov.bw 
Telephone: 4267 3655430/4+267 3655440/4267 36555043 Fax: +267 3655458 


Applicants should inform their referees to send their references directly to the TEC Interim 
cretariat at the above address. It is the responsibility of Applicants to ensure that their Referees 
ubmit the References to meet the deadline. 





















Goldman Sachs enjoys a global reputation as one of the world's 
leading investment banking and securities firms. This reputation is 
built upon the skills, creativity and dedication of our people and it can 
only be maintained with a commitment to recruiting the best person 
for every job. Our Economic Research group now seeks to appoint 
two Associate Economists to join the Hong Kong and Japan-based 
economics team covering Asia. 


ASSOCIATE ECONOMIST 


As an Associate Economist, you will be expected to assist the Senior 
Economists to carry out economic analysis on issues of significance 
in Asia, You should have an excellent academic record, including an 
undergraduate, and preferably a post-graduate, degree in 
economics. Strong quantitative and computer skills are essential. 
Ideally, you should have approximately three years of research 
experience gained within a recognized research institute, financial 
services group, government department, or international agency. 
Experience in Asia would be beneficial. 








The position requires fluent written and spoken English and 
knowledge of an Asian language(s) would be advantageous. 





To apply, please email your resume, complete with cover letter, 
to asia.recruitment@gs.com. The subject line of your email 
should be: 'GIR3232 - Your Name’. 


Deadline for applications is March 21, 2003. Only shortlisted 
candidates will be notified. 















Goldman 
Satis 


Goldman Sachs is an Equal Opportunity Employer 


SOCIAL SECURITY ADVISORY COMMITTEE - 
COMMITTEE MEMBER 


Established in 1980, the Social Security Advisory Committee (SSAC) is responsible 
for giving advice to the Secretary of State for Work and Pensions about a wide 
range of social security matters, including the links with labour market and wider 
social welfare issues. it has the power to scrutinise proposals for secondary 
legisiation, and its reports on proposals are published by the Secretary of State. 


The Committee's membership takes in both people with specific knowledge of 
social security policy, law and operations, and those with broader interests in 
social welfare policy and related fields. The Committee is independent of 
Government, the Department and sectional interests, and has a strong track 
record in offering informed, expert advice. Appointed by the Secretary of State, 
and supported by a small secretariat, members of the Committee have the 
opportunity to contribute to a programme of work covering both the detailed 
workings of social security provisions, and the wider sweep of policy. Posts are 
part-time (the Committee meets once a month in London, but Members are 
expected to take part in up to a day per month of other activities, whenever 
possible), and fees and expenses are paid. 


Although members serve in a ‘generalist’ capacity, on this occasion we are 
looking to recruit someone with knowledge of the economic context in which 
the social security system operates. ideally you should have a good 
understanding of both the funding and the structure of the system. Politica! 
neutrality, discretion, commitment to engaging in all aspects of the Committee's 
remit, communication skills and the ability to work as part of a team are also 
requirements for this post. 


Information on the Committee and its work plus application forms can be found 
on our website www.ssac.org.uk. Forms can also be obtained by contacting the 
Committee Secretary, Gill Saunders, phone: 0207 412 1506, email: 
ssac@dwp.gsi.gov.uk. The deadline for applications is Friday 21 March. 


Further vacancies may arise later in the year, and expressions of interest in these 
posts are also invited. Applications are welcome fram members of ethnic 
minorities, people with disabilities and both men and women. SSAC is 
committed to the principles of public appointments based on merit, independent 
assessment and openness, with transparency of process. 
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Special report Dealing with Iraq 


The quality of consensus strained 


Argument, sniping, arm-twisting: it all moves back to the Security Council 


HE campaign by President George 

Bush to see Iraq disarmed of weapons 
of mass destruction, come what may, has 
always had many fronts other than the 
military one. On February 26th, Mr Bush 
sought to quiet criticism that his deter- 
mination to deal with Iraq was leading 
him to neglect two equally thorny pro- 
blems: how to advance peace between Is- 
raelis and Palestinians, and what to do 
with Iraq after a war that may be only a 
matter of weeks away. On the first, he 
made rather general promises; on the sec- 
ond, he sounded a much bolder note as a 
liberator, democrat and nation-builder, 
nota conqueror or bully (see page 34). 

Whether or nothe manages to appease 
his critics on these points, Mr Bush facesan 
uphill struggle to achieve his other imme- 
diate objective: getting a second resolution 
through the United Nations Security 
Council. Governments of many countries, 
including Britain, his close ally in both 
arms and diplomacy, would prefer to have 
such council backing, if only to persuade 
reluctant publics and rebellious parlia- 
ments that military action to disarm Iraq 
would be justified. 

Neither Mr Bush nor Mr Blair feels 
much need for extra legal cover. The UN’s 
Resolution 1441, passed unanimously in 
November, promised "serious conse- 
quences” if Iraq failed to take this “final 


opportunity" to disarm: diplomatic lan- 
guage understood by everyone, at the 
time, to mean that an Iraqi refusal to com- 
ply would be met with force. However, Mr 
Bush too sees the value, politically and 
diplomatically, of working for as much UN 
consensus as possible, if only to make it 
easier for other countries and organisa- 
tions to join in the reconstruction of Iraq 
once any war is over. 

To that end, on February 24th the Un- 
ited States, Britain and Spain jointly tabled 
a draft resolution that they hope will come 
to a vote shortly after Hans Blix, the UN’s 
chief weapons-inspector for Iraq, next ad- 
dresses the Security Council on March 7th. 
The resolution, which reminds everyone 
that Saddam Hussein was given his final 
opportunity to disarm last November, and 
concludes that he has "failed to take that fi- 
nal opportunity", has been deliberately 
pitched to draw as much support as possi- 
ble. Even those who doubt the wisdom of 
fighting a war about it would not argue 
that Mr Hussein has yet done what was 
asked of him. To pass, the resolution needs 
to attract nine votes from the 15-member 
council and no vetoes from its permanent 
members (who, apart from America and 
Britain, include France, Russia and China). 
That still looks a tall order, on both counts. 

This should really be seen as “an up 
and down vote on whether or not the Se- 
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curity Council is going to reinforce Reso 
tion 1441," argued Condoleezza Rice 
Bush's national security adviser, 
week. But although that resolution pu 
onus squarely on Iraq to disarm, noton 
UN’s inspectors to catch him cheating, 
eral governments, including that of Fr 
have since backtracked. Although Britain 
prime minister, Tony Blair, this week de 
clared it “absurd” to expect the inspecto 
to be able to diasarm Iraq without it 
proper and full co-operation, Germany’ 
Gerhard Schréder and France’s Jacque 
Chirac emerged from a meeting in Berlin t 
say the opposite: that inspections cot 
still disarm Iraq peacefully. "We see nor 
son in this context to change our logic, 
which is the logic of peace, and switch to 
the logic of war,” they added. cu 

Indeed France, whose determination to. 
block UN approval of American action 
against Iraq has split both the transatlantic 
alliance and the European Union, has im 
plied it might use its veto. That, said Amer 
ica's ambassador to France this wee 
would be considered "an unfriendly a£ 
Akin to a bullet in the back, agreed on 
Mr Chirac's worried parliamentary a 

So far, the only certain No vot 
Syria's. But this week France, backec 
Germany and so far by Russia too, put 
ward a “memorandum” which, it hopes 
will block any chance of council suppor 








‘for military action by instead winning 
agreement to extend inspections in Iraq for 
at least four months more. Although the 
paper acknowledges that inspections 
"cannot continue indefinitely", it calls for 
inspectors to be given more help, and for 
Iraq to be given a list by March 1st of things 
it must do-something inspectors have 
avoided in the past, since it removes, in ef- 
fect, the obligation on Iraq to disclose fully 
all aspects of its hidden weapons pro- 
grammes. 

If France could stir up enough opposi- 
tion to the new draft resolution, it could 
hope to defeat it in the Security Council 
without having to use an "unfriendly" 
veto. Might it manage to achieve that? Of 
the remaining council members apart 
from America, Britain and Spain, only Bul- 
garia has thrown its full weight behind the 
draft resolution so far; China has been ha- 
vering; Mexico is dithering (see page 39). 
That still leaves Angola, Cameroon, Chile, 
Guinea and Pakistan to play for, and both 
sides have been lobbying them hard. 

Might the inspectors make up their 
minds for them? Mr Blix has been keen not 

to seem to turn down the extra help that 
France and others want to give him. But he 

has emphasised in the past that it is not his 
job to play cat-and-mouse with the Iraqi 
regime, and that no number of inspectors 
can substitute for Iraq's willingness to co- 
operate in its own disarmament. That 
seems unlikely to happen at this late stage, 
though both America and Britain are still 
taking care not to be seen to rule it out. 

Mr Hussein, meanwhile, is considering 
what to do about a letter from Mr Blix de- 
manding that by Saturday he start destroy- 
ing his al-Samoud 2 rockets and several 
hundred illegally imported missile en- 
gines. The inspectors have determined 
that the rockets are capable of flying be- 
yond the 150km limit the uN has imposed 
on Iraq's missiles. But Mr Hussein seemed 
to indicate in an interview with cBs News 
this week that he might refuse. "We do not 
have missiles that go beyond the pro- 
scribed range," he insisted. No doubt the 
Iraqi top brass, fearing a war, would like to 
hang on to such weaponry. But Mr Hus- 
sein also knows that a refusal to comply 
would go down badly even with countries 
that have been reluctant to endorse the use 
of force against Iraq. 

Perhaps hoping to mollify any harden- 
ing opinion, Iraq has sent the inspectors 
six letters including extra information (its 
officials say) to back up its claims to have 
destroyed chemical and biological weap- 
ons unilaterally after the last Gulf war. It 
has also reported recovering a bomb con- 
taining unspecified "liquid" from a site 
where it says biological weapons were de- 
stroyed. What it has not provided is the 
mass of documents that inspectors have 
always suspected exist in government 
files. Those will tell a fuller story about 
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what Iraq did with the illicit weapons it 


produced, and in what quantities it pro- 
duced them. 

For Iraq, persuading the world that it is 
worth continuing with inspections, how- 
ever slowly it ekes out its co-operation 
with them, is its main diplomatic line of 
defence against a war. Yet it is hard to ar- 
gue, as the French memorandum on rein- 
forced inspections did this week, that in- 
spections are currently working “without 
hindrance". When he next reports to the 
council, Mr Blix will no doubt explain 
where Iraq has co-operated and where it 
has not. But one thing he has never for- 


The Kurds, Iraq and war 
Sitting ducks? 


CHAMCHAMAL AND KALAK 


Preparations for war in northern Iraq 


ISH agents and traders who pass 

through the checkpoints at Cham- 
chamal and Kalak, the nearest Kurd-con- 
trolled points to Kirkuk and Mosul, 
report back on Saddam Hussein's prepa- 
rations for defending the two northern 
cities. Kirkuk, which the Kurds briefly 
seized at the end of the Gulf war, has oil, 
as does the area round Mosul, which 
also controls a vital pipeline. Mr Hus- 
sein, says one Kurdish informant, is turn- 
ing the towns into vast human shields. 

According to these reports, residents 
have been ordered to stock up on food; 
once the fighting starts, those who ven- 
ture outside will be shot. The army has 
put anti-aircraft batteries on the roofs of 
apartment buildings, while Baath Party 
and intelligence offices have been 
moved to secret places. Some say that 
Kirkuk's oil wells have been mined. In 
Kirkuk, the Iraqis are said to have built 
bunkers in Kurdish areas and are man- 
ning them with a home guard, report- 
edly of press-ganged locals. Mosul has a 
similar home-guard force. 

The ruling factions in the autono- 
mous zone, the PUK and the Kp», have 
had to promise the Americans and Turks 
that, this time, they will not make a 
lunge for either Kirkuk and Mosul. Tur- 
key, in particular, is greatly concerned to 
prevent the oilfields from falling into 
Kurdish hands. 

Even so, once the cities have been 
taken by the Americans, the PUK and the 
KDP intend to encourage tens of thou- 
sands of Kurds, expelled under Mr Hus- 
sein's policy of Arabisation, to return 
and reclaim their homes from the Arab 
Iraqis now occupying them. A smaller 
number of Turkmen, in whose welfare 
Turkey expresses fraternal interest, in- 
tend to do the same. Civil war could en- 
sue, providing Turkey with yet another 


mally asked the council foris more time for 
inspections. Whether that can really make 
the difference in disarming Iraq is some- 
thing he would evidently prefer council 
members to decide for themselves. 

Though both France and Russia have 
left themselves room to change their 
minds on the issue (as Germany has not), 
they now have little time in which to do it. 
Both America and Britain continue to in- 
sist that if the council refuses to enforce 
Resolution 1441, they will do so, and 
quickly too. The chances of keeping the Se- 
curity Council united behind them look 
perilously slim. @ 
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pretext to intervene. Around Mosul, 
where three Kurdish tribal chiefs support 
Mr Hussein, Kurds may kill each other. 

If or when war breaks out, a mass ex- 
odus from Kurdish cities to the hills is ex- 
pected. PUK and KDP officials are 
starting to warn people about Iraqi 
chemical attacks. But requests for gas 
masks and other protective equipment 
have been deferred by America and the 
EU, wary that help will imply political 
recognition. Foreign NGOs, reluctant to 
give the impression that war is inev- 
itable, are not helping either. 

Historically accustomed to isolation, 
Kurds wince at reports that Turkey, far to 
the north, is to receive early-warning air- 
craft and chemical-weapons defences 
from its NATO partners. Those same 
Turks, according to Kurdish officials, 
have vetoed Kurdish requests for defen- 
sive weapons. Local reports suggest that 
Iraqi missiles, possibly Scuds, have been 
brought to within easy range of the 
main towns in the autonomous zone. 
The Kurds, says a foreign-aid worker, are 
sitting ducks. 














Turkey and the United States 
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The end of the dance 
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Turkey gets cash and a handle on the Kurds; America gets a free hand 


T WAS a question of choosing the lesser 
of two evils. Should Turkey side with 
Americain a war against Saddam Hussein, 
or not? After months of prevarication, the 


.. ruling Justice and Development Party, in 


close consultation with the country's pow- 

erful generals, has reluctantly concluded 
that it is in Turkey's best interests to stick 
with its closest and most powerful ally. 

On February 25th, the government 
handed a motion to parliament to allow 
the deployment of 62,000 American com- 
bat troops from Turkish soil into Iraq (an 
unspecified number of Turkish soldiers, 
perhaps as many as 40,000, will also go 
into Kurdish-controlled northern Iraq). 
The government had not yet struck a final 
deal on a package from the Americans that 
would cushion the effects of a war on Tur- 
key's wobbly economy, and had reached 
no precise agreement on what the Turkish 
army will do in the mountains of northern 
Iraq. In effect, it had given in to America's 
unrelenting pressure. 

The parliament, where the ruling party 
(better known as AK, initials that spell 
"clean" or "white" in Turkish) has a firm 
majority, was expected to vote on the mo- 
tion by February 28th, as The Economist 
went to press. Despite divisions within 
. Ax-many of whose members, including 
— the party chairman, Tayyip Erdogan, and 
the prime minister, Abdullah Gul, began 
their political careers in a party that was 
vigorously Islamist and hardly pro-Ameri- 
can—the bill was expected to pass. 

If it does, the Pentagon's planners will 


have secured the greatest strategic prize of 
all in their campaign to overthrow Sad- 
dam Hussein. Using Turkey as a spring- 
board, thousands of American troops will 
be able to pour into northern Iraq, where 
they can open a second front against their 
Iraqi adversaries. A northern front should 
not only accelerate victory and reduce the 
number of American casualties, but will 
enable the Americans to take control of the 
oilfields around Kirkuk and Mosul. A swift 
enough takeover of the oilfields would 
prevent an attempt by the Iraqi leader to 
blow them up, and stop the Turks and 
Kurds from arriving there first and getting 
into a fight for them. Not least, with Turkey 
on their side, the Americans hope to prove 
to the broader Muslim world that this is a 
war against Saddam Hussein's brutal poli- 
cies, not against Islam. 

What will Turkey gain? The ax’s lead- 
ers have had huge trouble explaining that 
part to alargely anti-war public. Most polls 
show well over 90% of Turks opposed to a 
war with Saddam. Bulent Arinc, the fiery 
AK speaker of the parliament-who, to- 
gether with millions of other Turks, flicks 
hislights on and off every nightat 8 o'clock 
by way of protest-has been threatening to 
sit on the bill until a second UN resolution 
is passed. The president, Ahmet Necdet 
Sezer, commented this week that "the real 
cost of war will be fully understood when 
corpses start coming home." 

It is the economic cost to Turkey that 
troubles officials most. Turkey is only just 
beginning to shake off the effects of a two- 


year recession in which the valu 
lira fell by half and thousands of’ 
their jobs, 301,000 in the latest qu 
alone. One of the country's rare 
rency earners, the tourist industr 
ready been hit by the looming confli 
with bookings for this year cancelled 1 
the thousands. All in all, the Union of Tu 
ish Chambers of Commerce reckons t 
war will cost the country $16 billion. © 
From the generals’ point of view, the 
bigger threat is what happens in northern. 
Iraq. They are convinced that the Iraqi 
Kurds’ "secret agenda”, tacitly blessed by 
America, is to declare their independence 
once Mr Hussein has been overthrown, 
and that Turkey's own Kurds will then try. 
to join them. That is why they are insistin, 
on sending tens of thousands of Turkish 
troops into the Kurdish partoflraq. ^. 
With the Bush administration appar 
ently determined to take on Saddam, Tur 
key’s economy is set to suffer in the sh 
term anyway. Better, then, to shake ha 
with the Americans and get some mor 
And better still if the Americans agree 
Turkish troops into northern Iraq, toget 
with a solid promise that the Unite« 
will not back Kurdish independence 
That is what the AK governm 
been holding outfor during weeks of te 
negotiations. In the event, the U 
States has agreed to give Turkey $6 b 
in grants and $24 billion in loan gu 
tees. The last remaining hitch was that 
key, as of February 26th, was still resist 
American demands that the package 
supervised by the iMr. And, amid crie 
betrayal from the Iragi Kurds, the Am 
cans have also bowed to Turkish de 
to set up a cordon sanitaire, perh 
deep as 40km (25 miles), inside no 
Iraq. (The Americans have agreed to 
and disarm the Kurds in the presenc 
the Turks, who wanted to take charge of 
this themselves.) A final Turkish conditio 
at which the Americans balked, was t 
everything should be put in writing. 
This long wrangling, which has le 
sour taste in American mouths, has none- 
theless reinforced the feeling of most Tur 
that AK has done its best to protect the n. 
tional interest. But worrying questions t 
main. What if the Iraqi Kurds make goo 
their threat to resist the Turkish troops? Th 
Kurds may be no match for the Turkish 
army, but they could still bog them down. 
in another guerrilla war, aided and abe 
ted by the 5,000 or so Turkish-Kurd fighters 
based in their territory. z 
And what of relations with Europ: 
Since France and Germany are still o 
posed to war, though many other E 
ans are not, will Turkey's collaborat 
with America poison its chances of join 
the European Union? The Turks can on 
hope that a swift American victory will 
put paid to headaches like that~a victot 
made easier, of course, by Turkey's help. . 




































































































DESTINATION: EXOTIC THAILAND 


Banyan Tree Golf Laguna Phuket: a course renown for its beautiful scenery and warm lagoons of water. 


NATURAL PARADISE 


The APEC forum 2003 offers delegates from around the world the chance to relax and enjoy 
the facilities and activities best found in the Land of Smiles. 


For the thousands of delegates 
descending on Thailand for the Asia 
Pacific Economic Cooperation (APEC) 
forum 2003 there's an ideal 
opportunity to combine business with 
pleasure. 

In many ways this combination 
was central to why Thailand was 
chosen as the host for the event this 
year. 

An array of international-standard 
convention and meetings facilities 
twin with a wide variety of five-star 
hotels, on the one hand. While on the 
other, top class golf courses and spa 
facilities, sprinkled throughout the 
country at all the major meeting 
locations, perfectly compliment a 
hectic business schedule. 

The event, which is being held from 
February to October 2003, brings 
together business leaders and senior 


- 





The Spa Experience: relaxing in the pool at the Evason 
Resort and Spa in Phuket is a great way to make new friends 
and revitalise your body. After a cooling dip you can explore 
more of tropical Thailand, or contemplate another massage 
or beauty treatment at one of the many resort locations 
across the country 





government officials from 21 different 
countries worldwide, all of whom are 
well placed to take advantage of their 
time in this tropical paradise. 

During an event of this calibre, the 
country offers unrivaled facilities for 
relaxation and sporting fun, with golf 
and spas topping the list. 

Thailand has always been known 
for its wonderfully calm and tranquil 
atmosphere, and in one way these two 
popular activities seem to have 
collided and settled in their most 
natural home. 

The success behind golf and spas 
is due to many of the same factors that 
have made Thailand one of the great 
travel success stories, with high quality 
facilities smoothly inter locking with 
a genuine service oriented culture. 

Add to that the country's dreamy 
scenery, balmy climate and slew of 





exotic seaside resorts and mountain 
hideaways and you start to understand 
why Thailand is a truly world-class 
destination. 


(CHAMPIONSHIP GOLI 





There is no better way to find 
this out than to play a round or two 
on one of Thailand's glorious layouts. 

However, unlike tennis which has 
ballooned in popularity on the back of 
rising tennis super star Paradorn 
Srichaphan's deeds, golf in Thailand 
was already in great shape before the 
rise of Tiger Woods. 

The first 18-hole layout, Royal Hua 
Hin, was built in 1924, but it wasn't 
until the booming years of the 1990s 
when around 80 per cent of the 
courses were created that the game 
really started to take off. 

Quite the legacy - and one now 
very much appreciated by avid golfers 
and holidaymakers alike who can tee- 
off at one of the 90 championship 
layouts around the country. 

Course designer names read like a 
whose-who of golf legends, with Jack 
Nicklaus, Arnold Palmer and Nick 
Faldo heading the fray. 

A round in Thailand is really unlike 
anywhere else in the world. Brightly 
clad caddies, trained with deadeye 
green reading accuracy, drive you 
round in golf carts with refreshment 
stops at every third hole. And, as for 
the clubhouses, they are more like 
hotels, with five-star service and 
facilities. 

Imagine a year-round climate 
where the temperature fluctuates 
between 28 to 34 degrees centigrade, 
a price that is up to 20 times less that 
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Well maintained greens and balmy conditions are one of 
the many advantages of golfing in Thailand year-round 


Japan or Europe, and freely available 
tee times, and you'll be dusting off 
your clubs in no time. 


HOLISTIC RETREATS 





A visit to a Thai spa is the 
chance to immerse your self in sheer 
self-indulgence. Whether after a round 
of golf or simply as a pure pleasure 
unto itself, spas are an unforgettable 
experience. 

What began as an ancient tradition 
has developed into a sophisticated 
therapeutic industry serviced by top 
professionals. And, as it has grown, so 
too has Thailand's reputation as a spa 
destination. 

The origins of spas and massage 
can be found clearly in the traditional 
roots of Thai culture. 

A massage to restore balance 
among the elements — a herbal sauna 
to cleanse and rejuvenate the body — 
a natural aromatic pack to calm nerves 
and redirect energy. 

It all sounds very new age, but in 
Thailand natural therapies have been 
part of daily life for centuries when 
herbalists filled the dual role of doctor 
and pharmacist. 

Nowadays spas and massage have 
become synonymous with a healthy 
and productive lifestyle. And, in just 


\dvertisement 


six years the country has become 
known as the home of spa and holistic 
treatments with internationally 
recognised facilities peppering remote 
and peaceful locations. 

Numerous luxury facilities are 
available where visitors can enjoy 
relaxing treatments such as herbal 
facials, body scrubs, foot massages and 
aromatherapy, enhancing their sense 
of well-being. 

Top spas can be found in all the 
premier tourist destinations, such as 
Bangkok, Pattaya, Phuket, Koh Samui, 
Hua Hin and Chiang Mai, as well as 
in many other colourful and cultural 
areas throughout the country at fine 
hotels and resorts. 

Thailand is ready to treat APEC 
delegates to a whole range of relaxing 
activities that will ease away the strains 
and stresses of the day and make their 
stay in the Land of Smiles all the more 
memorable and worthwhile. 


For further information: 
AVARITIA GE 


www.tourismthailand.org 


www.experiencethailand.com 
www.thailandgolfparadise.com 
www.APEC2003.org 


Tourism Authority of Thailand 
1600 New Petchburi Rd., 
Makkasan, Rajatevee 


Banakok 10310, Thailand 


Tel: (66) 2250 5500 (120 lines) 
Fax: (66) 2250 5511 (2 lines) 
E-mail: center@tat.or.th 
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A global perspective meets the local landscape 


The International Finance Centre, Hong Kong's premier address. 
Where business reaches new heights. 


One step from the Hong Kong International Airport and a world 


without boundaries. Luxurious hospitality in the Centre's own 
Four Seasons Hotel. 


d e m" At the IFC, join other international corporations with a point of view 
ue N E! 1 from the top. Be connected to the world. 


international finance centre 


(852) 3110 3433 


connected to the world www.ifc.com.hk 








China 


Room at the top? 


BEIJING 


The National People's Congress convenes to complete China's leadership changes 


S CHINA prepares to complete its big- 
gest shuffle of top Communist Party 
and government posts since the 1970s, one 
leader's position remains barely changed. 
Even after he gives up the state presidency 
at the annual two-week session of the Na- 
tional People's Congress (NPC), which be- 
gins on March sth, Jiang Zemin will still be 
the country's paramount figure. But his 
supposed successor, Hu Jintao, may have a 
card or two to play as he struggles to assert 
some authority of his own. Whereas Mr 
Jiang's career has concentrated on nurtur- 
ing the middle class, Mr Hu presents him- 
self as a champion of the poor. 

It is too early to conclude that Mr Hu is 
deliberately distancing himself from Mr 
Jiang. It was only in mid-November that he 
replaced Mr Jiang as the party's general 
secretary. When Mr Jiang, who is 76, 
stepped down from the position, he made 
sure not only that other party elders 
(whom he saw as potential rivals) retired 
with him, but also that the newly consti- 
tuted Politburo was packed with allies. 

Lacking supporters in key positions, the 
60-year-old Mr Hu would be unwise to 
challenge Mr Jiang soon. Mr Jiang is all but 
certain to be reappointed as chairman of 
the state's Central Military Commission 
(CMC) at the upcoming parliamentary 
meeting. Although this position has little 
meaning-the state CMC exists only on pa- 


per-the appointment would indicate that 
he plans to hang on to his most important 
job, as chairman of the party's CMC, 
which makes him the armed forces' su- 
preme commander. The state and party 
CMCS are normally led by the same man. 

When the party's central committee 
met in November to endorse Mr Hu's ap- 
pointment as party chief, it also secretly 
agreed to "respect the advice of party el- 
ders" (party code for “obey Mr Jiang"). In 
the official media, Mr Jiang still receives 
more prominent coverage than Mr Hu, 
even though he is no longer in the Polit- 
buro. The Nec, China's parliament, is all 
but certain to promote Mr Hu to the presi- 
dency, in succession to Mr Jiang. Yet, since 
Mr Hu became party chief, there have 
been no reports of his visiting any military 
institutions, which suggests that Mr Jiang 
still guards his power in this field. 

But Mr Hu has not been eclipsed. The 
media have paid considerable attention to 
his two publicised forays outside the capi- 
tal since November, both of which were 
clearly aimed at transforming his image 
from colourless apparatchik to caring man 
of the people. The first visit, in early De- 
cember, was to Xibaipo, a rural area of He- 
bei Province, south-west of Beijing, where 
Mao Zedong and his communist forces 
based themselves before moving into the 
capital in 1949. 
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Xibaipo is a regular destination for 
leaders seeking to identify themselves 
with the party's revolutionary origins, but 
Mr Hu used the occasion to deliver a 
speech in which he mentioned the need 
for “hard struggle" and “plain living" more 
than 60 times. Then, in early January, he 
went to the frozen grasslands of Inner 
Mongolia, where he sat in a herder's tent 
and spoke of the need to help the poor and 
unemployed. “Hu Jintao is aiming to get 
the support of ordinary people," says one 
academic. 

Mr Hu's example has brought about a 
series of copycat visits to historic revolu- 
tionary sites and poor parts of the country 
by officials in many parts of China. At the 
end of January Wen Jiabao, who is ex- 
pected to succeed Zhu Rongji as prime 
minister at the forthcoming parliamentary 
meeting, went down a 720-metre coal- 
mine shaft in the bitterly cold north-east to 
join the mine's workers in celebrating the 
lunar new year. 

So far, atleast, Mr Hu seems to have the 
support of the man widely regarded as his 
biggest potential rival, Zeng Qinghong. Mr 
Zeng is a close ally of Mr Jiang's who was 
promoted to the Politburo's nine-member 
Standing Committee in November and is 
likely to acquire the additional title of state 
vice-president during the parliamentary 
session. Official newspapers and televi- 
sion tried to dispel rumours of rivalry be- 
tween the two men by showing them 
close together during the Xibaipo visit. 
Playing the public-opinion card may help 
Mr Hu to keep Mr Zeng in check. 

Mr Zeng, who is 63, may in fact turn out 
to be the party's best hope of reviving the 
limited political reforms that were aban- 
doned in 1989 after the crushing of the Tia- 
nanmen Square protests. In December, Mr ! 
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+ Zeng took over from Mr Hu as president of 
the Central Party School, an academy for 
top officials. There he is setting up a new 
research centre for political reform. He has 
also taken over Mr Hu's responsibility for 
party-organisation issues such as the selec- 
tion and promotion of officials, where he 
is keen to encourage more democratic pro- 
cedures. Mr Zeng has supported plans by 
Shenzhen, à port bordering on Hong Kong, 
to introduce reforms that would curb the 
party's power to interfere in what the gov- 
ernment is doing. 

But if Mr Hu wants to win the public 
approval that Mr Jiang never managed to 
acquire, he will need to work particularly 
closely with Wen Jiabao, who as prime 
minister will be responsible for overseeing 
economic policy. Mr Wen (currently a dep- 
uty prime minister) has considerable ex- 
perience in financial and agricultural af- 
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fairs, both areas that are in desperate need 
of reform if the country is to sustain the 
high level of growth needed to give work 
to the unemployed. Mr Wen, it appears, fa- 
vours more spending on education and 
health care in the countryside and more 
vigorous efforts to sort out the banking sec- 
tor, plagued by bad debts and corruption. 

But, with a swelling budget deficit, he 
will have few resources to play with. And 
for all the rhetoric that has been gushing 
out of the mouths of China's new leaders, 
little is in practice likely to emerge in the 
way of new plans to tackle the country's 
widespread corruption and the rapidly 
widening gap between rich and poor, be- 
tween urban and rural areas and between 
the booming coast and backward hinter- 
land. As one Chinese official puts it, “Peo- 
ple want more than just words." Doubt- 
less, they will be disappointed. m 


India's fundamentalist Hindus are inching towards their most cherished goal 


SEA of saffron robes, some 8,000 

Hindu holy men gathered in Delhi last 
weekend for the congress of the Vishwa 
Hindu Parishad (vHpP), or World Hindu 
Council. As the speakers whipped up the 
saddhus, they brandished their tridents, 
cudgels and axes, blew deafening blasts 
on their conch shells, and chanted “Jai shri 
Ram!"—victory to Lord Ram, Hinduism's 
model king and an incarnation of Vishnu, 
part of its trinity. This week the holy men 
trudged homewards, disgruntled. Victory 
had apparently eluded them. They are not 


alone, however, in thinking that it is with- 
in reach. 

The first battle is to raise a temple to 
Ram at his supposed birthplace in the 
town of Ayodhya, on the site of a 16th-cen- 
tury mosque demolished by a Hindu mob 
in 1992. Hindus claim that the Moghuls 
built the mosque on the ruins of an earlier 
temple marking the birthplace, as part of a 
sustained policy of replacing Hindu tem- 
ples with Muslim mosques. The 1992 clash 
set off one of India's worst bouts of vio- 
lence between Hindus and the Muslim mi- 





nority. But for many Hindus it was just one 
act in a drama that will inevitably end in 
the building of a glorious temple. 

A year ago, a group of Hindus planned 
to start its construction. A train carriage, 
carrying some of them home to the state of 
Gujarat, was set on fire in the town of God- 
hra and 58 died. Muslims were blamed; 131 
were charged this month as terrorists. In 
the retaliatory pogrom that followed, 
some 2,000 were killed. 

After the 1992 violence, the govern- 
ment took over the land around the site, 
whose ownership has been disputed in 
the courts since 1949. After last year's 
bloodshed, the Supreme Court banned re- 
ligious activity there. The vH» wants the 
ruling overturned, and insists the govern- 
ment hand over the surrounding land so 
that building can start. 

The Supreme Court is to consider the 
matter on March 6th. The government is 
equivocating. It is led by the Bharatiya Ja- 
nata Party (BJP), part of the same Hindu- 
nationalist “family” as the vH». The VHP 
argues that the BJP owes its power to the 
temple campaign, and that it is time it re- 
paid the debt. The BJP seems to agree. The 
government itself asked the Supreme 
Court to lift the ban, and its leading mem- 
bers publicly back the temple. 

In the meantime, vHP leaders fobbed 
off the faithful with a sit-in near parlia- 
ment in Delhi, a promise of nationwide 
agitation, and a hint that radar evidence 
now before the courts proves the mosque 
was built on a temple's ruins. But, even 
though the top men hope to achieve their 
aims legally, Paramhans Ramchandra Das, 
leader of the temple movement, à 93-year- 
old veteran of 70 years of the struggle, is 
unconvinced. He has set a deadline of 
March 25th for starting the work. 

There is also a political timetable. Four 
small states went to the polls on February 
26th, the latest in a series of important 
votes that culminate in a general election 
due next year. The BJP won an election in 
Gujarat in December by pushing a hard- 
line Hindu-nationalist agenda. That has 
encouraged greater activism over Ayodhya 
and other "Hindu" issues. More Muslim 
shrines are in the vHP's sights. There are re- 
newed calls for a national ban on the 
slaughter of cows, venerated by Hindus, 
and controversy over the hanging in par- 
liament, on February 26th, of a portrait of 
Vinayak Savarkar, a pre-independence 
Hindu-nationalist leader, one of whose 
followers killed Mahatma Gandhi. 

For C.P. Bhambri, author of three books 
on the BJP, all this is part of a process 
whereby “majoritarianism is institutional- 
ised". He sees similarities with the rise of 
the Nazis. That may be going too far; but 
the forces restraining the fundamental- 
ists—the BJP's moderates, its coalition part- 
ners and opposition state governments— 
are not putting up much of afight. m 
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Americans in the Philippines 


Back to the jungle 


MANILA 
New search for terrorists 


EVEN months after they left, American 

troops are on their way back to the Phil- 
ippines. Their task is the same as before: to 
help the Philippine army wipe out Abu 
Sayyaf, a gang of a few hundred kidnap- 
pers-cum-Muslim-militants on America's 
list of terrorists. They are unlikely to find 
the job any easier this time round.The con- 
stitution of the Philippines bars foreign 
troops from fighting on Philippine soil. So 
during last year's Balikatan exercise, as the 
deployments are known, the Americans 
could only "train, advise and assist" their 
Philippine counterparts. They did some- 
times go on patrol, but were allowed to 
shoot only in self-defence. In the end, 
American troops opened fire only twice in 
six months, and one of those times a sol- 
dier shot himself in the foot. 

During the new Balikatan, Pentagon of- 
ficials have hinted, American troops will 
be much more active, and may even get di- 
rectly involved in combat operations. The 
Philippine press pounced on this, accusing 
America of riding roughshod over the 
country's constitution. Many Filipinos are 
still bitter about the period of America's 
colonial rule, and consider the decision to 
close America's bases in the country in 
1991 a triumph. The Senate has launched 
two inquiries into the Balikatan exercise. 

Nonetheless, the government will 
probably press on with the deployment, 
perhaps as early as March. After all, there 
are already lots of American troops in the 
country, taking part in all manner of less 
contentious exercises. Last year's Balika- 
tan was popular with ordinary Filipinos, if 
not with Congress. The Supreme Court 
ruled that it was constitutional. 

It was not, however, very effective. 
Most of Abu Sayyaf's fighters simply de- 
camped from Basilan, the focus of the op- 
eration, to other islands in the Sulu archi- 
pelago. Only one of the group's top five 
commanders was killed. Even on Basilan, 
American officials admit, some Abu Say- 
yaf fighters remain, hiding in the jungle. 
Since the first Balikatan operation ended 
last July, the group has taken more hos- 
tages, to make up for those rescued during 
the exercise. It planted a bomb that killed 
an American soldier involved in another 
training exercise in the southern Philip- 
pines last October. 

This time, the exercise will focus on Jolo 
and other islands to which Abu Sayyaf's 
fighters are thought to have fled. Unlike Ba- 
silan's, the population of Jolo is purely 





Muslim, and much more suspicious of 
both the Philippine army and America. In 
1906, American soldiers savagely re- 
pressed a rebellion on the island. Local 
leaders, not all from Abu Sayyaf, have al- 
ready declared the forthcoming exercise 
an opportunity for revenge. Jolo's terrain is 
even less hospitable than densely forested 
and rugged Basilan. No wonder the Ameri- 
cans plan to deploy more than the 1,300- 
odd troops they sent on the previous Bali- 
katan, and to leave them longer. 

The biggest question is how the new 
deployment fits into the wider war on ter- 
ror. Abu Sayyaf has some curious ac- 
quaintances. When one of its bombs was 
being defused, the telephone number of 
an Iraqi diplomat was found, stored in a 
mobile telephone that was part of the de- 
vice. Still, the most alarming terrorist net- 
work in the Philippines is probably the 


New Zealand 





PHILIPPINES: 
Ju0 . —. | « 
“BASILAN ` 


-———— 





more sophisticated Jemaah Islamiah, said 
by the Indonesian police to have carried 
out last year's bombing in Bali. American 
officials argue that any campaign which 
helps to bring order to Sulu will under- 
mine terrorists of all stripes. True, perhaps; 
but if last year's Balikatan is anything to go 
by, itis a painfully slow process. 8 


One ring to bring them all 


Tolkien’s epic success for the Kiwis 


EW ZEALAND is doing its best to 

cash in on being the nearest place in 
the real world to Middle Earth, the set- 
ting for J.R.R. Tolkien’s “The Lord of the 
Rings”, and it seems to be having a fair 
degree of success. The number of visi- 
tors from North America alone in 2002 
was up 9.6% from 2001, to 205,289. 

The three films made from Tolkien's 
book (“The Fellowship of the Ring”, 
“The Two Towers”, nominated for six 
Oscars, and “The Return of the King”, to 
be released at the end of this year) were 
shot in New Zealand. The rugged South 
Island has taken a starring role, provid- 
ing the majestic back-drops for some of 
the films’ most dramatic sequences. But 
the whole country is feeling the benefits. 

Wellington, New Zealand's capital, in 
the more populous North Island, is the 
home of Peter Jackson, the director of 
the trilogy. The town's film industry, 
thriving on tax breaks and an educated, 
relatively cheap workforce, is doing so 
well that it has been dubbed Welly- 


wood. "The Last Samurai", starring Tom i 
Cruise, with a New Zealand volcano do- 
ing its best to look like Mount Fuji, is one 
of several epics being made there. 

The campaign to promote New Zea- 
land as a safe and green destination be- _ 
gan soon after the terrorist attacks on the 
United States. The first of the trilogy was 
just starting to draw in the crowds. Last 
December Helen Clark, New Zealand's 
prime minister, was in New York at the 
time of the premiere of "The Two 
Towers", promoting the charms of her 
faraway country. Pete Hodgson, the en- 
ergy minister, is now “Rings” minister as - 
well. A New Zealand website flags up a l 
“Land of the Middle Earth” tour. Te Papa, 
the country’s leading museum, has an i 
exhibition based on the epic. 

But not even New Zealand is free 
from worries about terrorism. This week 
letters containing cyanide were sent to 
several embassies. As Tolkien observed 
in his tales, you cannot escape fromthe — 
struggle between good and evil. | 
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“Higher education in Japan 
Scandal on 
the campus 


-TOkvo 
 Theneglectof serious study 


ANY of the students who applied for 

: admission to Sakata Junior College, a 
“university in Yamagata prefecture, in the 
- north of Japan, were from China. Not all of 
them intended to study. What they 
wanted was a visa that allowed them to 
¿work in Japan. Hard-up Sakata accepted 
their tuition fees and turned a blind eye 
when 60% of its 342 students failed to turn 
-up to do their studies. But when word 
-leaked out to the authorities, Sakata found 
_itself in serious trouble. Damaged by the 
scandal and on the verge of collapse, it has 
-stopped accepting applications for the 
-next university year, starting in April. 
Although Sakata’s conduct was inex- 
_cusable, it has to be said that neglect of se- 
rious study is a feature of other Japanese 
iversities. Passing the examinations to 
geta university place can be tough in some 
çases—the so-called “examination hell"— 
it once a student gets there the next four 
years may involve very little work. Even at 
“top universities, poor attendance often 
-goes unchecked. 
-— Lectures are monotonous and discus- 
“sions rare, say critics. Assignments are set, 
but essays, once handed in, may not find 
"their way back to students. "Even when 
e put a lot of effort into our reports, it's 
hard to figure out what the professors 
think of them as we usually don’t get them 
back,” says Ayako Ito, a fourth-year stu- 
dent at Waseda University. Corporate re- 
-cruiters complain about the falling quality 
of university graduates. 
= Student numbers for each university 
-are fixed by the education ministry. Just as 
- Other ministries protect the industries they 
- oversee, so too do the education bureau- 
_crats who superintend almost 700 univer- 
“sities, three-quarters of which are privately 
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run. Like companies struggling to reform, 
these universities are hampered by rigid 
labour laws that make it hard to fire incom- 
petent members of the staff. 

The government provides some money 
to universities, but the private institutions 
mostly meet their needs from tuition fees. 
Once these are paid, says Yutaka Moro- 
hoshi, a professor at Obirin University in 
Tokyo, some universities lose interest in 
their students. Alumni associations such 
as those in America and Britain that raise 
money for universities—and may keep an 
eye on teaching standards as well—are rare 
in Japan. Many college administrators do 
not inspire confidence, lacking even basic 
managerial skills, such as understanding a 
balance sheet. 

But, says Takafumi Goda, a director in 
the higher-education bureau at the educa- 
tion ministry, companies need to shoulder 
some of the blame for falling standards. 
Their policy has been to seek conscien- 
tious graduates who were willing to 
buckle down and obediently follow or- 
ders. But now, he says, Japanese business 
needs more enterprising folk; they might 
be able to put pressure on universities to 
keep up with changing times. 

They will have to. Because of Japan's 
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falling birth rate, by 2009, predicts Obun- 
sha, an educational publisher, the number 
of university applicants will match the 
number of places offered (see chart). In re- 
ality, there will be fewer applicants, since 
many students opt to take a year off if they 
do not get into the university of their 
choice. Mr Morohoshi reckons that as 
many as one in four universities may not 
survive the forthcoming era of fierce com- 
petition~which will include growing pres- 
sure from occupational training schools. 

Universities are getting alarmed. Some 
of the top ones have begun creating new 
departments that offer students a broader 
range of subjects, and more flexible 
courses. After the Sakata scandal the gov- 
ernment says it aims to monitor universi- 
ties more closely. It is no longer so rigid 
about curriculums, and hopes that this 
will persuade universities to start offering 
innovative new courses. In April next year, 
it plans to turn public universities into “in- 
dependent administrative corporations" 
that have more freedom to spice up 
courses, hire new professors and engage 
outside lecturers. From now on, says Mr 
Goda, universities will have to compete 
and be more creative if they seriously 
want to survive. B 
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Fighting on two (or more) fronts 


Four’s a crowd 


With estimates of the cost of a war in Iraq rising, and North Korea sabre-rattling, an 
old question has re-emerged: can the global policeman really do it all? 


OR a decade after the cold war ended, 

the Pentagon based its military plan- 
ning on the notion that America might 
have to fight two sizeable, overlapping 
wars in north-east and south-west Asia—in 
other words, against North Korea and Iraq. 
Iraq’s stubbornness and North Korea’s 
brinkmanship, just repeated in the latter’s 
firing of a missile into the Sea of Japan, 
have made the question of whether Amer- 
ica could do the two-war job sharper than 
ever. The short answer is “yes, but”. 

Given that America’s defence spending 
could soon equal that of the rest of the 
world combined, it may seem frivolous to 
ask whether it could defeat the obsoles- 
cent armies of Iraq and North Korea. Even 
the financial advantage does not convey 
the overwhelming pre-eminence that 
technology has conferred on America 
since the collapse of the Soviet Union. 

Pessimists point to the fact that in hu- 
man terms the American armed forces 
shrank between the death of the evil em- 
pire and the discovery of the axis of evil. 
The number of active-duty servicemen de- 
clined by about a third during the 1990s 
(see chart): itis now down to around 1.4m. 
Iraq's army has about 350,000 men (likely 
to be doubled or more by reserves) and 
North Korea has 1m regular troops (with 
millions more in reserve). Meanwhile, 
America's overseas commitments are al- 


most as demanding as ever. Plenty of 
American troops remain stationed in Ger- 
many and Asia (with 37,000 in South Ko- 
rea). They serve as "advisers" in various 
countries in South America, and help to 
keep the peace in Bosnia and Kosovo. 

All the same, if defeating Saddam Hus- 
sein and Kim Jong Il were the only big 
things America had to worry about, its ten 
army divisions, its three marine divisions 
and its overwhelming air power would be 
sufficient. The numerical superiority of 
the Iraqi and North Korean armies would 
be no compensation for America's vastly 
superior weapons. The Iraqi army is much 
weaker, in conventional terms, than it was 
before the Gulf war of 1991, when it was 
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routed. South Korea’s army, sniffed a 
the Pentagon’s war-planners, could pro 
bly hold off an invasion from the North- 
better—until the American cavalry arriv 

There would be difficulties. Just getti 
the troops to two conflicts that bega 
simultaneously would be tricky: th 
sembly of one invasion force in the 
has been a ponderous business. Inte 
gence-gathering equipment, such as.s 
satellites and reconnaissance air 
would be spread thin. The strain wo 
taken by America's reserves and its 
tional Guard, 168,000 of whose m 
have already been mobilised. Thi 
much of the unglamorous donke 
and the burden laid on their shoulder: 
grown as the full-time force has shrun! 

America would not necessarily winth 
two wars as swiftly and bloodlessly as 
doctrinal requirements of America's top 
brass suggest, and as ordinary Americans 
have come to expect. Even apart from its 
nuclear threat, North Korea's missiles and. 
artillery could do much damage in the 
South. Yet the Americans would still win; 
so the basic answer to the two-fronts ques 





. United States 


- tion is, yes, America can successfully fight 
Iraq and North Korea at the same time. 

The “but” has to do with the fact that 
merely ousting Mr Hussein and neutralis- 
ing Mr Kim would not be all America's 
generals had to worry about. For one 
thing, there would be the reconstruction of 
Iraq. On February 25th, General Eric Shin- 
seki, the army's chief of staff, predicted 
that lots of soldiers—maybe several hun- 
dred thousand—might be needed to feed 
the hungry and prevent internecine blood- 
letting. If other countries fail to share the 
burden, sustaining that sort of commit- 
ment would be enormously difficult for 
America even if the rest of the world were 
quiet. If American troops had to be di- 
verted to the Korean peninsula, it would 
probably be impossible. 

Such a large post-war presence would 
also bump up the financial cost of an Iraqi 
war-a growing worry for the White 
House. In the Gulf war of 1991, other coun- 
tries picked up much of the bill. This time 
America may have to pay as well as fight. 
This week the best guess for the cost of the 
war-including the aid offered to Turkey— 
jumped to around $100 billion, double 
Donald Rumsfeld's estimate in January. 

Another part of the "but" is the pro- 
blem that any wars against Iraq and North 
Korea should probably be counted as 
America's third and fourth wars. Its troops 
are already fighting a “war against terro- 


rism", and mopping up after the war in Af- 


ghanistan. Fighting two conventional ene- 
mies may be more difficult if you are also 
still grappling with the elusive al-Qaeda. 


Look behind you 

In theory, this was recognised, in 2001, in a 
reworking of the old two-war rule. It was 
then decided that the doctrine should 
change, given the crumbling state of the 
Iraqi and North Korean armed forces, the 
relative improbability (as it then ap- 
peared) of two simultaneous conflicts, and 
the emerging new threats to American se- 
curity. The Pentagon's new brief is to de- 
feat and overthrow one enemy swiftly, 
beat another one, and meanwhile be able 
to attend to sundry other contingencies. 

But this theoretical change has not, so 
far, made much difference to the structure 
of America's armed forces. That, some say, 
is the problem: those forces are still too 
much built for yesterday's wars, and not 
enough for tomorrow's. 

Take the Department of Defence's re- 
cent $380-billion budget proposal for 
2004, which would raise spending back 
up to the levels of late cold-war munifi- 
cence in real terms (a figure that does not 
include any provision for the costs of an 


Iragi war). The budget is supposed to ex- 


emplify the Pentagon's commitment to 
“transformation”—the buzzword for build- 
ing nimbler, better-informed armed 
forces, able to work together and project 


American power from a distance against, 
say, international terrorists. There is more 
money for transformational things like un- 
manned aerial vehicles. But as Andrew 
Krepinevich, a transformation advocate at 
the Centre for Strategic and Budgetary As- 
sessments, argues, the Pentagon is still 
spending too much on old-fashioned sys- 
tems, such as short-range tactical aircraft. 
Alower-tech and more immediate mili- 
tary worry is whether the country's politi- 
cal leaders can cope if several balloons go 
up together. Clark Murdock, of the Centre 
for Strategic and International Studies, ar- 
gues that the “scarcest commodity is the 
time and attention of senior leadership". 
In the second world war, leaders such as 
Roosevelt and Churchill coped with trou- 
bles on many fronts. But the flood of in- 


America's plans for the Middle East 





formation that now poursin (to electorates 
as well as to generals) has changed the na- 
ture of crisis-‘management. It may be 
harder to cope with several fights at once. 

How is the Bush administration doing? 
The commitment of more military “advis- 
ers" to help the Philippines tackle Abu Say- 
yaf, an Islamist terrorist group (see page 
31), seems partly designed to show that the 
administration can keep its eye on several 
things simultaneously. Against this, critics, 
such as Dan Plesch of the Royal United Ser- 
vices Institute in London, argue that Af- 
ghanistan "has dropped off the radar 
screens of the high political command". 
The White House has also been criticised 
for dithering on North Korea because it 
wants to concentrate on Iraq. And all this is 
before the fighting has begun. m 


Birth of a Bush doctrine? 


WASHINGTON, DC 


The president stakes out a claim of enormous ambition in Iraq and beyond 


T WAS not the Balfour Declaration or 

Churchill’s “iron curtain" speech. But 
President George Bush’s speech in Wash- 
ington, Dc, on February 26th had some- 
thing in common with those history-mak- 
ing pronouncements. It embraced a 
role-defining ambition for America and 
(as he put it) “the civilised world”: the 
transformation of the Middle East. 

While other countries debate the next 
stage in the countdown to war in Iraq, Mr 
Bush is pushing America to debate not 
merely what happens in Iraq after Saddam 
Hussein’s fall, but the ramifications of that 


Go forth and democratise 


event throughout the region over decades. 
In his speech to the American Enterprise 
Institute, a conservative think-tank, Mr 
Bush took what is almost the boldest pos- 
sible position on the three big questions 
raised by a post-Saddam settlement. 

For the past few weeks, the administra- 
tion has been debating two approaches to 
governing Iraq itself after Saddam Hus- 
sein. One, urged by the Iraqi opposition 
and Paul Wolfowitz, the deputy defence 
secretary, calls for the rapid establishment 
of a democratic system under a federal 
constitution. The other, more sceptical » 








* about prospects for democracy, proposes 
a longer transitional administration, per- 
haps run by the United Nations. 

These two approaches are not exclusive 
and Mr Bush did not rule out the second. 
Indeed, the Pentagon is setting up an Office 
of Reconstruction and Humanitarian As- 
sistance under a retired general, Jay Gar- 
ner, which would work with—or perhaps 
even form-the transitional administra- 
tion. But Mr Bush made clear where his 
preferences lie: "There was a time when 
many said that the cultures of Japan and 
Germany were incapable of sustaining 
democratic values. Well, they were wrong. 
Some say the same of Iraq today. They are 
mistaken. The nation of Iraq...is fully ca- 
pable of moving towards democracy." 

A democratic Iraq is only the start of Mr 
Bush's ambition. After the last Gulf war, 
his father used America's increased pres- 
tige to convene the Madrid conference, 
which led to the Oslo peace process. In his 
speech, the son for the first time linked vic- 
tory in Iraq to a renewed effort in the Mid- 
dle East. “Success in Iraq”, he argued, 
“could begin a new stage for Middle East- 
ern peace, and set in motion progress to- 
wards a truly democratic Palestinian 
state.” This is something that Tony Blair 
has been urging on him from the start. 

In June, Mr Bush called for an indepen- 
dent Palestine by 2005, provided the Pal- 
estinians acquired democratic leaders. In 
this speech he dwelt on the exemplary im- 
pact the fall of Mr Hussein might have in 
Palestine. “Palestinians who are working 
for reform and long for democracy will be 
in a better position to choose new leaders.” 
Still, this is the first time Mr Bush has pub- 
licly espoused the view that the road to Je- 
rusalem leads through Baghdad. And he 
added a demand that “as progress is made 
toward peace, [Israeli] settlement activity 
in occupied territories must end.” 

But the most ambitious part of Mr 
Bush's speech was his argument that “a 
new regime in Iraq would serve as a dra- 
matic and inspiring example of freedom 
for other nations in the region.” Sceptics in 
the State Department, Europe and the re- 
gion itself worry that an American inva- 
sion of Iraq would increase anti-Ameri- 
canism, boost Islamic fundamentalists 
and force authoritarian regimes to crack 
down on critics, rather than experiment 
with political reform. Mr Bush called pessi- 
mism about the Arab propensity to de- 
mocracy “presumptuous and insulting”. 

Of course, Mr Bush may be wrong. He 
may also risk putting America’s relations 
with Saudi Arabia and other Arab regimes 
under greater strain. But no one could ac- 
cuse Mr Bush of lacking ambition. His 
speech would-if translated into detailed 
policy-commit America to a course of 
seeking a Middle Eastern transformation 
that would engage his country, and the 
world, for decades. m 


Budget woes in the states 


A desperate gamble 


DOVER, DELAWARE 





Stuck in their worst fiscal crisis for 50 years, many state governments hope slot 


machines will bail them out 


se lights flash, the reels spin, and sud- 
denly the Jackpot Party slot machine 
starts spewing quarters. With an expert 
touch, Doris Bowman scoops them by the 
handful into her plastic beaker. It has been 
a good morning for the pensioner from 
Pennsylvania. She has won $140 in nickels 
and quarters, and it is not yet noon. 
Roughly once a month Mrs Bowman and 
her husband get up at 5am and drive more 
than two hours from their home in Penn- 
sylvania to the Dover Downs slot arcade in 
Delaware. “We don’t come down to get 
rich" she says, "It's a day out.” 

And so itis for the hundreds of punters, 
mainly older women, who patronise the 
2,000 video-slot machines at the Dover 
Downs racecourse. They sit for hours, 
feeding bills to machines called “Jackpot 
Stampede” or “Texas Tea” (which promises 
a “Big Oil Bonus”). Sometimes their hus- 
bands are upstairs betting on the horses. 
Mostly, the punters come only for the slots. 
Mrs Bowman spends a “little over $100” 
each time. Others spend much more. 

From Maine to Florida, America’s cash- 
strapped state governors are looking to get 
their hands on some of this money. More 
than a quarter of all states hope to intro- 
duce, or expand, these slots at the races—or 
"racinos" as industry insiders call 
them-as a way to boost their empty cof- 
fers. States receive a one-time licensing fee 
from the race-course operators as well as a 
big share of the slots’ proceeds. And that 
can mean a lot. Bob Ehrlich, Maryland’s 
governor, reckons that introducing 10,500 
slots at the state’s four racecourses will net 
the state government over $800m a year. 
(Maryland’s estimated budget shortfall 
next year is a record $1.3 billion.) 

The states are in their worst fiscal mess 
for half a century. The slowing economy 
and the collapse of the stock-market bub- 
ble have hit their revenues hard, while 
health-care costs have soared. Since Amer- 
ica’s states, with the exception of Vermont, 
are not allowed to run deficits, any pro- 
jected shortfalls must be covered by rainy- 
day funds built up in boom years, or 
plugged with tax rises or spending cuts. 
They are allowed to borrow for invest- 
ment projects, such as school or road con- 
struction, so they have some flexibility. 
This borrowing has tripled since 1999. 

According to the National Conference 
of State Legislatures (NCSL), the states have 
already tightened their general budgets for 
fiscal year 2003, which for most states ends 





Just what the governor ordered 


in June, by $50 billion or around 10%. Yet 
the shortfall is now $26 billion, having 
jumped 50% in the past two months. For 
fiscal 2004, the shortfall may be as high as 
$80 billion. California alone expects a $26 
billion hole to plug. Only three states— 
New Mexico, Arkansas and Wyoming-ex- 
pect their books to balance next year. 

As rainy-day funds run dry, states are 
facing increasingly tough decisions. Al- 
most 30 states have already introduced 
across-the-board spending cuts. And more 
are likely, particularly in health care, edu- 
cation and prisons. The cost-cutting plans 
range from releasing prisoners early (Ken- 
tucky) to cutting the school year by à 
month (Oregon). Twenty-four states, of 
which 13 have Republican governors, are 
considering higher taxes, mainly on ciga- 
rettes and alcohol. In this depressing envi- 
ronment slots promise fiscal nirvana: more 
revenue without raising taxes. 

That allure may prove misplaced. Put 
aside the fact that slot machines are a 
highly regressive form of taxation (since 
gamblers tend to be poorer than average). 
Ignore the costs they create, such as treat- 
ing gambling addiction. Even considered 
strictly as a revenue-raising measure, the 
proliferation of slots may bring states less 
money than they are hoping for. 

Much of the cash will simply be di- 
verted between states, in an increasingly 
fierce battle for gambling dollars. Pennsyl- 
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' vania, for instance, is keen to introduce 
slots to stop Delaware taking Mrs Bow- 
man's dollars. West Virginia, which al- 
ready allows slots, has threatened to bring 
in full casinos at its racecourses to keep the 
punters from Pennsylvania and Maryland 
coming. Moreover, as the number of raci- 
nos rises around the country, competition 
will eventually erode the industry's mo- 
nopoly profits and thus the states' ability 
to extract taxes. 

But what else can a cash-strapped gov- 
ernor do? Most of them have promised at 
some time not to raise taxes. Spending cuts 
are always politically painful, and the 
states' appeals for federal help have largely 
fallen on deaf ears. 

Even though this year's fiscal tightening 
at the state level will cancel out a hefty 
chunk of his own planned federal fiscal 
stimulus, George Bush has refused a big 
bailout for the states. He told the country's 
governors, assembled for a big meeting in 
Washington, pc, this week, that in effect 
they needed to deal with their problems 
themselves. Privately, administration offi- 
cials have little sympathy for the states' 
plight, arguing that many went on an un- 
sustainable spending binge in the 1990s. 


Who dealt the cards? 

In part, that criticism is fair. According to 
an analysis from the Cato Institute, spend- 
ing from the states' general funds rose at an 
average of 5.7% a year between 1990 and 
2001, twice as fast as the rate of inflation 
and faster even than the rise in federal-gov- 
ernment spending. From education to 
health care for poor Americans, the states 
expanded programmes and broadened el- 
igibility, even while they introduced big 
tax cuts. 

The states' imprudence, however, does 
not explain all the current mess. Some of 
the blame also lies squarely with Uncle 
Sam. From homeland security to educa- 
tion, Washington, DC, has a propensity to 
order states to provide services, but then 
not pay them to do so. For instance, the fed- 
eral governmentis supposed to pay 40% of 
the costs of education for children with 
special needs. In fact, it pays only 17%, leav- 
ing states to shoulder the rest. The states 
claim that Mr Bush is pulling off a similar 
fiddle with his landmark "No child left be- 
hind" education bill. 

If the federal government coughed up 
its due in all these areas, the states would 
get an extra $20 billion this year. Not sur- 
prisingly, that is where the governors are 
concentrating their lobbying. 

In the long-term, however, the states' 
fiscal health demands more radical mea- 
sures. In particular, it means an overhaul 
of Medicaid, the health-insurance scheme 
for America's poor that is jointly paid by 
the states and the federal government. 
Medicaid is already the states' fastest- 
growing expense. With health-care costs 


soaring and the population ageing, that 
will only get worse. 

The White House, to its credit, recog- 
nises the need to tackle Medicaid. This 
year's budget contains some quite radical 
proposals, mainly to devolve responsibil- 
ity forthe programme to the states. So far, it 
has drawn a lukewarm reception from the 
governors, who have also notably failed to 
come up with many ideas of their own. 
And that is a pity. For Medicaid reform is a 
much better route to fiscal health than 
hoping for a big win on the slots. m 


The Daley dynasty 
The city with a 
royal taste 


CHICAGO 
Young Richard holds on to dad's job, yet 
again. But problems are brewing 


F THEY don't have grey hair, Americans 

can be forgiven for thinking a Daley has 
always been the mayor of Chicago. The 
formidable Richard J. Daley ruled Amer- 
ica's third-largest city with an iron fist for 
21 years until his death in 1976, in the pro- 
cess creating his famous Democratic 
machine. This week the machine brought 
his son, the almost synonymous Richard 
M. Daley, rolling quietly into his own fifth 
term as mayor in an election that felt more 
like a coronation. 

But today's Daley runs a different city 
from the one his father gripped (though he 
still uses some of the old man's tactics). 
Twenty years ago the younger Mr Daley, in 
his first bid for the city's top job, lost a ra- 
cially envenomed election to Harold 





The dauphin has become the king 
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Washington, who became the city's first 
black mayor. In those days Chicago was 
still stinging from the racial antagonism of 
the 1960s. It was only after Mr Washing- 
ton's death that young Richard M. took of- 
fice, in a special election in 1989. 

Since then he has won a growing share 
of votes at each election. His overwhelm- 
ing victory on February 25th—he won 79% 
of the admittedly few votes cast-had been 
seen as a foregone conclusion for months. 
The City Council generally rubber-stamps 
the mayor's proposals. And now that Chi- 
cago Democrats hold all but one of Illi- 
nois's top state offices, Mr Daley's reach ex- 
tends far beyond the city itself. This is a 
man who is used to getting his way. 

So far, Mr Daley's way seems to be 
working. How much Chicago has changed 
in the past 20 years was shown by what 
happened-or did not happen-after the 
disaster in a city-centre nightclub on Feb- 
ruary 17th, when 21 young people, all of 
them black, died in a stampede after the 
club's bouncers used pepper-spray to 
break up a fight. Although some black 
leaders, including Jesse Jackson, blamed 
the city authorities for not having super- 
vised the club properly, the race riot that 
might once have been expected never oc- 
curred. For the moment, the mayor seems 
to have the approval of the city’s blacks— 
even though some of their leaders grum- 
ble about the Daley machine’s power. 

Most Chicagoans think that Mr Daley 
has done a decent job. The city centre is 
cleaner, greener and more vibrant than 
ever before. The public schools, though 
still worse than they ought to be, have 
shown signs of improvement since Mr Da- 
ley took them under his own control in 
1995. Tourist attractions such as the rede- 
signed Museum Campus and the pol- 
ished-up Navy Pier, which gets 9m visitors 
a year, have opened up on Mr Daley’s 
watch. Many residential areas have been 
reinvigorated by immigrants from Latin 
America, eastern Europe and Asia. 

As elsewhere, though, the economy 
throws a shadow over all this. For most of 
his time in office the mayor has had the 
benefit of a prosperous Chicago. Now the 
city faces its toughest time since he took of- 
fice. Chicago lost more jobs last year than 
any other big American city except New 
York, as companies ranging from the giant 
Arthur Andersen to side-street firms shed 
thousands of workers. Middle-class par- 
ents still move out of the city into the sub- 
urbs when their children reach school-age 
because they mistrust Chicago’s public 
schools. And in dealing with all this Mr 
Daley cannot expect much help from the 
state, which has its own budget woes. 

The city has one of the country’s high- 
est murder rates, largely because of drug 
dealing and gang warfare in poor areas. 
Public housing is being torn down faster 
than new units of affordable housing can » 
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> be built. Even on the beautification front, 
Mr Daley has his critics. Millennium Park, 
intended to be a showcase of green space 
and culture, has run wildly over budget 
and behind schedule. And Soldier Field, 
home of the Chicago Bears football team, 
is turning into an eyesore alongside Lake 
Michigan as something that looks like a 
huge flying saucer has appeared among its 
venerable columns, in a "renovation" the 
mayor backed despite fierce opposition 
from many quarters. 

There are opportunities ahead, to be 
sure. A Daley-backed plan for the expan- 
sion of O'Hare airport, though not yet pro- 
blem-free, has moved forward since Re- 
publican opposition to it crumbled after 
the Democrats’ near-sweep in state elec- 
tions. As the region's population goes on 
growing, several plans for improving its in- 
frastructure have emerged, ranging from a 
central-area project developed by the city's 
planners to a more ambitious regional 
scheme that comes from a group called 
Metropolis 2020. The plans illustrate the 
choices Chicago and its suburbs face on is- 
sues ranging from roads and public trans- 
port to open-space planning. 

Given the mayor's admiration for Paris, 
a sister-city of Chicago, and his penchant 
for borrowing ideas from the French, such 
grand projects are perhaps not surprising. 
Nor is his taste for wrought-iron fencing 
and some controversial French-built bus 
shelters. As Jacques Chirac has demon- 
strated lately, France's leaders also tend to 
plough ahead regardless. But the icy reality 
of Chicago's winters will stop one French 
idea from crossing the Atlantic. The sandy 
beach with palm trees that opened along 
the Seine last year is unlikely to be imitated 
along the banks of the Chicago River. = 


Forcible medication 
A new insanity 
defence 


Can you treat an insane man just so that 
you can convict or execute him? 


HEN it became known some 30 

years ago that authorities in the So- 
viet Union were forcing imprisoned dissi- 
dents to take powerful drugs under the 
guise of treating them for mental illness, 
Americans condemned such behaviour as 
barbarous. Next week, the Supreme Court 
will hear oral arguments in a case that cen- 
tres on whether an insane defendant can 
be forcibly medicated to make him compe- 
tent to stand trial. And making its way to- 
wards the court is another case with an 
even starker question: should an insane 
man be forcibly doped to make him sane 
enough to be executed? 
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Singleton, mad but alive 


Over the past three decades, drugging 
awkward people against their will has be- 
come an increasingly common practice in 
America as psychiatrists have come to rely 
on pills, rather than the couch, to treat a 
growing array of mental illnesses. That 
does nct make it uncontroversial. 

The case that reaches the court next 
week concerns Charles Sell, a dentist from 
Missouri with a history of mental illness. 
In 1997 Mr Sell and his wife were charged 
with Medicaid and insurance fraud arising 
from his dentistry practice. Since then, his 
condition has deteriorated. At one court 
hearing he lost control, screaming racial 
abuse and spitting in the face of the judge. 
He then allegedly tried to hire a hit man to 
kill both a former employee who was 
planning to testify against him and the FBI 
agent investigating his case. He has since 
also been charged with attempted murder. 

In 1999, a federal court found that Mr 
Sell was no longer sane enough to be put 
on trial. In a series of subsequent court 
hearings and appeals, judges first confined 
him to a prison hospital and then agreed 
with the hospital's medical staff that he 
should be forcibly given antipsychotic 
drugs for his own safety. Mr Sell and his 
lawyers have fought against this. He suc- 
ceeded in having the safety issue put aside, 
but in 2002 the federal appeals court in St 
Louis ruled that he could be forcibly doped 
solely to make him competent to stand 
trial on the original fraud charges. He ap- 
pealed to the Supreme Court, claiming that 
forcing him to take the drugs would breach 
his rights under the first, fifth and sixth 
amendments of the constitution. 

Libertarian groups have taken up Mr 
Sell's case as an example of outrageously 
aggressive government meddling, with 
one neatly trumpeting it as the "Roe v 
Wade of the mind". Mr Sell's brief to the 
Supreme Court follows this line of argu- 





ment, making broad claims that the gov- 
ernment's efforts to inject him with mind- 
altering drugs is such a breach of his rights 
to liberty, bodily integrity, freedom of 
thought, personal autonomy and privacy 
that it should not be allowed. 

In fact, the justices are likely to decide 
the case on much narrower grounds. In à 
1990 case the Supreme Court ruled that a 
mentally ill prisoner could be treated with 
antipsychotic drugs against his will, but 
only if doctors thought that without the 
drugs the prisoner was a danger to himself 
and others. But the court may now be will- 
ing to go further. In 2001 it let stand, with- 
out comment, a lower-court decision to al- 
low the forcible medication of Russell 
Weston, a schizophrenic who shot dead 
two police officers in the Capitol in 1998, so 
that he could be put on trial. 

The federal government's lawyers con- 
cede that in Mr Sell's case prosecutors 
must prove three things: that forcibly 
medicating him will probably restore him 
to mental competence; that the side-effects 
will not be too onerous; and that there is 
no less-intrusive alternative. If these safe- 
guards are observed, however, the govern- 
ment argues that the public interest in 
prosecuting serious felonies such as fraud 
(the murder charges are not included in the 
appeal) should outweigh Mr Sell's right to 
refuse the medication. 

An equally pressing conflict between 
individual and collective rights is pre- 
sented by another case from the same ap- 
peals court. It ruled last month, in a bitterly 
divided 6-5 decision, that prison officials in 
Arkansas could force Charles Singleton, a 
prisoner on death row who has become 
psychotic, to take medication to make him 
sane enough to be executed. y 

It may seem difficult to believe, but the 
Supreme Court has never ruled explicitly 
on this issue. In a 1986 case it said that pris- 
oners so insane that they could not under- 
stand the punishment they were about to 
suffer or why they were being punished 
could not be executed. And it has also 
ruled that prisoners can be forcibly medi- 
cated in their own interest. But these two 
rulings fit together awkwardly. Is it ever in 
the interest of a prisoner to be forced to 
take drugs that may, temporarily, make 
him sane enough to be executed? And 
would any doctor administering those 
drugs be breaking the Hippocratic oath? 

The issue may be an ethical hot potato, 
but it is far from academic. Medication, 
both forced and voluntary, is widespread 
throughout America's prison system. 
Many of those on death row suffer from se- 
rious mental illness, and some of these are 
on medication. The court's critics claim 
that, in reality, it has often turned a blind 
eye to the execution of the insane simply 
by refusing to hear their appeals. Mr Sin- 
gleton's lawyer is about to file his appeal. 
Will the court agree to hear it? m 
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Lexington | Enough, children 






American anti-Europeanism does less damage than European anti-Americanism. But it is still worrying 





HE spoof Google search doing the rounds in Washington, 

DC, runs: "Your search—French military victories—did not 
match any documents. No pages were found. Did you mean 
French military defeats?" An affable Frenchman might merely 
find it odd that Napoleon is unknown in America, despite selling 
achunk of it to Jefferson, but other barbs will hurt. “What do you 
call a Frenchman advancing on Baghdad?" “A salesman." On 
American talk shows, it is open season on continental Europe- 
ans, especially those “cheese-eating surrender monkeys". 

Politicians seem to have caught the tabloid spirit. “I am par- 
ticularly disgusted”, thunders a California congressman, “by the 
blind intransigence and utter ingratitude of France, Germany 
and Belgium. The failure of these states to honour their commit- 
ments is beneath contempt.” Richard Perle, a Republican hawk, 
now Says that France should no longer be considered an ally. 
The speaker of the House mutters about boycotting Beaujolais. 

Now, as is the nature of these debates, people are trying to ar- 
gue that it is overdone. Stanley Hoffman, a Harvard professor, 
dubs the outbreak “one more episode in a long history of dis- 
agreements”, albeit a bit worse than usual. Taking to task a long 
piece on anti-Europeanism in the New York Review of Books, Ge- 
rard Baker of the Financial Times argues that most Americans do 
not care enough about Europe to be anti-European. 

So how furious are the Americans? Certainly, American anti- 
Europeanism is a marginal phenomenon in comparison with its 
evil European twin. A (real) Google search generates 401 refer- 
ences to “anti-Europeanism in America” and 22,300 to “anti- 
Americanism in Europe”. Americans do not march in their mil- 
lions against the policies of the French or German governments. 
They do not set fire to bistros or establish academies to protect 
their cultural patrimony. European culture is welcomed as ele- 
gant, or derided as snobbish; it is not feared (though perhaps it 
should be: most of the trashiest American “reality Tv” shows 
originated on the continent of Shakespeare and Rembrandt). 

Self-assurance is often the difference. Americans do not de- 
fine themselves in opposition to Europe, as Europeans some- 
times do to the United States. American capitalism is not the 
alternative to the European social market. America, to its inhabit- 
ants at least, is just America, the city on the hill. Opinion polls 


show that Americans are more patriotic than most Europeans, 
and alongside that patriotism goes a sense of superiority. We're 
the best. Europeans are not so lucky, but neither are Canadians, 
Mexicans or anyone else. This self-confidence takes some of the 
edge off American hostility, just as it sharpens Europe’s. 

Moreover, there has always been an undercurrent of Ameri- 
can hostility towards Europe—or at least some European coun- 
tries-which coexists with friendlier feelings and which should 
make the current spate of derision less of a shock. Some of it is 
ethnic-based. Irish-Americans long disliked their country's “spe- 
cial relationship" with Britain. There is also a streak of isolation- 
ism. Americans are rightly proud of thrice helping to rescue 
Europe from its suicidal follies—but, in both hot and cold wars, 
American governments had to overcome popular reluctance to 
get involved. 

This undercurrent is not specifically anti-European, though. 
America does not have a long intellectual history of anti-Euro- 
peanism comparable to, say, the anti-American tradition in 
France. It is hard to imagine the American bestseller list boasting 
titles like “The Anti-European Obsession" or “The European Ene- 
my", as France's has. America does not fear France or Germany 
as it feared the Soviet Union 25 years ago; or even as it feared Ja- 
pan (in industrial terms) 15 years ago; or as it may yet fear China. 

All this makes American anti-Europeanism different in scope 
from its opposite across the pond. It is more marginal, indifferent 
and shallow. But that does not make it irrelevant. At a time when 
many Americans and Europeans disagree about basic strategic 
assumptions, the current vitriol is disturbing. Opinion polls 
show a sharp drop in American fellow-feeling to Europeans in 
general and the French in particular. That can be put down to the 
quarrel over Iraq. But the polls also show a more gradual decline 
in Americans' perception of their "vital interest" in Europe, and 
this trend may prove harder to reverse. 


Burger-eating war monkeys 

The most dangerous part of America's anti-Europeanism, just 
like its mirror-image in Europe, is its willingness to ignore spe- 
cific facts for the sake of a good stereotype. "The current stereo- 
type of Europeans", writes Robert Kagan in his new book, “Of 
Paradise and Power", "is easily summarised. Europeans are 
wimps.” Which is all very well—except that half the members of 
the European Union and almost all the applicant members sup- 
port a tougher line on Iraq than France and Germany do. Euro- 
pean peacekeepers hold the Balkans together and form much of 
the Afghan peacekeeping force. Those cowardly French, like the 
rest of NATO, invoked Article Five, offering military help to 
America after September 11th. 

More to the point, the Bush administration shares some of 
the blame for the emerging caricature. Donald Rumsfeld's crack 
about “Old Europe" contained at least a kernel of truth, but, like 
lumping Germany with Libya and Cuba, it pandered to a stereo- 
type. The White House has done little to restrain vociferous 
chaps like Mr Perle from hammering the French on a daily basis. 
Naturally, Mr Bush's people will claim that the Germans started 
it (by running an anti-American election campaign). And Ameri- 
can resentment is a reaction to anti-Americanism. But that 
misses the point. America is the only possible leader of a west- 
ern alliance. The more the White House stoops to the play- 
ground antics of its critics, the more it encourages them. From a 
true leader, a little effortless superiority is called for. = 
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Mexico, the United States and Iraq 


Time to be counted 


MEXICO CITY 


A horribly difficult moment for Vicente Fox and his country 


HEN it won its non-permanent seat 

on the United Nations Security 
Council, Mexico never thought it would 
come to this. Over the next two weeks, as 
the debate over the second resolution on 
Iraqis played outin New York, it has to take 
perhaps the most difficult diplomatic deci- 
sion it has ever made: whether to support 
the resolution, as America demands, ab- 
stain, or vote against. 

Mexico's position is trickier than any 
other member's. On the one hand, it has 
actively sought in recent years to become 
America's best partner and friend. Back in 
2001, which now seems a painfully long 
time ago, President George Bush famously 
remarked that America had "no closer 
relationship". Why, his amigo President Vi- 
cente Fox, in his boots and jeans, was obvi- 
ously a closet Texan. 

On the other hand comes the tug of old 
Mexico: a country with a strong history of 
non-interventionism, even isolationism, 
mixed with what many Mexicans like to 
think of as a tradition of pacifism, espe- 
cially in foreign affairs. After weeks of to- 
ing and froing, Mr Fox's government must 
now show where it stands. 

The American connection is all-con- 
suming. The two countries celebrate the 
tenth anniversary of the North American 
Free-Trade Agreement (NAFTA) this year, 
which has linked Mexico umbilically to its 
neighbour. Almost 90% of its exports go to 
America. About 20m people of Mexican 
descent live in America, more than a fifth 
of Mexico's own population. America 


bailed out Mexico when the peso col- 
lapsed in 1995. Why on earth, ask many 
Americans, should Mexico think twice 
about supporting America now? 

When Mexico sought a Security Coun- 
cil seat in 2001, as part of Mr Fox's new 
strategy of playing a role on the world 
stage, America naturally endorsed the 
idea. Now, in Mr Bush's view, it is time to 
live up to those new responsibilities. He is 
exasperated by Mexico's lack of support, 
as he made clear last Saturday in a blunt 
phone call to Mr Fox. An abstention will 
not do, either. In the words of one Ameri- 
can official, “An abstention is a failure to 
step up to the plate and play the game." 

But the exasperation is not all one-way. 
One of the great ambitions of Mr Fox's 
government, elected in 2000, was to get a 
comprehensive immigration accord with 
the United States, protecting the rights of 
an estimated 3m-5m illegal immigrants in 
America. This was always going to be an 
uphill task, but after September 11th 2001, 
when America began to distrust all brown- 
skinned incomers, talks on such an agree- 
ment stalled completely. The resulting re- 
sentment and frustration in Mexico have 
fed into the lack of sympathy for America 
over Iraq. 

In a poll last week for Consulta Mitof- 
sky, 79% of those asked thought that Mex- 
ico should not support America. Mr Fox, 
who faces vital congressional elections in 
July, reads such figures keenly. Some for- 
eign-policy experts, such as Jorge Mon- 
tano, Mexico's ambassador to the UN dur- 
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ing the last Gulf war, fear that the 
president's “macho statements” against 
the war have boxed him in: unable to con- 
sider the second resolution on its merits, 
he will simply have to abstain. 

However, the Americans are confident 
that it will not come to that. The adminis- 
tration is not doing anything so vulgar as 
putting cash on the table, as in the case of 
Turkey. But it is reminding Mexico of the 
possible effects if itfailsto come through. A 
stream of American officials, sounding 
much more hostile than sorry, have been 
trekking south to argue the point. Most of 
the pressure, though, is coming from the 
grass-roots. Rogelio Ramírez de la O, an in- 
dependent Mexican economist, argues 
that American boardrooms are discussing 
whether to cut back future investment in 
Mexico if the Mexicans disappoint them. 
One American diplomat has given warn- 
ing that a Mexican No could “stir up feel- 
ings" against Mexicans in the United 
States. He draws comparisons with the 
Japanese-Americans who were interned 
after 1941, and wonders whether Mexico 
“wants to stir the fires of jingoism during a 
war". 

The Americans note that Mr Fox, for all 
his political posturing and his genuine 
moral difficulties (as a firm Catholic, he 
can hardly ignore what the pope is saying 
about war and peace), has always left him- 
self some wriggle-room. On February 25th 
he seemed to make his strongest statement 
so far against Iraq, arguing that “the world 
wants peace, but only the disarmament of 
the Iraqis can assure that peace." 

If Mr Fox is going to accept the logic of 
his vaunted position as America's closest 
ally, there will be no option in the end but 
to vote with America. But he had better 
start making the case very soon. With pub- 
lic opinion so unprepared, a Yes vote could 
do him and his party great short-term 
damage. It might also earn him a longer- 
term reputation for leadership. m 









Venezuela 


CEARACAS 
Two bombings reveal both timidity and 
rm 
ESAR GAVIRIA, the long-suffering 

| secretary-general of the Organisation 
of American States (OAs), has laboured 
mightily over the past few months to 
_ achieve a negotiated settlement of Venezu- 
- ela's political crisis. On February 18th, his 
labours brought forth a mouse: a timid, 
-eight-point agreement by government and 
opposition to repudiate violence (includ- 
- ing violent language) and discuss disarm- 
ing civilians. Within a week, the mouse 
_ was on life-support. 
^. Even as the agreement was being dis- 

ussed, on the 16th, three soldiers involved 
| a four-month-old protest led by senior 
fficers in a Caracas square were kid- 
apped, tortured and murdered, along 
ith a young female companion. A teen- 
ge girl was also left for dead, but survived. 
olice investigators hinted at an improb- 
ble-sounding private revenge-killing; the 
pposition blamed the government. 
. On February 19th, Mr Gaviria left Cara- 
as for a week: that night, secret-police 
gents and military-intelligence officers ar- 
sted Carlos Fernandez, an opposition 
ader, at gunpoint as he left a restaurant. 
hey put him behind bars on charges rang- 
ig from treason to criminal conspiracy, at 
e instigation of a judge and prosecutor 
ith obvious links to the government. 
- The oas chief tut-tutted, calling on the 
uthorities to ensure an impartial trial. 
Other governments, including the United 
_ States and Spain, also expressed concern. 
_ This earned them an extraordinary tirade 
_ from President Hugo Chavez on his self-in- 
- dulgent weekly television and radio show. 
_ Almost beside himself with irritation, he 
_ told them all to mind their own business. 
< Thirty-six hours later, on February 25th 
| as Mr Gaviria was about to return, two 
- powerful bombs were detonated near the 
_ Spanish embassy and outside the Colom- 
- bian consulate. Leaflets of dubious prove- 
. nance attributed the attack—the first of its 
_ kind in Venezuela—to pro-Chávez radicals 
angry at foreign interference. Whatever 
_ the truth, the group responsible clearly 
- had access to plastic explosives, profes- 
_ sional bomb-making expertise and a nice 
iser-printer. No one died, but only be- 
ause it was very early in the morning. 
The international diplomatic commu- 
ity has been conspicuous largely by its 
bsence since the creation in January of a 
group of friends"—Spain, Chile, Mexico, 
razil, Portugal and the United States— 
hom Mr Chávez regards as mostly un- 

































mined to promote international: interven- 
tion? Probably, and possibly. . 

The opposition seems increasingly be- 
reft of plausible strategies and riven by in- 
ternal dissent, despite gathering millions 
of signatures favouring some form of early 
election- which Mr Chávez seems deter- 
mined to avoid. But the burgeoning econ- 
omic crisis is assuming a life of its own. 
The foreign-exchange markets have been 
closed for more than a month. Petrol and 
raw materials for industry arein extremely 
short supply. Unemployment and infla- 
tion are set to rise sharply, and GDP is on 
the verge of anunprecedented collapse. 

The impact of all this at street level can 
only be guessed at. Many in opposition 
fear thatthe impending conflictin Iraq will 
actas a kind of solar eclipse, during which, 
while the world is distracted, Mr Chávez 
may well fulfil his promise of a “revolu- 
tionary offensive". If he does, Venezuela 
will need all the friendsit can get. & 


Uruguay 


The good debtor 


MONTEVIDEO 
A struggle against time to avoid default 


66 HAT the 1MF is proposing has 

nothing to do with Uruguayan re- 
ality," rasps Alberto Couriel, a senator for 
the opposition Frente Amplio (Broad 
Front). A typical leftist rant? Not quite. “We 
cannot and should not declare a debt de- 
fault," Mr Couriel goes on. "Uruguay has 
always been a good payer." 

In December 2001, Argentina's leaders 
proclaimed default as if it were a political 
triumph; since then, its neighbour Uru- 
guay has waged a desperate struggle to 
continue to service its debts. But many in- 
vestors and, it is said, the IMF believe de- 
fault to be inevitable. Is the difference be- 
tween Uruguay and Argentina simply a 
responsible left, and better manners? 

With only 3.5m people, Uruguay has 
been an accidental victim of its larger 
neighbour's economic collapse. Last year, 
not only did Argentines stop buying Uru- 
guay's goods and visiting its beaches, but 
they pulled their money from the tradi- 
tional bolt-hole across the River Plate. Uru- 
guay's foreign reserves fell by $200m a 
month, the peso collapsed and so did four 
local banks. At last, in August, the IMF, 
egged on by the United States Treasury, 
stepped in with a $3.8 billion loan. 

That calmed matters. Deposits have 
trickled back to the banks and the peso, 


having lost half its value in the first half of 
last year, has stabilised. But the damage 
had been done: cpe shrank by 10.5% last 
year, unemployment climbed to 20% and 
the burden of the public debt, all of which 
is in dollars, has doubled (see chart). To 
avoid default, President Jorge Batlle's gov- 
ernment is trying to impose a fiscal 
squeeze. This involves great hardship. In 
egalitarian Uruguay, the state pays the 
wages or pensions of 1m people; this takes 
62% of government spending. By law, civil 
servants cannot be sacked. So the adjust- 
ment has come through inflation. In real 
terms, average wages fell by 11% last year. 

Even so, it was not enough. On Febru- 
ary 21st, the government said that it had 
agreed on softer fiscal targets with the IMF. 
This year it will aim for a primary fiscal 
surplus (before interest payments) of 
around 3.3% of Gpp, rather than 4%. In due 
course, Uruguay will also seek a “volun- 
tary" restructuring of some of its debt. 

Technically, that would amount to de- 
fault. Butif ithappensin ways "that are not 
seen as discriminating and punitive to 
creditors, Uruguay will not be unduly pe- 
nalised," hopes Ernesto Talvi of CERES, an 
economic research institute in Montevi- 
deo. The government hopes that a regional 
recovery may make such a step unneces- 
sary, but investors are nervous. The "risk 
premium" on Uruguay's bonds rose (to 
21.3%) after the announcement. 

Mr Batlle was greeted by pot-banging 
protesters last week, a rare event in a coun- 
try that respects its leaders. But nobody 
wants to overthrow the government. The 
Frente Amplio, which closely resembles 
the Workers' Party of Brazil's Lula, has its 
sights on a presidential election due in No- 
vember 2004. "If the Frente follows Lula 
and goes to the centre, it will win easily. 
That means showing Uruguayans that it 
doesn't stand for chaos," says Adolfo 
Garce, a political scientist at the University 
of the Republic. So, rather than organising 
strikes and protests, Tabaré Vázquez, the 
Frente's leader, has been to Washington to 
meet the IMF. Uruguay’s economy may be 
in a sad mess, but its democracy is show- 
ing exemplary maturity. & 
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Colombia 

Prisoners of the 
FARC 


BOGOTA 
Suddenly, gringos are in the front line 
of Colombia's civil war 


MERICANS on official business used to 
feel fairly safe in Colombia. Despite 
their countrys growing involvement 
there, helping President Álvaro Uribe's 
government to fight the country's largest 
rebel group, the FARC, they had managed 
to avoid the rebels' sights. No longer. On 
February 22nd, the FARC admitted that it 
had seized three Americans as hostages 
after their small aircraft had crashed nine 
days before in hostile territory in southern 
Colombia. Another American and a Co- 
lombian army sergeant, also on board, had 
already been found shot dead. 

What these men were up to is still un- 
clear. The FARC, a Marxist movement, 
claims that they were from the CIA, and 
that it shot the aircraft down; the American 
government says they were working for a 
contractor to the Pentagon, and that the air- 
craft had to make an emergency landing. 
Either way, the dead passengers seem to 
have been killed by the FARC, and their 
missing colleagues are the first Americans 
known to have ended up in rebel hands 
while on a government job. 

As such, they appear to be a prize catch 
for the FARC, which has long declared 
rhetorical war on the gringos and has al- 
ready—according to the United States— 
murdered private American citizens, in- 
cluding missionaries. It now plans to hold 
its ^prisoners of war" until Mr Uribe's gov- 
ernment agrees to a prisoner exchange, 
swapping jailed rebels for policemen, sol- 
diers and politicians held in FARC cus- 
tody. The government is interested, but the 
two sides are far apart on the details. 

Will the United States now deepen its 
involvement in Colombia? Not yet, appar- 
ently. More Americans will be deployed, 
ostensibly to look for the hostages. But the 
United States has always been wary of this 
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Panama 





Handy things, canals 


PANAMA CITY 


Especially when you have a big deficit 


ER since the United States handed 
the Panama Canal back to Panama, 
more than three years ago, the waterway 
has worked better and made bigger pro- 
fits. So well is it doing that the Panama- 

nian government, faced with a 
mounting budget deficit, has decided to 
use canal revenue to plug the gap. 

Normally speaking, economists 
would allow this convenient money- 
shift. Panama says it is doing it under 
new public-sector accounting practices 
endorsed by the rMr. But the canal is no 
ordinary asset. In 1993, during the 
run-up to the handover, an article was 
added to the Panamanian constitution to 
guarantee the autonomy of the new Pan- 
ama Canal Authority. Under Article 314, 
the canal's accounting "does not form 
part of the state's general budget." 

In this young democracy, where civil- 
ian rule was not restored until the end of 
1989, it was thought wise to keep the ca- 
nal and the government apart. For the 
first three years, the government re- 
spected the canal's autonomy and kept 
its hands off the revenue. But with the 
deficit growing (and with a legal obliga- 
tion to keep it below 2% of GDP), tempta- 
tion became too much. 

Late last year, the government sud- 
denly came up with figures consolidat- 


quagmire, where the 18,000-strong FARC 
isonly one of three illegal groups involved, 
along with Colombia's armed forces, in a 
seemingly insoluble civil war. Although 
America has given $2 billion in mainly mil- 
itary aid to Colombia since 2001 to fight 
drug-trafficking and has, since last year, al- 
lowed this aid to be used against the FARC, 
Americans have been kept away from the 
front line. A congressional cap means that, 
emergencies apart, no more than 400 
troops can be deployed. Many of the peo- 





ing the net financial results of the 
Panama Canal Authority, some $90m, 
into its own non-financial public-sector 
accounts. It then backdated the change 
to 2000-01, as if the failure to consoli- — 
date before had been a mere oversight. 

By most independent assessments 
the deficit stands at 3-4% of GDP, double © 
what is permitted. The new accounting 
methods conveniently reduce it to the 2% 
that is allowed. Critics add that the gov- _ 
ernment's figures seriously underesti- — 
mated the deficit anyway, predicating it 
on wild growth figures of 6-7%, and fail 
to recognise that spending is bound to 
soar next year, when there are elections. 

Domingo Latorraca, the deputy econ- - 
omy minister, says the canal'sindepen- . 
dence is intact, but some of those who 
run it are nervous. The Panama Canal 
Authority is considering a $5 billion-$8 
billion expansion, including the dredg- 
ing of a new lake and a third set of locks. 
This, the largest upgrade since the open- — 
ing of the canal in 1914, will require huge 
international loans and a healthy credit — 
rating. Panama's own rating is reason- 
able by Latin American standards-a — — 
solid BB—but current economic woes are 
likely to push it down. The canal, on its 
own, could expect a far higher rating 
than that. 


ple working under contract for the State 
Department, on jobs such as spraying coca 
with herbicides, are not Americans. 

Nor is it clear that the FARC would, or 
should, want to raise the stakes with the 
Americans. Daniel García-Pena, a peace 
commissioner under a previous Colom- 
bian government, says the FARC may be- 
lieve that provoking more American in- 
volvement in Colombia could give its 
cause (increasingly tarnished by urban 
bombings) more national legitimacy. But 
although some Colombian lawmakers 
have denounced the prospect of more 
American intervention, most Colombians 
would probably welcome it. The United 
States has in any case already helped Co- 
lombia with large-scale eradication of 
drug crops-a policy which, some believe, 
is starting to squeeze the FARC's purse. 

The most likely outcome is that the re- 
cent kidnapping will strengthen Colom- 
bia's case for more American cash, intelli- 
gence and military hardware—all of which 
could harm, rather than bolster, the FARC. 
But Congress in Washington may well ask 
whether Americans in Colombia need 
better security than they have now. m 





Iraq prepares 


A brave face to the fear 


BAGHDAD 


Iraqis do not love their regime. But war now frightens them more 


UDIENCES pack theatre halls, poets 
pen new collections, and Iraq's Na- 
tional Philharmonic orchestra plays with 
the dedication of the quartet aboard the Ti- 
tanic. Baghdad is witnessing a cultural re- 
vival. "We have to keep busy, always 
busy,” says a local UN staffer, anxious for 
projects to keep war from her mind. 

In recent weeks a splurge of new art gal- 
leries have opened, replete with cafés 
where writers discuss Voltaire, and actors 
argue over the patriotism of performing 
Shakespeare at a time when British battal- 
ions are poised to invade. The car-parks 
buzz with parties, as lovers queue at the 
steps of hotels to get married, lest next 
week be too late. Unbowed, the Baghdad 
Museum this week staged a conference on 
the renovation of the country's 10,000 ar- 
chaeological sites. "Good for morale," say 
the organisers. A swansong, say others. 

The morale-boosting works only up to 
a point. A midnight thunder-clap makes 
Baghdadis jump from their beds, panic- 
struck that the bombardment has already 
begun. And behind the mask of normal- 
ity, office clerks fret obsessively over 
where America's leviathan will stop. Will 
the Americans, like the Mongols, flatten 
Baghdad? Or resort to the medieval tactics 
of a city siege? 

Baghdad has had time to prepare. The 
authorities have distributed food rations 
four months in advance. Bizarrely in this 
land of two great rivers, well-diggers and 


water pumps are Baghdad's latest boom 
industry. And local community groups 
have clubbed together to buy generators to 
provide electricity when the power plants 
are hit. A UN chief in Baghdad praises 
Iraq's “wonderful qualities of resilience 
and courage". But nobody outside, he 
adds, is listening to him. 

How far will Baghdad resist? Com- 
pared with the spirit four months ago, Sad- 
dam Hussein now seems less of a menace 
for most Iragis than American bombs. The 
frenzy of pre-war mythology doing the 
rounds talks of plans for flooding the ca- 
nals with petrol to form a firewall to hold 
back the invaders. But for such a militar- 
ised state, the activity is strikingly low-key; 
so far there has been no mass call-up. 

Curators at the Baghdad Museum have 
formed a Dad's Army, under the com- 
mand of Donny George, the Falstaff-sized 
research director at the State Board of An- 
tiquities, uncomfortably squeezed into 
military fatigues. But he is seriously realis- 
tic about the prospects of stopping Ameri- 
can missiles, which in 1991 fell at the feet of 
his herd of mammoth 3,000-year-old As- 
syrian winged bulls, knocking off toes. 

His colleagues have already made for 
the passport offices, along with a chaotic 
swarm of families haggling for exit visas to 
escape. Bus companies report an unex- 
pected interest in the annual pilgrimage to 
Lady Zeinab, a Shia shrine in Damascus. 
This is a $32 round trip, equivalent to a 
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teacher's salary for four months. The even 
more hard-up are rediscovering the ex- 
tended tribal family, turning to the poorer 
relatives in Iraqi villages that they had long 
since preferred to discard. School classes 
remain full, but at night parents cling to the 
radios for clues on when to leave before 
Baghdad raises its drawbridges. 

The vast majority, say aid workers, 
have no resources left and are expected to 
remain in the cities. To regain some sol- 
vency, many middle-class families have 
cashed in their last asset: their homes. 
Newly rich smugglers snap up the bar- 
gains, fronting the homes of once well- 
to-do academics with garish neo-Babylo- 
nian columns. Keen to transfer their Iraqi 
dinars into something longer-lasting than 
a note bearing the face of Saddam, street- 
wise profiteers open fancy restaurants and 
buy the latest model Mercedes. 

With so much bitterness, and so many 
guns, Iraqis fear that if central authority 
breaks down, the wrong surname, not to 
mention the wrong creed, could cost them 
their lives. Compounding the sense of 
abandonment, foreign missions one by 
one lower their flags and pull out their dip- 
lomats. Turkey pulled out this week, but all 
of Iraq's six neighbours, bar Syria, have 
battened down the hatches, and vowed to 
block off the escape routes. Jordan, nour- 
ished for 12 years on Iraq's gift of free oil, is 
now expelling migrants seeking haven. 

The mosques and churches are packed 
with believers seeking a more metaphysi- 
cal refuge. Do Iraqis see life after death? A 
brave play opened this week in Baghdad 
depicting a post-war Iraq in which the 
daughter of a soldier killed in battle grows 
up to make a living as a dancer in a seedy 
night-club. “It represents the American 
dream for Iraq,” says the playwright, 
Abdel Khalaq Karim. “When it's all over, 
what will we think we havelost?" m 





Israel's coalition government 
Sitting 
comfortably? 


JERUSALEM 
A coalition that is worry-free for Ariel 
Sharon, and a worry for everybody else 


Y LAW and precedent, Ariel Sharon 

could have dragged out his coalition- 
building for many more weeks. The pun- 
dits thought he would wait for the war on 
Iraq, hoping that would provide the deci- 
mated but still desirable Labour Party a 
pretext to set aside its reservations, and 
join him in another government of “na- 
tional unity". In the event, he surprised ev- 
eryone, including his own Likud lieuten- 
ants, by whisking up a government 
majority early this week. 

He signed deals with the centrist, stri- 
dently secularist Shinui Party (15 seats) 
and the (right-Orthodox) National Reli- 
gious Party (6). Together with his own Li- 
kud's 40 seats, this made him master of the 
120-seat Knesset A subsequent accord 
with the even-farther-right National Un- 
ion Party (7) gives him a comfortable mar- 
gin, and the luscious prospect of four-and- 
a-half years of worry-free government. 


And he can forget peace talks too 

It also pretty much puts paid to the pros- 
pect of any serious negotiations with the 
Palestinians. Mr Sharon has promised the 
hardline NR» and National Union that any 
move to resume the peace talks would be 
put to the full cabinet first, where any such 
thoughts would presumably be killed. To 
Shinui he has reiterated his vague accep- 
tance of eventual Palestinian statehood, 
some time in the future, somewhere in the 
territories. When the Labour Party leader, 
Amram Mitzna, tried to pin him down to 
some here-and-now commitments-to dis- 
mantle illegal new settlements, for in- 
stance—coalition talks with Labour came 
to a peremptory end. 

Shimon Peres and other would-be La- 
bour ministers criticised the neophyte Mr 
Mitzna's blunt style; ambiguity, after all, is 
the essence of coalition trading. But he 
claims credit for exposing the hollowness 
of Mr Sharon's talk of "painful conces- 
sions for peace". 

The surprise was Mr Sharon's decision 
to leave out the two ultra-Orthodox par- 
ties, Shas (11) and United Torah Judaism 
(5), both longtime Likud allies, both howl- 
ing treachery. But he was forced to choose. 
Shinui's leader, Tommy Lapid, had vowed 
never to serve in the same cabinet as the 
ultras, and was not prepared to relent. 

Some of the younger Likud leaders 
were privately aghast at Mr Sharon's 
choice. They worry that while Shinui's 
electoral success may prove a flash in the 
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pan, the ultra-Orthodox community, with 
its high birth-rate and tight inner cohesion, 
is likely to keep growing. The Likud may 
well need them next time round. Mr 
Sharon, 75 this week, will have retired to 
his ranch by then, leaving his successors 
the demeaning job of wooing them back. 

For now, Mr Sharon was impressed by 
the strength of the protest against the ultra- 
Orthodox reflected in the Shinui vote. The 
party swelled from six seats to 15 on an es- 
sentially one-plank platform: an end to ul- 
tra-Orthodox draft dodging and living on 
welfare. Mr Lapid, a journalist and pugna- 
cious television talk-show star-and now 
the minister of justice—is cursed by ultra 
rabbis as an "anti-Semite". But he argues 
that his proposed reforms would ulti- 
mately benefit the ultra-Orthodox them- 
selves, by rescuing them from their ghettos 
of poverty and indolence. 

Mr Lapid urged a secular coalition of Li- 
kud, Labour and his own Shinui. He 
blames Mr Mitzna for throwing up the 
opportunity to ram through a broad 
agenda of liberalising legislation on such 
vexed issues as sabbath observance and 
civil marriages. But leaving all the Ortho- 
dox parties out of the government, while 
passing laws "against" them, would have 
courted social unrest, possibly even vio- 
lence. Mr Sharon has preferred to defuse 
the danger by bringing in the NRP, moder- 
ate on religious issues though not on Pales- 
tine, thereby blurring the battle-lines. 

His ideologically disparate partners 
have had to hammer out compromises of 
a sort between themselves. Thus, for in- 
stance, buses will continue not to run on 
Saturdays despite Shinui's demand that 
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they do. And Jewish Israelis barred from 
marrying under religious law can now 
have their married status registered by the 
civil authorities, a modest but important 
erosion in the religious monopoly on mar- 
riage and divorce law that the NRP negoti- 
ators were forced to swallow. 

In a final surprise, one that turned sour 
on him, Mr Sharon evicted his arch-rival, 
Binyamin Netanyahu from the foreign 
ministry, installing instead Silvan Shalom, 
failed finance minister and loyal suppor- 
ter. He offered Mr Netanyahu the problem- 
laden finance ministry, confident that he 
would refuse. But he accepted. 8 


Iran's nuclear plans 


Suspicions 


The International Atomic Energy 
Agency's doubts about Iran 


HEN Mohamed ElBaradei, head of 

the International Atomic Energy 
Agency (IAEA), a nuclear watch-dog, said 
last week that he was impressed with the 
"sophistication" of Iran's uranium-enrich- 
ment plant at Natanz, the compliment was 
a barbed one. Though Iran insists that its 
fast-expanding nuclear plans are entirely 
peaceful, others have doubts. The United 
States, said its State Department spokes- 
man recently, has concluded that Iran "is 
actively working to develop a nuclear- 
weapons capability." Such suspicions 
helped to lead to its inclusion last year, 
alongside Iraq and North Korea, in George 
Bush's famous "axis of evil". 

It does not help Iran's case that the 
world first learned of what was going on at 
Natanz not from the government, but from 
the National Council of Resistance, a dissi- 
dent group that fronts for militants based 
in Iraq. The group released details of the 
Natanz plant, and another at Arak for pro- 
ducing heavy water, at a news conference 
last August. So by letting IAEA officials 
look around—Mr ElBaradei left two offi- 
cials in Iran this week to explore further— 
has Iran scotched the rumours? 

No. Mr ElBaradei had first asked to visit 
the new sites in December but was turned 
down-to allow time, some say, for a 
cover-up and for the dismantling of sus- 
pect equipment. Iran's president, Muham- 
mad Khatami, has promised to give the 
IAEA more information, earlier, about fu- 
ture civilian nuclear plans—as other non- 
nuclear members of the Nuclear Non-Pro- 
liferation Treaty already do. But that will 
not dispel the doubts while Iran refuses to 
accept toughened inspection rules. 

These were drawn up after the Gulf 
war, when it was learned how close Iraq 


P EX s ZEN. TRACT NS RT S FPE 
"Middle East and Affe 5c eee ee 
- iid , 1 DOT im 
+ 


*. t + 
$ i P E a sm SR. uL + I": 


- had come to a bomb without the inspec- 
tors knowing. They allow inspectors to go 
anywhere, not just to places where nuclear 
materials are admitted to be kept, and to 
use sophisticated new technologies. With- 
out that freedom, Mr ElBaradei explained, 
he could provide no more than "limited" 
assurances of Iran's intentions. 

Suspicions of these intensified last 
month, when Iran announced it would 
start enriching uranium, and eventually 
make and reprocess its own nuclear fuel. 
This would give it access to both enriched 
uranium and bomb-useable plutonium 
from its expanding nuclear industry. 

It also puts Russia on the spot. It hopes 
to earn some $1 billion by completing 
work on a nuclear reactor at Bushehr and 
building a second one. To allay western 
fears that the project was a cover for bomb- 
making, it agreed to provide and take back 
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all the fuel. But Iran has now made clear it 
will not accept a Russian stranglehold on 
its nuclear plans. 

Meanwhile, Russian companies have 
long been suspected of supplying Iran 
with more technology than they have 
owned up to. Other help of use in a weap- 
ons programme is thought to have come in 
the past from China. Now other countries 
may have stepped in to help. Iranian offi- 
cials say that the Natanz plant was built 
without foreign help. But the suspicious 
believe that Pakistan provided some of the 
technological know-how, as it did recently 
to North Korea. 

The sophistication of the Natanz plant 
will also prompt worries that Iran has 
been experimenting with uranium-en- 
richment elsewhere too. The IAEA team is 
likely to return from Iran with more ques- 
tions than answers. 8 


Uganda moves towards becoming a multi-party democracy 


S AFRICAN presidents go, Yoweri Mu- 
seveni is considered a great success. 

When he took charge of Uganda, 17 years 
ago, the country was a graveyard. Under 
his predecessors, Milton Obote and Idi 
Amin, perhaps 800,000 people were 
slaughtered, and the middle class was dri- 
ven into exile. Mr Museveni did much to 
mend matters. 

Since he seized power from Mr Obote, 
Uganda has grown freer, more peaceful, 
and less poor. Average incomes have risen 
by an impressive 3.2% each year. A vigor- 
ous official campaign against AIDS, com- 
bined with a lack of restrictions on private 
charities, has beaten back the epidemic 
faster than in any other African country. 
Western donors, eager for an African suc- 
cess story, have backed Mr Museveni with 
cascades of cash. The Times of London de- 
scribes him as “a blend physically and 
philosophically of Nelson Mandela and 
the late Deng Xiaoping". Only one thing 
dampens the adulation: Mr Museveni 
does not allow political parties to operate. 
But even that may be about to change. 

Uganda is what Mr Museveni calls a 
“no-party democracy”. Political parties are 
allowed to exist, but barred from doing 
any of the things that parties normally do, 
such as holding rallies, electing leaders or 
opening offices outside Kampala, the capi- 
tal. The ruling party faces no such restric- 
tions, on the grounds that it is a *move- 
ment", not a party. 

Mr Museveni has long argued that 


Uganda is not ready for multi-party poli- 
tics, because parties would inevitably rep- 
resent tribes, rather than ideas or social 
classes. Westminster-style, winner-takes- 
all politics, he maintained, would surely 
lead to ethnic strife. 

Itisnotan absurd argument. During the 
1980s, soldiers from Mr Obote's Langi tribe 
cut down members of other groups in 
their hundreds of thousands, and stacked 





My children, you are ready at last 
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the skulls by roadsides. But the argument 


is also self-serving: the absence of an effec- 
tive opposition makes it unhealthily easy 
for Mr Museveni and his National Resis- 
tance Movement to win elections. 

So Ugandans were surprised to hear 
last week that Mr Museveni has decided to 
allow parties after all. The official press re- 
ported, a bit late in the day, that in January 
he had urged a committee on constitu- 
tional reform to stop blocking pluralism. 
He has not yet spelt out any details. John 
Nagenda, one of his advisers, says that Mr 
Museveni wants “the people” to decide, 
possibly through a referendum. 

Why now? Donor pressure is one fac- 
tor. Uganda has a new rival for the West's 
affections in east Africa, since the Kenyan 
opposition crushed the crooked regime of 
Daniel arap Moi at an election in Decem- 
ber. Donors are also concerned about Mr 
Museveni's lavish defence spending, and 
his military adventures in Congo. Allow- 
ing more political freedom should win 
back wavering benefactors. 

It may be, however, that domestic fac- 
tors are more important. Multi-party de- 
mocracy may carry the risk of fomenting 
violence, but so does its absence. Kizza Be- 
sigye, the man whom Mr Museveni de- 
feated at the last presidential election, in 
2001, has hinted from exile that he may 
launch a guerrilla war against the govern- 
ment, citing the impossibility of effecting 
change by peaceful means. Allowing par- 
ties to operate would make Mr Besigye's 
war-cry sound hollow. 

Mr Museveni is still popular, but not 
universally so. Urban voters gripe at the 
corruption of many of his lieutenants. The 
largest tribe, the Baganda, rallied in a vast 
throng in January to demand greater au- 
tonomy. In the north, Mr Museveni's 
troops have struggled to quell the Lord's 
Resistance Army, a band of murderous, 
child-abducting religious rebels. Young 
Ugandans, who do not remember the bad 
old days, are not particularly grateful to Mr 
Museveni for having delivered their par- 
ents from Mr Obote, and even their par- 
ents wonder how long Mr Museveni plans 
to remain in charge. “At what point do we 
stop thanking the guy for not killing us?" 
asks David Ouma Balikowa, editor of the 
Monitor, an independent daily. 

The constitution bars Mr Museveni 
from standing for another term in 2006, 
and he insists that he will not break this 
rule. But a referendum on allowing politi- 
cal parties could provide an opportunity 
simultaneously to scrap those term limits, 
in which case he could stand again with a 
clear conscience. He may be betting that 
various opposition leaders will have fallen 
out with each other by 2006. And by ap- 
pearing to embrace democratic change vo- 
luntarily, rather than being forced into it, 
he would improve his stature with voters 
and donors alike. m 








Poland's government 


A bad patch 


WARSAW 


Distrusted politicians, limp economy, corruption. Hail the new Europe? 


IS not just the dreary winter that has 
put Poles in a grim mood. The (ex-com- 
munist) Democratic Left government of 
Leszek Miller, pictured above, is failing. To 
Donald Rumsfeld, America's defence 
secretary, Poland is part of “new Europe". 
But for the first time, says one Warsaw pro- 
fessional, despite the country's westward 
gaze, “I feel as if I'm living in Russia." 

National pride and Polish excitement at 
the country's re-emergence as an actor on 
the global stage may have pepped morale 
up à bit (see next article). But trust in the 
political system—and in politicians—has 
fallen. Thelegal system is a wreck: even mi- 
nor cases take years to be heard. And the 
economy is in the doldrums. 

Its growth of 2.6% forecast for this year 
will not be enough to cut unemployment 
or pay for better hospitals, schools, rail- 
ways and roads. As the vaunted "Polish ti- 
ger" comes to look ever more like a mangy 
domestic cat, foreign investment has tailed 
off. Peugeot, a French car company, re- 
cently chose Slovakia over Poland for a 
new factory. 

Mr Miller and his wobbly government 
are compounding the misery. Several 
members have left or been forced out 
while some notably unpopular ones have 
dug themselves in. The finance minister, 
Grzegorz Kolodko, is doing better than 
markets expected but will struggle to push 
through the reform of public finances that 
Poland sorely needs. 


On top, there is corruption. Since Janu- 
ary, Poles have been gripped by “Rywin- 
gate", a scandal that has threatened to taint 
Mr Miller. The charge is that Lew Ry win, a 
prominent film producer, tried to solicit a 
$17.5m bribe from Adam Michnik, a for- 
mer dissident who edits Poland's most 
popular newspaper, Gazeta Wyborcza. Mr 
Rywin claimed to be speaking for power- 
ful figures in the ruling party. In return for 
the bribe he promised the passage of a me- 
dia billin parliament that would allow Ag- 
ora, the newspaper's parent company, to 
move into television. 

That Mr Rywin asked for the money is 
not in doubt; Mr Michnik secretly taped 
the conversation. The rest is fuzzier. They 
were talking back in July, but Mr Michnik 
did not publish his story until after Christ- 
mas. Why not? He says he did not want to 
damage Poland's bid to join the European 
Union, so he decided to wait until after last 
December’s Copenhagen summit, when 
the country was formally invited to join, 
all being well, next year—provided the 
Poles say yes in a referendum in June. 

Mr Miller's silence was just as odd. He 
met Mr Rywin and Mr Michnik soon after 
the taping and heard the story from both 
of them. But he did not report Mr Rywin's 
alleged demand for a bribe, as required by 
law. Mr Miller says that he thought it all a 
"grotesque fantasy" in which Mr Rywin 
had "gone mad for money". A parliamen- 
tary investigation is now trying to discover 
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who in top circles, if anyone, sent Mr Ry- 
win on his dubious mission. 

There is no evidence that Mr Miller en- 
dorsed, let alone initiated, the alleged 
scam. “He has no control over corrupt un- 
derlings," says a western diplomat. "The 
system is rotten." Indeed, the fact Mr Ry- 
win may have thought he could get away 
with it is proof, some say, that this kind of 
thing goes on all the time in Poland, proba- 
bly up to ministerial level. 

Reputations have suffered all round. Mr 
Miller will probably be exonerated by the 
inquiry, though his authority has suffered. 
Mr Rywin looks finished as a public figure. 
As for Agora, some in the government 
have made much of the fact that the scan- 
dal came to light only after a steady slide in 
Gazeta Wyborcza’s circulation. 


Veering rightwards again? 

Who has gained? Two far-right populist 
parties, the League of Polish Families and 
Samoobrona (Self-defence), have been 
hoping-so far in vain—to benefit. To their 
supporters, the Rywin scandal confirms all 
they have been saying about a nebulous 
Warsaw elite stealing from ordinary Poles. 

So Poland is ill at ease. Breakneck econ- 
omic growth in the mid-1990s has given 
way to disappointment and nervousness. 
Public disillusion, first with the old Soli- 
darity-based parties, now with the sup- 
posedly modernised ex-communists, is 
rife. A prickly wariness about Poland’s 
place in the world is increasing. 

Yet, for all these wobbles and worries, 
the country is secure in its oft-threatened 
independence and has emerged incontest- 
ably as the most muscular of the countries 
about to join the EU—and as a force soon to 
be reckoned with at the top table in Brus- 
sels. Youthful energy, albeit temporarily 
frustrated, abounds. Despite recent hic- 
cups, a "new Poland" is still being built. = 


Europe 


Polish foreign policy 


Frosty for the French 


WARSAW 


Poles love America but want to be at the heart of Europe too 


HEY have a new nickname in War- 

saw for the French president: Jacques 
Brezhnev. Mr Chirac's rebuke to Poland 
and other central European countries for 
signing a pro-American letter in the 
midst of the Iraq crisis has not-to put it 
mildly—gone down well. Wladyslaw Se- 
rafin, head of the main farmers' union, 
says that the emergence of a “western 
Brezhnev" has made it harder to cam- 
paign in favour of Poland joining the EU 
when the country votes in a referendum 
in June. Even Bronislaw Geremek, a fran- 
cophile former foreign minister, has 
scolded the Polish government for not 
rebutting Mr Chirac more vigorously. 

Itis hard to gauge how enduring the 
impact of the French president's com- 
ments will be. Roza Thun, who runs the 
pro-European Robert Schuman Founda- 
tion in Warsaw, says his remarks have 
not caused too much of a stir among the 
population at large. So she hopes their 
effects will be limited. 

Ironically, many Polish intellectuals 
think that Mr Chirac's fears about the 
impact of the Poles and other central Eu- 
ropeans pushing an American agenda 
once they join are misplaced. Lena Ko- 
larska-Bobinska, director of the Institute 
for Public Affairs in Warsaw, points out 
that opinion polls show that Poles put a 


Austria's new government 


The same peculiar 
team? 


VIENNA 
Though weaker than before, the 
far-right is likely to stay in government 


be HAT did we go to the polls for?” is 
the commonest question being 
asked by politically-minded Austrians. 
After all, it was almost six months ago that 
Chancellor Wolfgang Schiissel and his cen- 
tre-right People’s Party ended their ruling 
partnership with the far-right Freedom 
Party, because the latter was being torn 
apart by feuds, largely over the role of its 
maverick behind-the-scenes leader, Jórg 
Haider. Hence Mr Schiissel’s decision to 
call a general election, which he handily 
won. Yet now, after three months of nego- 
tiating in vain with Social Democrats and 
Greens, he is poised to team up all over 
again with the Freedomites. 
It would be false, however, to say that 
nothing has changed. For one thing, the 


higher priority on cultivating relations 
with the £u than on improving ties with 
the Americans. She also doubts whether 
central Europeans will promote a highly 
individualistic, free-market vision of 
society that is closer to the American 
model than to the Eu’s. On the contrary, 
she says, Poles like the communitarian- 
ism of today's French and Germans. 
Even when it comes to the issue of 
the day—Iraq—the gap between western 
and central European views can be exag- 
gerated. Opinion polls across the “new 
Europe" show big majorities of Poles, 
Czechs and Hungarians also against a 
war on Iraq. But their opposition is a lot 
more muted—and many Poles are de- 
lighted by reports that the Americans 
may move some of their military bases 
from Germany to Poland. While anti- 
war demonstrations in western Euro- 
pean capitals drew hundreds of thou- 
sands of protesters, a crowd of barely 
2,000 attended a similar one in Warsaw. 
That reflects the emotional gap be- 
tween western and central Europeans in 
attitudes to the United States. As the 
Schuman Foundation's Mrs Thun ex- 
claimed to a crowd of stony-faced jour- 
nalists visiting from Brussels: "Here in 
Poland we love the United States. We 
feel European, but we love America." 


same Europe-wide furore is unlikely to 
erupt as it did before, when all the Euro- 
pean Union's other countries put Austria 
into diplomatic isolation because of the 
Freedom Party's apparent neo-Nazi taint. 
After all, governments in several other EU 
countries—including Italy, the Nether- 
lands and Denmark-have since come to 
power with the support of parties on the 
post-fascist or populist right. 

For another thing, the Freedomites are 
much diminished after their poorer show- 
ing in the last election, when they got only 
10% of votes cast, compared with 27% in 
1999, while Mr Schüssel's party score went 
up from 27% to 42%. Moreover, Mr Haider 
himself now wields far less clout. Last 
time, though Mr Haider let Mr Schüssel be 
chancellor, it was a coalition more or less 
of equals. This time the People's Party will 
be able to govern virtually on its own. 

A few years ago the Freedom Party was 
probably Europe's most successful popu- 
list force on the continent. During the de- 
cade-plus when he ran it, Mr Haider man- 
aged to lift its vote from 596 to 27%. But, with 
his influence down, the main aim of his 
disgruntled colleagues is, it seems, to cling 
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to whatever jobs in government they may 
be offered. Moreover, though many Free- 
dom Party voters remain xenophobic and 
hostile to the EU, the party itself no longer 
threatens to veto the EU's enlargement to 
the east, nor could it do so if it tried. 

Still, many Austrians, including many 
who voted for Mr Schüssel's party, are an- 
noyed by his decision to team up once 
again with the Freedomites. Both Alfred 
Gusenbauer, the Social Democrats’ leader, 
and Alexander van der Bellen, who speaks 
for the Greens, sourly say that Mr Schüssel 
never intended to forge an agreement with 
either of them. Most top businessmen 
would have preferred a resuscitation of 
the "grand coalition" of centre-left and 
centre-right that governed Austria from 
1986 to 2000, when the Social Democrats 
were in the driver's seat and Mr Schüssel's 
people were mainly passengers. 

But Mr Schüssel may have decided to 
stick to the Freedom Party precisely be- 
cause it is divided and weak. In addition, 
he argues—with some cogency-that he 
and his finance minister, Karl-Heinz 
Grasser, a former Freedomite man who 
has now sided with Mr Schüssel's party, 
are determined to shake up Austria's ex- 
pensive pension and health-care systems, 
atask for which neither of Austria's parties 
on the left has much stomach. Only if Mr 
Schüssel can force through such painful re- 
forms will he have a chance of lightening 
Austrians' extremely heavy tax burden, 
which became even heavier during his 
first term. 

Mr Haider may still try to hamstring the 
renewed coalition before it has got going 
again. He blames Mr Schüssel for the de- 
cline in his fortunes, vilifies him at every 
turn, and would love to see him fail. But at 
the same time he is keen to stay on as gov- 
ernor of the southern province of Carin- 
thia—and for that he needs the backing of 
Mr Schiissel’s party. That may be the price 
the chancellor will have to pay. m 
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Russia 
Still mourning 
Stalin? 


MOSCOW 
Half a century after Stalin's death, 
Russians shy away from his legacy 


O MANY people suffered in so many 
ways, by starvation, deportation, and 
execution, that it is hard to give a complete 
tally of the human cost of the three de- 
cades when Stalin ran the Soviet Union. 
Anne Applebaum, author of an encyclo- 
paedic new study of the Gulag (and for- 
mer Economist writer), reckons 18m peo- 
ple passed through the camp system, a 
further 6m were exiled, and 6m-7m died in 
the artificial famines of the 1930s. Alex- 
ander Solzhenitsyn, legendary chronicler 
of Soviet tyranny, puts the death toll at 
20m-plus and reckons that Stalin's brutal- 
ity deprived the Soviet Union of 100m 
people who would otherwise have been 
born in conditions of normality. Yet, ex- 
traordinarily, many Russians still look 
back on the Stalin years as a golden era. 
One reason is that much of the period is 
still cloaked in mystery. After a brief per- 
iod following the collapse of Communism 
in the early 19905, journalists and histori- 
ans were able to get into the KGB archives. 
But since then it has become increasingly 
hard for outsiders to gain access to them. 
While most Russians accept that Stalin, 
who died on March 5th 1953, was a blood- 
stained oppressor, many still admire him 
for making their country great. Did he not 
fulfil the dream of another magnificent ty- 
rant, Peter the Great, by dragging a country 
of peasants into the industrial and even 
space age? Some nostalgists even cite the 
White Sea canal, linking Russia's Arctic 
coast to the Baltic Sea and built in just 20 
months, as à monument to his genius— 
even though more than 100,000 people 





The French press 
Woof! Woof! 


PARIS 


One of Europe's great newspapers is under attack 


OES dog eat dog? The icon of the 

French press is Le Monde, a newspa- 
per that is rigorously intellectual, over- 
whelmingly serious and—according to a 
book* by two Paris journalists out this 
week-both politically and financially 
corrupt. The charge, by Philippe Cohen, 
of the weekly Marianne, and Pierre 
Péan, who famously uncovered Presi- 
dent Francois Mitterrand's war-time 
links with the Vichy regime of German- 
occupied France, is that a triumvirate of 
the chief executive (also editor-in-chief), 
the editor and the chairman of the board 
has conspired to cover up scandals, 
influence French politics without declar- 
ing its interests, and hide the paper's fi- 
nancial weakness. 

The editor, Edwy Plenel, is an ex- 
Trotskyist who, according to Mitterrand, 
was also a CIA agent. The chief execu- 
tive, Jean-Marie Colombani, is accused 
of being a money-greedy hypocrite, who 
may have saved the paper from bank- 
ruptcy in 1994 but nonetheless has too 
many links for comfort both with French 
big business and with his Corsican 
compatriots. When Mr Colombani last 
year denounced the introduction of free- 
sheet papers into the French market ("In 
my view, those papers bring death to 
high-quality journalism"), he conve- 
niently failed to mention he had earlier 
been negotiating for Le Monde to help 
just such a paper. As for the chairman of 
the board, Alain Minc, he was formerly 
an adviser to Edouard Balladur, a con- 
servative prime minister in the early 
1990s—and a man whom Le Monde later 
keenly backed for president. 


perished in the effort. 

Viktor Anpilov, head of an avowedly 
Stalinist party, says that foreigners used to 
treat Russia with the respect it deserved. It 
was-he proclaims-the first country to put 
a man into space, the first where doctors 
performed open heart surgery, the top of 
the league of mathematicians and physi- 
cists. Now, he moans, outsiders are only 
interested in Russia's mineral wealth. 
"They are laughing at us and despise us for 
our fall," he says. 

Such views, and the xenophobia they 
reflect, are still common, in public atti- 
tudes and protectionist, inward-looking 
laws and rules on everything from foreign 
ownership to visas. Other surviving fea- 
tures of the Stalin era include the presump- 
tion of guilt in the legal system. Reform is 
painfully slow. Russia's top prosecutor re- 


So much, then, for the vaunted inde- 
pendence of Le Monde, a paper founded 
by the austere Hubert Beuve-Méry in 
1944 at the instigation of General de 
Gaulle to provide journalism free from 
Vichy's taint. In its place, say Messrs Co- 
hen and Péan, is a "latter-day Pravda", 
with a “climate of fear that stifles inter- 
nal editorial dissent”. 

To all of which the newspaper has re- 
acted with lofty sarcasm, a promiseto — 
sue the authors and publishers for libel— 
and a failure to rebut specific charges. 
“Does Le Monde threaten France?” the 
paper asked this week. Its own answer 
came in the form of an editorial, fol- 
lowed by two pages detailing both the _ 
various attacks on Le Monde over the — - 
years and the paper’s financial history. — 
Confessing that it was “flattered” tobe 
the subject of an inquiry, the paper re- 
grets that the resulting book, with its ac- 
cusations of *a Francophobia, latent or 
explicit", is an amalgam of "errors, lies, 
libels and calumnies”. Citing Spinoza, — 
the editorial noted that hatred is the sad- 
dest of all passions, and "hatred, alas, is n 
what marks this book.” | 

Maybe so. But Le Monde's rivals are 
happy to let it spread. The weekly L’Ex- _ 
press (which beat off a bid from Le 
Monde in 1997) last week printed 12 
pages of excerpts ahead of the book's — 
publication; this week, the daily Libéra- _ 
tion printed two. In other words, at least 
some dogs are feasting well. 
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* *La face cachée du Monde" (The Hidden Side of Le 

Monde). By Pierre Péan and Philippe Cohen. Edition 
Mille et Une Nuits; 631 pages; €24. 
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cently boasted that last year the acquittal 
rate had doubled-to the grand total of 
0.8% of those on trial. 

After stalling for 12 years, in January 
Russia's parliament passed a law granting 
Stalin's victims and their children com- 
pensation, albeit of a symbolic kind: 92 
roubles ($2.9) a month, one free train ride a 
year, half-price medicine, and free false 
teeth. Recently, in Warsaw, Russia's prime 
minister, Mikhail Kasyanov, took a more 
daring step and floated the idea of paying 
compensation to Stalin's Polish victims. 

But there has still been nothing like the 
Germans' painful and candid acknowl- 
edgement of the enormity both of crimes 
committed then and of collective respon- 
sibility now. It may be years yet before 
Russians face up to the full horrors of the 
Stalin era, both inflicted and suffered. m 
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M his du at tthe European: Commission’ s office in War EU en. 
Bruno Dethomas has been gloomily monitoring the de- — sion, i 
his native French within the European Union. "WhenI but tl 
sels in 1995," he remarks (in perfect English), “70% of the- Frenel 
nts crossing my desk were written in French. Nowadays — Frencl 
are in English.” In Brussels Mr Dethomas was chief spokes- was li 
or Jacques Delors; the powerful and charismatic French Cathe 
f the European Commission who stepped down in 1995.  ropea 
hat year the sole working language in the commission’s their e 
oom was French, but it was already clear which way the posed 
was blowing. “Quite often,” says Mr Dethomas, "I would own : 
official briefing in French, and then I would have to give and k 
cond briefing in my office in English. j | sion’s 
je rise of English as the EU's dominant working language speak 
s given a decisive push by the Union's last expansion, in 1995, 
en Austria, Finland and Sweden joined the club. Officials Tongt 
from all three countries, especially the two Nordic ones, are The d 
much more likely to be fluent in English than French. The Un- runs t 
in's public voice is increasingly anglophone. For a brief period: standi 
arlier this year the spokesmen for all three majorinstitutionsin — stymi 
Brussels-the commission, the European Parliament and the guage 
Council of Ministers- were British. Jonathan Faull, the commis- — thent 
n's chief spokesman, will be replaced this month by Reijo — shoul 
‘Kemppinen, a Finn. But for French-speakers the change is adou- — preve 
 ble-edged sword. The good news forthemisthatthishigh-profile — tural i 
job will no longer be held by a Briton; the bad news is that Mr. guage 
Faull's French is rather better than Mr Kemppinen's. cham: 
"^ The fact that the key Ev institutions have bases in franco- the Fr 
one cities- Brussels, Luxembourg and Strasbourg-meansthat — of “la 
ts of French will continue to be spoken in the EU's corridors. — presid 
and meeting rooms. But the grip of English will tighten stillmore — larlyt 
next year, when the Union will take in ten more countries,  havel 
ainly from central Europe. The commission is planning to re- — turall 
cruit over 3,000 Eurocrats from the former communist block. after ¿ 
best t guess is that: Some 60% of them will speak English as Th 
ec only 20% or so will it be French. .. much 
U institutions reflects what. withii 
Vo recent study by the Eu'ssta- — real tr 
arm showed that over roof secondary- -school students . that tl 
the EU's non English- speaking countries are studying English, speak 




































































lico Colchester 


journalism fellowships 


www.ft.com / nicocolchester 





ipplications are invited from journalists and 
would-be journalists from Britain | and 
continental Europe for the 2003 Nico Colchester 
fe lowships. 








s he fellowships were established in the memory _ 

| of Nico Colchester, who died in 1996 at the age 
of 49, after an outstanding career at the Financial 

Times, The Economist and The Economist 

: Intelligence. Unit. Nico was one of Britain's 

| finest writers on foreign, especially European, 

| affairs as well as technology and business. 





T be trustees of the Nico Colchester foundation e 





preference. will py given. to > applicants. who E 
refle hose traits. | os c v m 














vo fellowships. available” th E 
à, for a British or Irish applicant, will consist |o 
f. a ‘three-month internship at a continental -f 
uropean office of The Economist or Financial | | 
— Times; the other, for an applicant from elsewhere 
in the European Union, will consist of a three- 
month internship at The Economist in London. | 
-Fluency in the relevant local language will be | 
essential for both fellowships. The winners will 
each receive a bursary of £4,000 to cover 
accommodation and travel, and a small weekly 
stipend. 





Entries should be sent, with a cv and covering 
letter, by e-mail only to ncprize&economist.com. 
The closing date will be March 28th 2003. 


. This prize is supported by Halifax plc, the Financial Times, 
The Economist, BAT ple and 3i. Further information, 
de. names. of Loo i e can be found at 
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Freedom and anti-terrorism 


Coming quietly 


Britain's draconian anti-terrorism laws are popular and uncontroversial. So far 


EW laws and old ones combined give 

Britain, worriers say, the toughest 
anti-terrorism legislation of any advanced 
democracy. There is more to come. In 
April, the home secretary will gain new 
powers to strip immigrants of their British 
citizenship. A likely target is Abu Hamza el- 
Masri, an Egyptian-born extremist Muslim 
cleric who gained a British passport in 
1982. The minister responsible, Beverley 
Hughes, says that the government plans to 
“deal with him” under the new law. 

If Mr Hamza claims a justifiable fear of 
torture or persecution in Egypt, he will not 
be deported. But the government may lock 
him up without further ado. Indefinite de- 
tention, along with vague laws, secret evi- 
dence, suspects guilty until proved inno- 
cent, punishment by politicians not 
judges, with limited rights of appeal and 
of access to lawyers—these have not so far 
been leading features of the British system 
of justice. But things have changed. 

The biggest dent in the rule of law is in 
equal treatment for everyone. Under the 
anti-terrorism act, rushed into law in De- 
cember 2001, foreigners can be treated 
more harshly than British citizens. The 
home secretary can have non-British terro- 
rist suspects locked up without trial, al- 
though they are free to leave the country: 
of the 15 detained so far, two have gone. 

The identities of the rest are secret. 
They are being kept in closely guarded de- 


tention, in conditions that Amnesty Inter- 
national and other human-rights watch- 
dogs have sharply criticised. The govern- 
ment says it has now made “substantial” 
improvements and plans more. 

The authorities are mainly using the 
immigration rules, rather than the crimi- 
nal justice system, as a way of keeping ter- 
rorist suspects locked up. The legality of 
this is still fiercely contested. To make it 
possible at all, the government had to de- 
clare a state of emergency, and withdraw 
from Article 5 of the European Convention 
on Human Rights. This case is now going 
to the House of Lords. 

The second big shift is in the kind of evi- 
dence allowable. The government can 
now use much more "closed" evidence— 
meaning stuff gathered by spookery, bug- 
ging and arm-twisting, that normally 
would be hard to use in court. It has also 
gained new access to tax and bank records. 

The biggest row is about the use of this 
stuff in two tribunals, one that hears ap- 
peals from organisations that have been 
banned because of their terrorist activities, 
the other which hears appeals from terro- 
rist- related immigration cases. Their mem- 
bers and hearings are secret. Defendants 
may be denied access to the evidence con- 
sidered. Defence advocates are drawn 
from a special pool of lawyers cleared to 
see secret material. Rights of further ap- 
peal are limited to points of law, not of fact. 







The Economist March.1 








Also in this section 

52 Seizing assets | | 
52 Britain and the euro — 
54 Bagehot: The moral imperative ; 






































A third big watering-down o 
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Britain 


groups fear that the real effect of the gov- 
ernment's current approach will be to 
alienate law-abiding Muslims. That, they 
say, is what happened with moderate Irish 
nationalist opinion as the government 
sought to crush the IRA in the 1970s. Tough 
anti-terrorism laws, including internment 
without trial, caused huge ill-feeling, and 
lid little to put real terrorists behind bars. 
Most of the IRA "bombers" sentenced for 
the attacks on the British mainland after 
1974, they note, turned out to be wrongly 
convicted. 

The government is softening its posi- 
‘ion slightly. In particular, it is considering 
whether to take up the case of the seven 
British citizens being held by the American 
authorities in Guantanamo Bay in Cuba, 
who are currently in a legal black hole, de- 
rived of any legal representation any- 
where. But public sympathy in Britain for 
such cases is still pretty limited. Unless and 
intil that changes, the government can ex- 
ect a fairly free hand. m 


lustice 


Snatch and grab 


Sonfiscating the cash of people who 
1aven't been convicted of a crime 


T TOOK the police almost 20 years to nab 

John Palmer, nicknamed “Goldfinger”, 
ollowing his acquittal for masterminding 
he £26m ($39m) Brinks-Mat gold bullion 
obbery. When the law finally caught up 
with Mr Palmer in May 2001, he was jailed 
or eight years for a timeshare fraud. Ever 
ince, the authorities have been trying in 





Aliquid assets 


vain to confiscate £33m of his assets. 

Cases such as this have led the govern- 
ment to set up the Assets Recovery Agency 
this week to confiscate wealth it believes 
was ill-gotten. The new agency will not 
have to prove that a criminal offence has 
been committed, only that it is probable 
that assets were acquired illegally. The 
onus will be on the owner of the flashy 
villa and the yacht in Northern Cyprus to 
show that these were acquired honestly. 

The police have hailed it as an impor- 
tant weapon against a group of around 150 


super-criminals who they claim are, in ef- 


fect, untouchable under current laws. 
"They don't commit crimes themselves, 
they manage criminal enterprises," says 
Sir David Phillips, chief constable of Kent. 
The British Assets Recovery Agency is 
modelled closely on the success of the 
Irish Criminal Assets Bureau (CAB), set up 
in 1996. It claims that in its first four years 
of operation the bosses of six organised 
crime groups fled the country to escape its 
clutches. An early success was the leader 
of a heroin gang that had an estimated an- 
nual turnover of £2m a year. When the bu- 
reau targeted properties registered in his fa- 
ther's name, he fled abroad and his busi- 
ness fell apart. America has the longest 
established asset recovery programme, 
which produces more than $150m a year. 
Seizing assets allegedly acquired 
through crime without requiring criminal 
standards of proof represents a big exten- 
sion of state powers. That does not worry 
the home secretary, David Blunkett. “If we 
can't convict the buggers, let's deny them 
their ill-gotten gains,” says one Home Of- 
fice adviser. But John Wadham, director of 
Liberty, a civil rights group, says that this 
amounts to “a violation of the presump- 
tion of innocence”. Michael Levi, professor 
of criminology at Cardiff University, says 
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the new law is bound to be challenged un- 
der human rights legislation. 

Even if the British recovery agency sur- 
vives the scrutiny of the European Court, it 
may not achieve a great deal. Its target for 
recoveries over the next three years is a 
modest £60m—which won't make much 
of a dent in the £18 billion of assets which 
the National Criminal Intelligence Service 
estimates have been acquired criminally. 
A study by the Council of Europe says 
there is no evidence that America's asset 
recovery programme has made much im- 
pact on organised crime. Career criminals 
quickly learn how to put their assets be- 
yond the reach of both the law and their 
fellow villains. m 
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britain and tne euro 


Not yet 


Gordon Brown seems to be winning his 
fightto put off a euro referendum 


MPENDING war has not dimmed Tony 

Blair's enthusiasm for the euro. Rather 
the reverse, it seems. One of the side-ef- 
fects of a quick victory, it is suggested in 
Downing Street, could be to strengthen Mr 
Blair and thus make it likelier that a ref- 
erendum could be held during this parlia- 
ment. But, with the deadline for Gordon 
Brown's judgment on his famous five tests 
only three months away-and the an- 
nouncement may come sooner—econom- 
ics are pushing in the opposite direction. 

On February 27th, Mr Brown gave evi- 
denceto a parliamentary committee carry- 
ing out its own inquiry into euro member- 
ship. The chancellor, who wants to present 
his assessment on his own terms, stone- 
walled his way through the session. But 
his manner and tone reinforced the im- 
pression that the Treasury's answer to the 
five tests, which he said would be "clear 
and unambiguous", would be: not yet. 

The Treasury's tests ask: how conver- 
gent the economy is with the euro area, 
whether it is flexible enough to lose the 
shock absorber of its own exchange rate, 
what would happen to investment, how 
the City would be affected, and what the 
overall impact would be on jobs and pros- 
perity. But two simple questions lie at the 
heart of the matter. Would the economy 
perform better within the euro area? And 
could it cope with interest rates set by the 
European Central Bank (ECB) and fiscal 
policy governed by European rules? 

In principle, Britain should benefit 
from being part of a single-currency area. 
At a stroke, exchange-rate risk for half the 
country's trade is removed. More trade 
means more competition, which tends to » 
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Mr Brown sees off the euro-enthusiasts 


raise productivity. Companies—especially 
foreign ones wanting to sell to the euro 
area’s 300m people—should be more will- 
ing to invest because they will no longer 
have to worry about the erratic value of 
the pound against the euro. 

Early evidence suggests that some of 
this is already happening. Trade within the 
euro area is rising as a proportion of those 
countries’ GDP. And Britain's share of for- 
eign investment in the EU by companies 
has recently fallen, although this is partly 
because takeovers are out of fashion. 

What's more, say those who want to 
join soon, Britain can now cope with 
membership because its economy is con- 
verging with the euro zone's. When Mr 
Brown ruled out membership in October 
1997, short-term interest rates were almost 
four percentage points higher in Britain 
than in France and Germany. Now the gap 
is only one percentage point, although it 
will widen again if the ECB cuts interest 
rates next week. An underlying measure of 
convergence is whether the two econo- 
mies have roughly the same margin of 
spare capacity. In 1997 they did not. Now 
they nearly do. 


i Coming together and growing apart 






But the Treasury's assessment is likely 
to warn that long-term potential gains will 
be at risk if the Eu fails to make the econ- 
omic reforms—better performing labour, 
product and capital markets—that it prom- 
ised in Lisbon three years ago. In his evi- 
dence to the committee, Mr Brown told 
MPs “we want to see a lot more progress". 
The Treasury is particularly worried that 
many European labour markets are still 
too inflexible. 

Anyway, even if the economies are 
converging, Britain would not necessarily 
benefit from having its interest rates set by 
the ECB. If house prices—which have been 
rising far faster than those in the rest of Eu- 
rope-crashed, Britain might then need 
lower interest rates than in the euro area. 

Another worry is the slow growth of 
mainland Europe. The Treasury is likely to 
argue that the way the euro area conducts 
economic policy is partly to blame. The 
ECB has been slower to cut interest rates 
than the Bank of England. Mr Brown 
thinks that the framework under which 
the Bank operates-trying to keep inflation 
at around 2.5%—is superior to the ECB's 
goal of keeping inflation below a ceiling of 
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Britain 
2%, because the latter leads to excessively 
tight monetary policy. 

Mr Brown also dislikes the stability 
pact, under which countries are supposed 
to try to balance their budgets and can face 
fines if deficits exceed 3% of GDP. This has 
forced, for instance, Germany and Portugal 
to tighten fiscal policy instead of easing it 
to help their limping economies. Britain, 
which has low public debts but needs to 
borrow to rebuild its infrastructure, could 
find its freedom to do so constrained by 
this fiscal straitjacket. The European Com- 
mission has been sympathetic to this 
pleading for special treatment but Euro- 
pean finance ministers were less so when 
they met on February 18th. Thus the stabil- 
ity pact could force Mr Brown to raise taxes 
further if Britain joined the euro. 

Choosing the right exchange rate to join 
at is not, formally, one of the tests; but 
everybody knows it is crucial. If too high a 
rate is chosen, Britain would have to en- 
dure a long period of slower growth to 
make its wages and prices more competi- 
tive. One reason why Germany's econ- 
omy is in such a mess is that it entered the 
euro at too high a rate. 

For most of the past four years, the 
pound has been too strong to join the euro. 
In recent months it has fallen quite a lot, 
but it probably needs to fall further. Gold- 
man Sachs reckons that a realistic rate 
would be 1.37 euros to the pound, com- 
pared with about 1.47 now. But there is a 
fiscal sting in the tail. To offset the stimulus 
to the economy from this further deprecia- 
tion, Goldman Sachs says that fiscal policy 
would have to be tightened by 1% of GDP, 
requiring tax increases of about £10 bil- 
lion. And they would have to come before 
rather than after the next general election. 

On balance then, the Treasury is likely 
to judge that the risks of joining the euro 
are too serious to contemplate early mem- 
bership. That will be frustrating for the 
prime minister. So there is likely to be a 
face-saving formula which will leave open 
the door for a possible referendum in 
2004. It will only be notionally ajar. A ref- 
erendum looks likelier in Labour's third 
rather than second term of office. = 
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Bagehot | The moral imperative 


Is Tony Blair too moral for the bishops? 





HICH of these is most likely to give Tony Blair sleepless 

nights? The fact that on February 26th 121 Labour MPs 
voted for an anti-war amendment after a heated debate on the 
government's Iraq policy? Or that Rowan Williams, the new 
Archbishop of Canterbury who was enthroned the following 
day, believes that military action to disarm Saddam Hussein 
does not meet the criteria of a just war? 

Although the rebel vote was a good deal bigger than had 
been predicted, there is no doubting that it is the latter which 
causes the prime minister most anguish. While it is almost de ri- 
gueur for the American political classes to proclaim their piety— 
President Bush likes everyone to know that he is a born-again 
Christian, while even Bill Clinton felt comfortable employing 
the language of the pulpit-Mr Blair is unusual among British 
politicians in that he is not only deeply religious, but that his 
faith informs much that he does. Indeed, Mr Blair is the most 
overtly Christian prime minister since William Gladstone quit 
Downing Street for the last time in 1894. 

Last weekend, Mr Blair even took time out for a private audi- 
ence with the pope that he had himself requested. This was 
quite an odd thing to do given that Mr Blair is not himself a Cath- 
olic (although his wife is) and that the pope, who also con- 
demned the first Gulf war, is implacably opposed to any military 
action against Iraq. Mr Blair could not have hoped to change the 
pope's mind-the church has officially declared that there is 
nothing in the catechism that supports the notion of pre-emptive 
war. He knew that he would be denied absolution for whatever 
was to come, but it was still vitally important for him to explain 
to the pope the moral basis of his policy. 

Mr Williams may not quite be as unbending as John Paul II. 
But he delivered a clear enough warning to the prime minister in 
a statement on Iraq made jointly with his Catholic opposite 
number, Cardinal Cormac Murphy O'Connor, just a few days 
after Mr Blair, in response to massive anti-war demonstrations 
on February 15th, had spoken passionately about the morality of 
regime change in Baghdad. 

Putting aside the legal technicalities of Iraqi compliance or 
otherwise with UN disarmament resolutions, Mr Blair had said: 
"The moral case against war has a moral answer: it is the moral 
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case for removing Saddam.” The good that would come from 
getting rid of a man who had massacred his own citizens and 
been directly responsible for the death of millions in war meant 
that, if forced to act, “we could do so with a clear conscience.” 
Unfortunately, the two archbishops begged to differ, calling for 
the continuation of weapons inspections to “render the trauma 
and tragedy of war unnecessary”, a war, moreover, they be- 
lieved to be of questionable “moral legitimacy”. 


Onward Christian soldier 

Unlike most of his predecessors in Number 10, Mr Blair is not in- 
clined to dismiss this as merely the meddling of tiresome clerics. 
He believes implicitly in the guidance to be found in the gospels. 
He appointed Mr Williams knowing, even hoping, that this was 
an archbishop who would relish engaging him in theological 
and intellectual debate. Nor could Mr Blair have expected Mr 
Williams, an inveterate peacenik and anti-nuclear campaigner, 
to give him an easy ride over Iraq. Yet what must disappoint him 
is the banality that has characterised at least some of the priestly 
criticism that has come his way. 

For all Mr Williams's formidable intellectual reputation, it is 
the prime minister who gives the impression of having thought 
more deeply and agonised more thoroughly about these difficult 
issues. It would not be surprising if his copies of “The City of 
God" and the “Summa Theologica"-the texts for “just war" the- 
ory—are at least as well-thumbed as the archbishop's. 

The truth is that when it comes to Iraq, the just war argu- 
ments are very finely balanced. Just war theory says that war can 
only be waged as a last resort; by a legitimate authority; with a 
reasonable chance of success; to re-establish peace; in propor- 
tion to an injury suffered; and it must discriminate between 
combatants and non-combatants. There is room for arguing all 
these points—whether, for instance, Saddam Hussein poses a 
sufficient threat to peace, and whether the last resort has been 
reached. The case can be made both for war and against it; but 
the clerics are in no better position than Mr Blair to make that 
judgment. 

The most that religious leaders should demand of politicians 
who are charged with the duty of making terrible decisions is 
that morality should underpin their thinking. On that basis, it is 
difficult to see how Mr Blair can be faulted. In foreign affairs, Mr 
Blair shows an extraordinary disregard for the cynical calcula- 
tions of realpolitik. Sierra Leone, Kosovo, Afghanistan and now 
Iraq have convinced him that there are circumstances in which 
the use of military force to achieve a noble end is not just an op- 
tion, but a moral obligation. 

The strength of Mr Blair’s position is that he argues from first 
principles. The weakness of the clerics’ is that they have become 
sidetracked by their conviction that the United Nations is the 
sole fount of authority and legitimacy. Mr Blair needs no con- 
vincing of the political desirability of a UN resolution explicitly 
mandating the use of force, but he is right to question why this 
should alter the moral equation, which is surely all that the 
churches should concern themselves with. 

The UN is what it is—a place where diplomatic horse-trading 
is conducted and states manoeuvre to secure their national inter- 
est. The position it takes on an American attack will probably be 
determined by whether or not the Mugabe-féting president of 
France decides to wield his veto. That, surely, cannot be a mea- 
sure of morality. m 





Ahold 


Europe’s Enron 


The Ahold financial scandal should shock Europe into accounting and 
corporate-governance reform, just as the Enron scandal did America 


MAY seem an exaggeration to describe 
the scandal overwhelming Royal Ahold 
as "Europe's Enron"—but in most of the 
ways that matter it is true enough. Cer- 
tainly, the world's third-biggest food re- 
tailer, after Wal-Mart and Carrefour, poses 
none of the systemic financial risks of En- 
ron, which was both deeply in debt and 
the world's main electricity market-maker. 
That apart, the similarities between the 
former Texan powerhouse and the Dutch 
retailer are striking, from vain yet secretive 
bosses to the woeful corporate gover- 
nance, aggressive earnings management 
and accounting "irregularities" to auditors 
who were, at best, asleep on the job. 

Now, at least, Europeans should stop 
smugly believing that corporate malfea- 
sance is an American vice that cannot oc- 
cur in the old continent. Instead, they 
should fix their corporate-governance and 
accounting problems with as much vigour 
as their American cousins showed after 
the Enron wake-up call. 

On February 24th, Ahold announced 
the resignation of its chief executive and fi- 
nance director after finding that it had 
overstated its profits by more than $500m 
(€463m) in the past two years. Its market 
value plunged by 63% that day, to €3.3 bil- 
lion. In late 2001, it exceeded €30 billion. 
Ahold is now under investigation by va- 
rious authorities, including America's Se- 
curities and Exchange Commission (SEC). 

This dwarfs previous accounting scan- 
dals in continental Europe; those at Com- 
road and EM.TV of Germany, and Bel- 


gium's Lernout & Hauspie, say, were tiny 
and mostly involved younger firms. Ahold 
is 115 years old, with sales estimated (be- 
fore the scandal) at €77 billion in 2002. 
Rather like Kenneth Lay at Enron, and 
Dennis Kozlowski at Tyco, another scan- 
dal-hit American firm, Ahold's now de- 
parting boss, Cees van der Hoeven, won a 
formidable reputation from turning a dull 
company into a growth machine. Inves- 
tors applauded long after they should 
have started asking hard questions. When 
eventually they did ask them, he scorned 
them for daring to doubt him. Eric Tibi of 
UBS Warburg calls the defensive response 
of Ahold's bosses to probing questions 
"incredible—an attempt to frighten us." 


Food for thought 

If there is no evidence that he was paid 
outlandishly—still less that he “looted” the 
firm, as some American bosses are alleged 
to have done—Mr van der Hoeven cer- 
tainly became addicted to his reputation 
as an infallible corporate titan. He has 
bought some 50 firms for a total of €19 bil- 
lion since 1993, and notched up 23 quarters 
of double-digit profit growth in a row; but 
when growth slowed, he seems to have 
been unable to admit to Ahold’s true con- 
dition. Like many American firms during 
the bubble years, Ahold started to bend 


the accounting rules, claiming profits of ac- 


quired firms as “organic growth”, booking 
capital gains from sale-and-leaseback 
deals as profit, and keeping billions in debt 
off its balance sheet. 
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These techniques, though not illegal, 
should have rung investors' alarm bells, 
just as Enron's use of off-balance-sheet ve- 
hicles should have done. Indeed, some ob- 
servers were disturbed by them. In June 
2001, the Centre for Financial Research & 
Analysisin Maryland published the first of 
six reports detailing questionable account- 
ing at Ahold, going back to 1999. Enitan 
Adebonojo, an author of the reports, ar- 
gues that such use of smoke and mirrors 
suggests that the accounting problems at 
Ahold are far deeper than those revealed 
this week. Most observers suspect that 
Ahold has more bad news to reveal. 

Although this week's plunging share 
price suggests that investors were sur- 
prised by Ahold's accounting woes, by 
February 2002 many analysts were ques- 
tioning the firm's numbers. Yet Mr van der 
Hoeven continued to assert for much of 
2002 that it was on course for double-digit 
profit growth—promises that may now 
form the basis of class-action lawsuits. 

The $500m overstatement is due pri- 
marily to Ahold's us Foodservice unit, 
which supplies food to schools, hospitals 
and restaurants—although there are also is- 
sues over its Disco subsidiary in Argentina 
and several other units. This has led some 
observers to say that this is less a European 
problem than yet another American ac- 
counting failure. Such an outlandish claim 
absolves Ahold's bosses of responsibility 
for their acquisitions and ignores the per- 
sistent, firm-wide tendency to test the lim- 
its of acceptable accounting. 

Most firms that buy in bulk-including 
such admired retailers as Wal-Mart and 
Tesco—get discounts from suppliers if they 
meet sales targets. The issue is how those 
rebates are accounted for. The prudent 
practice is to wait until the targets are met. 
Failing firms, such as now-bankrupt 
Kmart, Fleming, a food distributor, and 
now Ahold appear to have booked these 
payments before they were earned. Ahold 









may even have booked entire rebates as 
profit in the first year of multi-year agree- 
ments-or simply made them up. 
. Thescandalshould dispel claims about 
‘the supposed inherent superiority of con- 
tinental Europe's two-tier boards over An- 
:glo-Saxon unitary boards. Ahold's super- 
-visory board was at least as dominated by 
‘Mr van der Hoeven as any American 
board was by its chief executive. And if no- 
body should be surprised at lax account- 
ing oversight in the Netherlands, what of 
Deloitte & Touche, Ahold’s auditor? Al- 
though Deloitte uncovered the problems 
in the past few weeks, it should have done 
so much earlier, says Lynn Turner, a former 
chief accountant at the sEC. The truth may 
not be clear for some time. Nor will how 
much top management knew~a question 
that remains unanswered for many of the 





recent American scandals, including En- 
ron. Asked if Ahold and its suppliers might 
have collaborated to conceal the truth, De- 
loitte says only that *we would like to 
know the answer to that too." 

Having wisely negotiated a new €3.1 
billion credit line with five banks over the 
weekend, before publicising its account- 
ing problems, Ahold's short-term liquidity 
looks assured, despite a downgrade to 
junk status by Standard & Poor's. But with 
net debt of atleast €13 billion and a market 
value less than €3 billion, it will have to re- 
negotiate its borrowings soon. There is ev- 
ery chance that it will have to break itself 
up. One thing at least seems certain: long 
after the corporate vultures have finished 
fighting over Ahold’s bones, the reverbera- 
tions of Europe’s Enron will be felt by all 
the old continent's companies. 8 








3G in Europe 


The ultimate test 


Now that 3G phones are finally in the 
shops, does anyone want them? 


ORGET the €100 billion ($108 billion) 

shelled out by Europe's mobile-phone 
operators for third-generation (3G) 
licences. Ignore the debts, the languishing 
share prices and the endless wrangling 
over licence terms. Never mind that sev- 
eral would-be 3G operators have quit the 
market. None of it matters to the shoppers 
who can now see 3G phones available for 
sale on the high streets of London, Bir- 
mingham, Rome and Milan. Admittedly, 
these new phones- which can send and 
receive live video—are only being demon- 
strated and will not be delivered until later 
this month. Now that 3G has finally ar- 
rived in Europe, will anybody buy it? 

All eyes are on Britain and Italy, where 
Europe's first commercial 36 networks are 
being launched by 3, a new operator 
backed by Hutchison Whampoa of Hong 
Kong. 3 has signed up 140,000 customers 
in Italy and a similar number in Britain. 
Unsurprisingly, 3 is emphasising the un- 
ique video capability of its 3G handsets. 

Visitors to 3's gleaming new shop in 
London's Oxford Street this week certainly 
seemed impressed. A survey by The 
Thinking Box, a consultancy, found that 
most consumers were amazed to hear that 
mobile videophones, far from being sci- 
ence fiction, would soon be on sale. Unlike 
other fancy 3G services, such as help to 
find a nearby cashpoint or pizzeria, video- 
telephony is simple and intuitive, says 
Christophe Cauvy of The Thinking Box. 

Yet although video-telephony looks 
good in advertisements, says Paul Lee, an 
analyst at Deloitte Consulting, it is hard to 
imagine who will use it regularly. Take-up 
in Japan, where video-telephony has been 
available since October 2001, has been 
poor. 3's pricing, which offers large bun- 
dles of voice and video minutes at €85 or 
€140 per month, is designed to tempt 
heavy users away from their existing oper- 
ators. 3 may thus poach some high-spend- 
ing customers in the short term. Only 
when prices fall will it be possible to tell if 
video-telephony has sufficient mass ap- 
peal to justify the huge investment in 3G. 

A more cautious approach is being 
taken by established operators that, unlike 
3, have millions of customers using 2G net- 
works. Rather than make a song-and- 
dance about 3G, Vodafone and T-Mobile 
are promoting mobile data services, under 
the brands “Vodafone live!” and “t-zones” 
respectively. These services, including 
news updates, games and the ability to » 
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> send still photos (but not video), are now 
delivered using enhanced 2G, or 2.5G, net- 
works. But the capacity of 2.5G networks is 
limited. As more subscribers sign up, the 
operators will quietly switch users over to 
3G. “People will be using 3G without being 
aware of it," says Ben Wood of Gartner. 

In short, whereas 3 is pushing 3G as 
revolutionary, to lure subscribers from ri- 
vals, the incumbents see it as evolution- 
ary, as they try to keep them. The 3G hype 
of a couple of years ago is gone and a new 
pragmatism is abroad in the industry. 

What if most consumers decide that 
voice calls and text messaging are enough, 
and shun the other new services on which 
3G is predicated? Operators would have to 
fall back on 3G's ability to carry voice calls 
in higher volumes, and at lower cost, than 
2G networks. "Voice is not a market to be 
sniffed at," says Mr Lee. Even ten years 
from now, he says, mobile voice revenues 
will exceed data revenues. The mobile op- 
erators will then set about cannibalising 
the fixed-line voice business. It would be 
quite a come-down for a technology that 
was once expected to change the world. 
Those vast licence fees may never be re- 
couped. But 3G is coming: it is up to con- 
sumers to decide what to do with it. m 


The flying internet 


Only connect 


Coming soon to a jumbo-jet near you: 
broadband internet access in the sky 


ANY travellers see a long flight as a 

welcome escape from the office and 
what E.M. Forster called “the world of tele- 
grams and anger". Not for much longer. 
On February 18th British Airways began a 
three-month trial on flights between Lon- 
don and New York offering interactive 
broadband connections in the air, using a 
satellite-based system called "Connexion 
by Boeing". A specially adapted 747 now 
lets passengers use e-mail and surf the in- 
ternet. A trial by Lufthansa began in Janu- 
ary, winning early praise. Japan Airlines 
and the sAs group will be next. 

This week Airbus and Tenzing, a spe- 
cialist telecoms firm in which the Euro- 
pean aircraft-maker has a stake, launched 
anew version of arival service that aims to 
do some of what Boeing's Connexion of- 
fers, but at a fraction of the price to passen- 
gers and airlines. It takes high-speed satel- 
lite radio links already installed on many 
newer aircraft and uses new equipment 
from Rockwell Collins, an American avi- 
onics firm, to upgrade the signal. There 
could be further competition if Matsush- 
ita, one of the leading providers of inflight 


Airlines 


Buzzing off 


Low-cost airlines meet growth problems 


YANAIR is closing buzz, its newly ac- 
quired airline, for a month in April 

and shedding two-thirds of its staff. Ea- 
syJet's shares fell by 12% after it admitted 
to lower yields in recent months. Doubts 
are growing over whether it will exercise 
its option to buy DBA, a German subsid- 
iary of British Airways (BA). Are the 
woes of aviation now hitting even the 
low-cost airlines which, in Europe and 
America, have so far escaped the pain af- 
flicting the big network carriers? 

Not really. The easyJet share slide, 
along with falls in BA and KLM shares, 
reflects investor anxiety about the im- 
pact of a war in Iraq on airlines, rather 
than worries that the low-cost model is 
losing its magic. Nor is buzz's closure a 
reduction of capacity to meet falling de- 
mand, even if it looks like it. 

Ryanair, an Irish-based low-cost car- 
rier, bought buzz from KLM last month 
for just €5m ($5.4m) net. But the airline is 
losing €1m a week. The closure aims to 
impress upon pilots and the rest of the 
workforce that Ryanair's boss, Michael 
O'Leary, means to force through new 
working practices to boost productivity: 
pilots, for instance, will have to work 
more hours per month. 

But more than that, Ryanair plans a 


entertainment equipment, enters the fray. 
According to Boeing's market research, 
six out of ten passengers are “very inter- 
ested" in the possibility of staying con- 
nected to the office and the corporate net- 
work in flight. If its trials go well, Boeing 
expects to fit and operate the service across 
BA's and Lufthansa's long-haul fleet. Boe- 
ing struggled for years to launch broad- 
band, after converting in-house military 
antenna technology to civilian use. 





complete makeover for buzz. Out will go 
its uneconomic old BAE 146 jets. In will 
come bigger, more efficient Boeing 737s— 
still the workhorses of low-cost carriers 
(though easyJet is switching to Air- 
buses). Out too will go routes and flights 
that do not generate enough traffic to fill 
larger aircraft. Many buzz destinations 
are small provincial French towns. Mr 
O'Leary wants to renegotiate the landing 
deals. He believes in being paid by such 
airports, not having to pay landing fees. 
Those airports that do not play Ryanair's 
game will lose flights. 

As for easyJet, by flying into big air- 
ports it competes more with network air- 
lines, such as BA and Lufthansa, which 
now offer low fares at off-peak times 
over the internet. Charter airlines are 
also competing by offering scheduled 
flights. But easyJet's yields would not — 
have fallen so far without a near-40% 
rise in its capacity after it bought Go, for- 
merly BA's low-cost carrier. EasyJet's 
business model requires high load-fac- — 
tors of over 80% because, unlike Ryanair - 
at secondary airports, it has to pay rela- 
tively high landing fees. To reach its load 
target, it has had to cut fares—hence its 
lower yields. Still, à timely reminder that 
even low-cost airlines have their limits. . 


Two years ago, the cheaper, narrow- 
band connectivity of Tenzing's service 
seemed likely to triumph. Airlines such as 
Singapore, Cathay Pacific and Virgin Atlan- 
tic signed up forit. Now Boeing is the more 
bullish. In ten years, passengers using Boe- 
ing's service could be spending $10 billion 
annually—$30 a flight—with half going to 
Boeing, says Scott Carson, boss of Connex- 
ion. To do this, the service would need to 
beinstalled on about 4,000 planes. Boeing 





Rye 


aims to win 60% of the market. The latest 
upgrade of the Tenzing service will cost 
$10 a flight, aiming to regain the lead from 
Boeing by costing less. Both will allow live 
surfing and e-mail, but Connexion will be 
faster and able to handle video images. 

Some sceptics note that if passengers 
could use mobile phones hooked to lap- 
tops, that might appeal more to them than- 
fancy in-flight broadband connections for 
which they would have to pay. But that 
day is not in sight. Mobile-phone use is 
banned on flights not just because of wor- 
ries that it might interfere with flight sys- 
tems (not likely, in fact): neither the airlines 
nor the phone firms like the idea. 

The airlines fear that many passengers 
would avoid flights where the person in 
the next seat might talk endlessly into a 
handset (“I'm on the plane”)—one reason 
why they charge so much to use seat-back 
phones. The phone companies do not like 
calls from aircraft because a signal coming 
down from 35,000 feet spreads out to 
reach many different cellular base-stations 
and risks jamming the whole system. Boe- 
ing says it has no plans to offer voice tele- 
phony on Connexion, though it might pro- 
vide phone boxes, away from other 


The music industry 


In a spin 


passengers, on bigger aircraft. 

The airlines increasingly see broad- 
band as a way of luring passengers from 
other carriers, while providing a useful ex- 
tra source of income. Passengers could 
shop online for duty-free alcohol, with the 
airport shop bringing the bottles to the 
gate on arrival, not departure. This would 
save the chore of carrying heavy bottles at 
both ends of the flight. Removing duty- 
free trolleys and bags of carry-on booze 
would also trim the weight of aircraft, thus 
helping to save fuel. Michael O'Leary, the 
boss of Ryanair, is considering using the 
online service to screen live TV on seat- 
back screens, paid for by passengers swip- 
ing their credit cards. 

But the real clincher for airlines is that 
the satellite link can also boost operating 
efficiency. Aircraft could be wired to allow 
workers on the ground to keep a constant 
watch on their health. Early warning 
would be given of problems. As well as en- 
hancing safety, engineers would, say, be 
alerted fast to a part showing early signs of 
wear. That would mean fewer cases of un- 
scheduled maintenance grounding 
planes, so aircraft utilisation could rise. As 
Forster also said, “Only connect". m 


Therecord industry is desperately seeking a way out of its problems 


AVING failed to squelch digital piracy, 

can the record industry merge its way 
out of trouble? That question has been 
around since late last year when EMI, the 
world's biggest independent record com- 
pany, is said to have begun talks to revive 
two old merger ideas. In time, some expect 
the five big companies to become three. 

Piracy remains the biggest headache. 
The record industry has squashed Napster 
inthe courts, but other online music-swap- 
ping services have sprung up in its place. 
File-sharing on KaZaA was 1,491% higher 
in June 2002 than in June 2001, according 
to ComScore Media Metrix, a research 
group. The industry is suing this and other 
file-sharing services, but new ones emerge 
as fast as old ones are shut down. Little 
wonder that sales of recorded music 
dropped in 2002 by an estimated 9%. 

In this shrinking market, the savings 
that might be squeezed from a merger offer 
a lifeline. In the past, European regulators 
have been an obstacle, repeatedly block- 
ing mergers among the big five record com- 
panies-Vivendi's Universal Music, Sony 
Music, EMI, AOL Time Warner's Warner 
Music, and Bertelsmann's BMG—which 





Norah comes away with eight Grammys 


between them control 70% of the global re- 
corded-music market. In 2000, they 
blocked a merger of Warner and EMI by 
imposing heavy divestment conditions. 
They stopped EMI marrying BMG even be- 
fore a formal proposal was tabled. 

In its present state, the record industry 
may get a more sympathetic hearing; and 
Brussels, having lost several court cases 
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over mergers, is less obstructive. Though 
talks are preliminary, and the BMG option 
is not ruled out, EMI is more likely to do a 
deal with Warner. The two firms comple- 
ment each other: EMI is strong in Europe 
and weak in America, Warner the oppo- 
site. Alain Levy, EMI's boss, has stream- 
lined his firm, but savings from a merger 
could still reach about £150m ($240m), 
says Brett Hucker of Merrill Lynch. 

There remain obstacles to a deal, how- 
ever. AOL Time Warner, under pressure to 
pay off debt, needs cash, but this could be 
hard for EMI to provide given its own large 
debts. There would also be awkward nego- 
tiations about who would run the com- 
bined firm. Mr Levy, who has cut the flab 
and curbed the extravagance at EMI, 
would resist ceding any control. Regula- 
tors might quibble over combining their 
music-publishing operations. 

Consolidation is but one of three strate- 
gies that the industry hopes will help it 
survive as it works out how to beat the pi- 
rates. A second is a renewed effort to rely 
less on instant stars and more on long-term 
talent. Overnight stars can fade as fast as 
they are born. Hear'Say, a British band as- 
sembled by a rv talent show two years 
ago and signed to Vivendi Universal's Poly- 
dor, went straight to number one with its 
first album; now, the band has split up. 
EMI, by contrast, launched Norah Jones, a 
singer who blends country, folk and blues, 
a year ago. Her first album, "Come away 
with me", took 46 weeks to top the Ameri- 
can charts; at this week's Grammy cere- 
mony, she won eight awards. 

A third idea is to transform narrowly 
defined record firms into broader music 
companies. Revenues from touring, con- 
certs, sponsorship and so on added about 
40% to global sales of recorded music in 
2001, making the global music industry 
worth $47.6 billion, according to a recent 
report by Music Week, a trade title. Some 
new sorts of music revenues are emerging: 
sales of snatches of songs to use as mobile- 
phone ring-tones raised $71m last year for 
artists, according to Informa Media, a re- 
search group—small, but 58% up on 2001. 

Fora true star, the extra pot is far bigger: 
record companies get only 15% of all reve- 
nues generated by such an artist, although »» 





» they have made the star's name and mar- 
keted his brand. The rest goes to the singer, 
agent, manager, producer and assorted 
other hangers-on. Although only such 
mega-stars as Eminem or Christina Aguil- 
era pullin serious money from such activi- 
ties, they represent a handy pot which, at 
the moment, the record companies have 
no fingers in. Now, they are trying to rec- 
tify this. The apparently extravagant recent 
record deal between EMI and Robbie Wil- 
liams was a bid by Mr Levy to reorient his 
company in this way. The deal, in effect, 
gives EMI a stake in Robbie Inc and in all 
his future earnings. 

But even if the industry buys itself time 
through consolidation and other strate- 
gies, its long-term health requires a sol- 
ution to piracy. Investing in musicians is 
ultimately about building a back catalogue 
of hits that provide an ongoing source of 
revenues. But what is the point of a back 
catalogue if pirates are helping themselves 
to its tracks for nothing? If that is the out- 
come, the winners from today's merger 
talks could simply be the sellers. @ 





Auction houses 


Just the two of us 


The duopoly in fine-art auctions is 
weakened but very much alive 


LFRED TAUBMAN is still in jail in Roch- 
ester, Minnesota, but he is already 
planning life after his release. On February 
21st, his family shelved its planned sale of 
a majority stake in Sotheby's, one of the 
two leading auction houses for fine art. 
After serving his sentence, reduced from a 
year and a day to ten months and two 
weeks, for his partin a price-fixing scandal, 
Mr Taubman will be free in May. Rumours 
abound that the former chairman of Soth- 
eby's will reclaim his old job. 

"We have absolutely no indication that 
Mr Taubman will be involved in the affairs 
or the management of the business when 
he comes back," says William Ruprecht, 












chief executive of Sotheby's. But Mr Tau 
man controls 22% of the company's capit 
and 63% of the voting rights. He can a 
point some members of Sotheby's boar 
now full of titled folk, financiers and 
tired ambassadors. | 

Like his counterpart at Christie's, A 
Ruprecht wants to draw a line under: 
past three years. In 2000, Christie's an 
Sotheby's agreed to pay $256m apiece to 
compensate clients for illegally co-ordina 
ing the commissions they charged on. 
sales. Mr Taubman paid $156m of Soth- 
eby's bill; the firm paid $100m. Sotheby's 
was also fined $45m by America's Depart- 
ment of Justice (DOJ) and $20m by the 
European Commission. Christie's won ex- 
emption from the poj and £U fines by 
spilling the beans on the price fixing. = 

As if that were not bad enough, Sot 
eby’s and Christie’s found themselves ün 
der attack from an interloper. In 1999, Be 
nard Arnault, head of LVMH, a Frenc 
luxury-goods conglomerate, bought Ph: 
lips, a smaller auction house, with the 
of breaking the duopoly at the top of. 
market. Phillips aggressively bought m 
ket share, mainly by giving sellers lavi: 
guarantees, promises to buy their art at 
pre-agreed price if the bidding failed to g 
high enough-and so won the sales í 
many coveted collections that would ot 
erwise have gone to Christie's or So 
eby's. All this was painful for the big two. 

In December, Sotheby's even sold i 
grand Manhattan headquarters for $17 
to RFR Holding, a property firm, 
leased it back for up to 40 years. It cut. 
nual operating costs by $70m in the: 
two years. Staff numbers were chopi 
from 2,100 to 1,800, with more job los 
likely. Earlier this month, Sotheby's ab 
doned its partnership with eBay afte 
lost $100m through its various attempt 
sell fine art over the internet. Christie's: 
also cut staff, by some 15% since 2001 
around 1,900. Like Sotheby's-but presur | 
ably entirely coincidentally—it raised i 
commissions at the start of the year to 
strengthen its balance sheet. | 

"We have now put the vast majority of 
our legal troubles behind us,” says Mr Ru- 
precht. They have also put Phillips behind 
them—which may have made it easier for 
the reborn duopoly to raise their commis- 
sions. Having lost all of Mr Arnault’s finan- 
cial support in January, Phillips is to fire 
half its staff and close all but four of its aut- 
tion departments: ‘it is hanging on to co 
temporary art, American paintings, 20t 
century design, and jewellery. 

Yet prospects for Sotheby's and Chri 
tie’s remain tough. Moody's, a credit-rat 
agency, continues to regard Sotheby's de 
as junk. (As Christie's is a private firm, its: 
nances are more opaque, but probably not 
much better.) Buyers have started to dwi 
dle due to declining wealth after the stock- 
market-bubble burst and fear of war. No- 





































' Business 


body who does not have to wants to sell 
into what is now a buyers' market. 

How strong a link there is between art 
and the stockmarket is much debated. Cer- 
tainly, the art market has remained bu- 
oyant long after the stockmarket crashed. 
Mr Ruprecht thinks that high-quality art 
tends to be more stable than most financial 
investments. When rare art comes to the 
market it is a once-in-a-lifetime opportu- 
nity, he argues, and people always buy. 
Rubens's "Massacre of the Innocents" sold 
for a record-breaking $77m at Sotheby's 
last year. 

William Goetzmann at Yale School of 
Management has subjected the art market 
to econometric analysis, and found that 
the art market's "beta"—its synchronised 
movement with the  stockmarket-is 
higher than one. This means that in boom 
times art moves up more, and in crashes 
art drops lower. But the effect is lagged, he 
says; so the real pain in the art market may 
still lie ahead. So if Mr Taubman does re- 
turn to his old job in May, he may find he 
has his work cut out. Still, it beats jail. m 


Drugs 


Cost of living 


Why do some drugs cost so much? 


NY drug that might save your life 
would be worth its weight in gold. Or 
27 times its weight in gold if the drug in 
question is Fuzeon, a new medicine to 
fight niv. This week Roche, a Swiss drug 
firm which co-developed the product, an- 
nounced that it would charge €18,980 
($20,000) in Europe for a year's worth of 
therapy—or roughly €290 per gram. This 
price tag has rattled government agencies 
and private insurers, in rich and poor 
countries alike, which face a hefty bill for 
the thousands of patients who might ben- 
efit from the drug. 

While Fuzeon is the most expensive 
AIDS drug yet, it is cheap compared with 
some other pharmaceuticals, particularly 
the fruits of biotechnology. Next week 
brings the European launch of Zavesca—a 
drug to treat a rare, deadly disorder called 
Gaucher's disease—developed by Oxford 
Glyco Sciences, a British biotech firm that 
is now the subject of a bidding war be- 
tween Celltech and Cambridge Antibody 
Technology. Zavesca will start at around 
$100,000 for a year’s treatment. 

What makes such drugs so expensive? 
Consumer groups argue that greed is 
largely to blame, and that drug firms are 
raking in excess profits. But people in the 
industry argue that prices are high largely 


The fur trade 


Puppy love 


BRUSSELS 
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How much is that dead doggy in the window? 


AT PELTS, a golden-retriever rug and 

a full-length coat made from 42 Ger- 
man shepherd puppies make the office 
of Struan Stevenson seem like a set from 
a dark version of “101 Dalmatians”. But 
this is not proof that the British Conser- 
vative MEP is a modern Cruella de Vil. It 
is evidence in his campaign for a Euro- 
pean Union ban on trade in cat and dog 
fur. Each item was bought in a big Euro- 
pean city, he says. 

Three years ago, revelations that 
what are usually regarded as family pets 
are being bred by the million—mostly in 
China-for the fur trade, provoked Amer- 
ica's Congress into passing the Cat and 
Dog Protection Act. According to Amer- 
ica's Humane Society, which high- 
lighted the trade, the focus of exports is 
now Europe, where fluffy cat and dog 
skins now account for a large number of 
coat trims, snow-boot linings and hair- 
bands in even the most respectable 
mainstream shops—with consumers, 
and probably the shops themselves, 


The new black 


to cover the cost of research and develop- 
ment-a figure which ranges from tens to 
hundreds of millions of dollars, depend- 
ing on the product in question and whose 
estimates are to be believed. 

When it comes to high-end biotechnol- 
ogy drugs such as Fuzeon, much of the 
price simply covers the cost of manufac- 
ture. Unlike conventional pharmaceuti- 
cals, medicines made of proteins or other 
biological molecules can be extremely 
complex to make, often using expensive 
raw materials or live cells to churn out a 
product that must then go through elabo- 
rate purification. Genzyme, an American 
biotech firm, reckons it spends roughly 
$150m a year on manufacturing Cere- 
zyme, its drug to treat Gaucher's disease— 
which it then sells for roughly $170,000 for 
a year's therapy. 


blissfully unaware that they are buying 
and selling ex-Rovers and Felixes. 

The thought that consumers might 
start to wonder if that mink (nasty crea- 
ture, deserves to die) is really a cute do- 
mestic moggy (ahhh!) is the last thing 
the rest of the fur trade needs now. It is 
growing steadily again, despite the best 
efforts of campaigners to make wearing 
fur socially unacceptable: remember the 
ads featuring models saying they would 
rather go naked than wear fur? 

Which is why, although the Eu 
seems unlikely to copy America's out- 
right ban, the "respectable" fur trade will 
do all it can to stamp out imports of cat 
and dog. Members of the International 
Fur Trade Federation (IF TF) already have 
a self-imposed ban on cat and dog fur. 
Next September, the 1FTF will introduce 
stricter labelling, showing the source of 
fur in English, the local language and 
Latin. Will that beat labels such as 
"Asian wolf" and “Dogues du Chine" 
that are now used? 





As Frank Lichtenberg, an economist at 
Columbia University, points out, perhaps 
the biggest determinant of a drug's price is 
how buyers choose to value it. Newer 
medicines, which keep people alive and 
working or reduce overall medical costs, 
may be able to command a sizeable pre- 
mium in the market. Companies such as 
Genzyme spend considerable effort and 
money talking to public and private insur- 
ers about the potential cost savings they 
would make by purchasing such expen- 
sive drugs. Mr Lichtenberg's own research 
suggests that roughly 40% of the increase 
in life expectancy seen in 52 countries be- 
tween 1986 and 2000 is due to the launch 
of new medicines in this period. Although 
the high price of high-tech drugs may star- 
tle many people, the alternative is no less 
shocking and much less healthy. = 

















































S ELECTIONS go, the process of choosing a new managing 

"A partner for McKinsey, the world’s best-known management 

consultancy, is particularly rum. For one thing, it is a studiedly 

polite affair. The candidates—there were seven, but now just two 

remain-issue no manifestos. Canvassing is considered to be bad 

form and is therefore counter-productive. This makes knowing 
what particular individuals stand for rather tricky. 

Moreover, the firm (or, as insiders call it, the Firm) is itself at 
pains to play down the importance of the election. It refuses to 
talk openly about it, let alone to share insights into personalities 
or issues. Normally chatty McKinsey partners clam up when 
asked about the race. Junior staff know it could harm their ca- 
reers if they were heard gossiping. So the election takes place in 
an atmosphere of near-Trappist silence. How on earth do the 
280-odd partners who vote make up their minds? 

Decide they must. Next week McKinsey will announce 
whether Ian Davis, head of its London office, or Michael Patsa- 
los-Fox, who runs New York, will be its new boss. Both ran three 
years ago, when Rajat Gupta was eventually re-elected for a third 
and final term. Mr Gupta's long stint saw big changes at McKin- 
sey, notably greater enrichment of partners relative to up-and- 
coming associates and a belated rush to join the "new economy" 
boom. McKinsey is still dealing with the after-effects of a hiring 
spree in the late 1990s that tested the ability of its culture to ab- 
sorb large numbers and also created unprecedented tensions 
when lay-offs followed the pricking of the technology bubble. 

Whichever man McKinsey chooses, it cannot avoid some 
awkward questions. One is whether it wants to be a global firm, 
orisjust an American firm with a series of regional outposts. Al- 
ready some big offices are relatively independent. McKinsey's 
successful German arm, for instance, has long cultivated sepa- 
rateness; its French operation has done less well. But at the heart 
of the tension is America, where over-hiring was greatest and re- 
trenchmenthas proved most painful. Under Mr Gupta, an Amer- 
ican though originally from India, most of McKinsey's managers 
have also been American. But, say insiders, he has proved the 
adage that good consultants do not necessarily make good man- 
agers. One way to make the firm more global would be to reform 
its management structures, breaking up the New York-based ca- 






bal and bringing in fresh blood from elsewhere. p 
Mr Davis is an affable Brit who wears his ambition lightly | 
is deeply committed to the firm's traditional values, in particule 
the need to invest in long-term relationships with clients and to 
nurture the associates who represent the firm's future. Although 
it expanded when others did, the London office has escaped the 
worst of the bad times, in part because Mr Davis insisted that 
programmes to train and help associates should not be cut. We: 
he to win, Mr Davis could instantly shift the firm's centre of grav 
ity by choosing to run it from his base in London. ^. . 
Mr Patsalos-Fox, Greek-Australian by origin butalso an alui | 
nus of London,is the first non-American to run New York. Tha 
no mean achievement. He landed the job after a stint in New] 
sey, having lost out to Mr Davis for the top job in London. He 
harder-charging and more ruthless than Mr Davis. One of h 
first steps after taking over in New York was to try to raise poo 
morale, but not everybody thinks he has succeeded. 
Perhaps the biggest challenge facing McKinsey is whe 
can recapture its mystique—the reputational edge that, to the c 
grin of such competitors as Bain and Boston Consulting Gro 
once meant it was mentioned in a class of its own. This rej 
tion was arguably at its highest in the 1970s and 1980s wt 
McKinsey was the top strategy consultancy, advising chie 
utives on big trends, sometimes persuading them to reshap 
tire industries. However, some observers regard its heyday a 
1990s, when so many former partners occupied top jobs outsid 
that the world sometimes seemed to be run by the Firm. | 
Over the past decade, the consulting market has changed. I 
vals got better at touting strategic advice of their own. And m 
clients began to care less about bold new initiatives and 
about running themselves efficiently, a trend that helped "te 
nology integrators" such as Andersen Consulting (now A 
ture). As McKinsey adapted to these changes, so it becan 
distinctive. Its mystique may not have disappeared, b: 
tainly diminished. 
























Strategist, heal thyself 
How to reverse that trend? The market is not helping. Clients 
main fearful of big decisions of the kind that McKinsey likes t 
advise on. Instead they want nitty-gritty advice—help with IT 0 
marketing. Big mergers, often favoured by McKinsey in the p 
are now seen as too risky by managers concerned to regain the 
good opinion of their shareholders. So too clever managem 
innovations of the sort urged on Enron, whose ex-McKinsey for- 
mer chief executive, Jeffrey Skilling, is regarded by some critics as 
an emblem of what went wrong with McKinsey during th 
1990s. McKinsey recently invited George Shaheen, a former bo 
of Accenture who quit to run Webvan, a failed internet start-u: 
to address partners. Taking lessons from Mr Shaheen? That wor- 
ries those who yearn for more mystique. 

The managing partner has limited executive power: as one in- 
sider puts it, “there wouldn't be much scope for a command- 
and-control approach here." But he does have influence, through 
personality and through the committees and task-forces th: 
McKinsey uses for internal governance. By setting the agend 
and hand-picking the leading decision-makers, he can play a b: 
part in shaping the firm's identity. That is why this electior 
more important than most. Do not be fooled by the polite, lo 
key tone: next week's announcement will mark a critical m 
ment in the Firm’s history. s | 
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when the company reported losses of 
3 billion ($354m) in one six-month per- 
od, its chief executive, Nobuyuki Idei, was 
unusually reserved. Grand talk of long- 
term plans for the future, he said, could 
_wait until the electronics and media giant 
showed a better command of the present. 
_ Now Mr Idei is basking in record sales and 
handsome profits—in the most recent 
quarter, net profits nearly doubled, to 
: X125.4 billion ($1.02 billion)-and he has 
_ seized the opportunity to crank up the vol- 
ame and talk about Sony's big plans for 
yourliving room. 
- Compared with other large media com- 
panies, the Japanese giant has earned 
some right to brag. Over the past few years, 
Sony has studiously kept its head down, 
while the likes of AOL Time Warner, Vi- 
vendi Universal and Bertelsmann sought 
ò- build = ever-bigger conglomerates 
rough mergers and acquisitions. Al- 
though the details varied, the idea behind 
all those deals was to buy new outlets 
through which the behemoths could push 
heir music, films, news and other media 
ntent. The outlets ranged from cable and 
tellite broadcasters to internet portals, 
d the excursion has ended in much 
'artache. 
Sony, by contrast, has in recent years 






















largely shied away from big investments 
through which to push content produced 
by its Columbia Pictures, cas Records and 
PlayStation video-games divisions. It has 
dabbled in satellite broadcasting in its 
home market, teaming up with Rupert 
Murdoch's News Corporation and others 
in 1997 to invest X5 billion in ySkys. After a 
couple of domestic mergers, that invest- 
ment has left it with an 8% stake in SkyPer- 
fecrv, Japan's leading satellite broad- 
caster. Outside Japan, however, it has 
resisted the urge to add broadcasters or in- 
ternet firms to its stable. 

Such discretion left the company better 
able to make a profit from last year's boom 
in video games, DVDs and trips to the box 
office. Even as its traditional consumer- 
electronics business suffered from low- 
cost rivals, video games accounted for over 
50% of operating profits last year-and 
only 12% of sales (see chart 1 on next page). 


Home thoughts from a broadband 

Sony has gone aboutthings differently. But 
its ambitions are in many ways even bol- 
der than those of the other media giants. 
Like them, it believes that the spread of 
broadband and the shift from analogue to 
digital require media firms to find new 
ways to sell their content to consumers—in 


Sony's case, mostly music, films and video 


games. It also believes that in the battle to 
do this, as the slogan for its 1998 film “God- 
zilla" putit, size matters. 
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More importantly, however, Sony is 
pursuing the other big idea in the media gi- 
ants’ growth strategy: vertical integration. 
But once again, itis doing it in its own way. 
The difference is that Sony is reaching 
much further down the chain, to what Mr 
Idei believes really matters: the televi- 
sions, personal computers, game consoles 
and hand-held devices through which all 
of that wonderful content will one day be 
streaming. 

Whatever happens to its media busi- 
nesses, Sony’s first love is still consumer 
electronics. From video recorders to com- 
pact discs, from Walkmans to PlayStations, 
it has consistently helped to change the 
way in which people acquire and use me- 
dia content. The difference now is that 
Sony does not expect its next break- 
through to come from a single new elec- 
tronic device. Instead, as Mr Idei and 
Sony’s president, Kunitake Ando, are tell- 
ing anybody who will listen, the idea is to 
make a whole range of devices more use- 
ful by linking them in a networked home- 
entertainment system. 

The notion that the television and the 
personal computer will increasingly re- 
semble each other, and talk to a wide 
range of other devices, is not new. Mr Idei 
himself has been talking about such con- 
vergence since he became chief executive 
in 1995 when the chairman, Norio Ohga 
(who retired last month), by-passed more 
than a dozen more senior managers to give 
him the job. Having jumped on to the 
broadband wagon, however, Sony be- 
lieves that its clout in consumer electron- 
ics, combined with its media content, will 
allow it to steer that convergence in a way 
that suits it. 

. Many devices are mentioned in the de- 
bate over whether the Tv, the PC or some- 
thing else will matter most. Sony makes 
every one of them—with a strong brand » 








> name that gives them an extra push off re- 
tail shelves around the world. To its televi- 
sions and pvp players it has recently 
added a product called CoCoon, an en- 
hanced TiVo-like device that can store tele- 
vised video or download it from the in- 
ternet, and that is already selling in Japan. 
To its Vaio desktop computers and note- 
books it has added a new RoomLink de- 
vice, which can send digital music, photos 
or home videos wirelessly from a personal 
computer to other components elsewhere 
in the house. 

Sony's networking strategy assumes 
that these audio-visual and computer de- 
vices, besides talking to one another, will 
also share content with a wide range of 
smaller gadgets, from its cameras and mu- 
sic players to its mobile phones and hand- 
held computers. (Whether people will also 
want to link these to the likes of Aibo, 
Sony's puppy -like line of personal robots, 
is another matter.) 

Like other consumer-electronics firms, 
Sony is already blurring the lines between 
these gadgets by blending their features. Its 
newest Clie hand-held computer plays 
digital music and takes pictures. The 3G 
phone launched in February by SonyErics- 
son, its joint venture with the Swedish 
phone manufacturer, has two built-in 
cameras, two display units and a video fa- 
cility. One of Sony's other new devices, 
the Airboard, is a wireless panel that you 
manipulate with a stylus. It can be used ei- 
ther to watch television or to send e-mail 
and surf the internet. 


Devices and desires 

Mr Idei believes that, by continuing to link 
together devices such as these, Sony can 
carry on both selling new gadgets and en- 
couraging people to keep paying for music 
and videos. The model to follow, he says, 
will be the PlayStation, which has quickly 
propelled its video-game business into 
one of Sony's best sources of profit. In just 
three years, the company has sold more 
than 50m of its PlayStation 2 game con- 
soles, compared with fewer than 10m of 
its main rival, Microsoft's xbox. 

To Mr Idei, however, the PlayStation is 
more than just another in a long line of 
successful Sony machines. The ability to 
network the game consoles (which allows 
players to gain access to content and play 
against each other online) points the way 
towards what he says the company will do 
with other electronic components. The 
next version of the consoles, due out in 
2005, will be able to do even more than 
PlayStation 2, in particular by taking far 
more advantage of broadband internet ac- 
cess. By that time, Microsoft will be 
launching the next generation of its Xbox, 
which could pose much stiffer compe- 
tition than the original. But in terms of 
Sony's strategy, that is not the only reason 
to avoid putting too much faith in the 
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PlayStation. 

The bigger drawback is that the game 
consoles may well remain distinct in con- 
sumers' minds from all the other compo- 
nents that will be pumping out music, 
video and other content, however wire- 
lessly linked those components are to each 
other. So instead of acting as a handy in- 
stalled consumer base on to which Sony 
can snap other networked components, 
the PlayStation may do no more than serve 
as a guide, showing Sony whatit must aim 
for in its next—far more difficult—task. 

To make something out of all its other 
devices, Sony must overcome three big ob- 
stacles. The first is that the rest of the con- 
sumer-electronics industry is more com- 
petitivethan the market for game consoles, 
in which Nintendo is the only other real 
competitor besides Microsoft. 

The second is that the other businesses 
may find it hard to change their ways. 
PlayStation was built from scratch by peo- 
ple working outside the company's main- 
stream. Ken Kutaragi, the driving force be- 
hind it, succeeded largely because he 
teamed up with Sony's entertainment 
people in southern California. He ignored 
the electronics team back home in Japan, 
forged an alliance between hardware de- 
signers and creative game-software de- 
velopers, and created a profitable division 
that still wants little to do with the rest of 
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the company. 

The third obstacle is that, even if the! 
electronics division can find fresh ideas. 
with the potential to turn things round, 
those ideas might clash head-on with the 
content side of the business, which is wor- 
ried about piracy and remains ambivalent 
about all the promised new devices. 

Consider more carefully the compe- 
tition in consumer electronics. Cheap tele- 
visions, DVD players and personal com- 
puters are springing up everywhere-one 
reason why Sony's profit margins have 
been falling steadily in recent years (see 
chart 2). Although the past three quarters 
have seen profits and margins recover 
somewhat, that may be just a blip in an- 
otherwise worrying trend. Sony is fore- 
casting operating profits of only ¥280 bil- 
lion for the fiscal year that ends this 
month, far below the ¥514 billion operat- 
ing profit that it reported in its record year. 
of 1998. In short, it must not only link all of - 
those clever new devices together; it must 
do it in a way that other manufacturers 
cannot imitate cheaply. 

Then consider Sony's disappointing re- 
cord in mobile phones. Although it has. 
teamed up with Sweden's Ericsson, not 
long ago a leaderin the industry, theirjoint 
venture has yet to produce a winner. How- 
ever, its phones (particularly the new 
P800) are highly regarded by technology 
enthusiasts. In January, Sony and Ericsson 
each put another €150m ($161m) into the 
venture, hoping that the next generation of - 
handsets (which is coming out this year) 
will turn things around. 

The venture's difficulties highlight the 
challenge that Sony faces in those markets 
in which the guts of a device are increas- 
ingly easy to license. Although the com- 
pany can still earn money by lice 
some of its technologies to others, it mus 
increasingly work in large alliances : 
make things happen. And those alliances, 
by embracing so many others, limit Sony's. 
own share of the potential market. > 
Good Idei 
Sony's strong brand and flair for desigy 
can still help it out in places. One of it 
more mundane new devices is the wire- 
less access point that joins components in- 
a local area network and provides access. 
to the internet. These simple devices, 
which can be found in most computer 
stores, are usually plain, flat and ugly plas- 
tic boxes with thick antennae jutting out. 
Sony, by contrast, has given its device a 
glassy, opaque surface, and has stood it up 
vertically with the antennae out of sight. It 
can sit comfortably in full view rather than 
be tucked away next to the desktop in the 
spare bedroom. 

Itis getting ever harder, however, to put 
components in better wrappers and sell 
them for a higher price. But Sony is not pre- 
pared to start competing on price alone. Mr 








dei has certainly taken steps to make 
manufacturing more efficient. Last year, 
Sony put 12 of its Japanese plants into a 
single unit to get them to pay more heed to 
costs. Mr Idei is continuing to move pro- 
duction overseas-including, of course, 
Switching low-cost assembly to China. A 
recently announced restructuring plan for 
-Sony's Aiwa subsidiary, which makes 
_low-priced electronics, should also yield 
savings eventually, despite a ¥30 billion 
. charge this year. 

.. Rather than rely mostly on cutting 
. costs, however, Sony hopes that it can con- 
tinue to make components that will be 
-worth more than its competitors’ knock- 
_offs because of their networking features. 
. To make such devices easier to use, Sony 
- Will have to pay much more attention to 
_ software. Here, despite some co-operation, 
the company is squarely up against Micro- 
- soft. Not only is the xbox designed to eat 
into PlayStation's market, but Microsoft is 
trying to extend its Windows operating 
System to form standards for a range of 
other devices beyond the Pc-the very 
ines on which Mr Idei is staking his com- 
iny's future. 

“Ris not hard to find a pattern in the soft- 
are alliances that Sony has struck. Its Clie 
ind-held computer works with the Palm 
yerating system, Microsoft's main com- 
titor in this business, and it has based its 
lans for the CoCoon and many hand- 
d devices on another Microsoft foe, Li- 
nux, the open-source operating system. 
Sony's Vaio personal computer is its only 
portant device to use Microsoft soft- 
ware, and that is because, in the PC market 
least, it is still difficult to get away from 
he giant from Redmond. 

With so many consumer-electronics, 
software and other technology firms co- 
_ operating to forge an alternative to Micro- 
| Soft, it will be hard for Sony alone to gain 
control of the living room. The only way to 
-do it will be to forge closer co-operation 
. among the groups that design Sony's gad- 
- gets, and to get them, in turn, to pay more 
| attention to the demands that open-source 
| oftware will place on their designs. 

|... Yet this leads back to the second obsta- 
: de facing Mr Idei. The success story to 
Which he keeps pointing, the PlayStation, 
"became a hit because its developers 
_ largely by-passed the rest of the electronics 
_ division. If Mr Idei wants to forge new syn- 
_ergies among the rest of the electronics 
team, he will find it hard if he also wants to 
follow the example of PlayStation. 
























" Applei is the teacher 

With Mr Ohga having just retired, Mr Idei 
now sole chairman as well as chief exec- 
tive, and he seems to be planning more 
oves to restructure the firm. The com- 
pany took a bold step in January by an- 
ouncing that it will organise itself more 
ike an American company, a move that a 








handful of other Japanese 
firms are emulating. m 

Mr Idei has also been saying that he 
will keep tinkering with the company’s 
management structure, in an effort to tie 
the geographical regions together and 
make planning more effective. The gap be- 
tween the company in Japan and Sony 
Corporation of America has always been 
stark, with the music and film people in 
the United States often at loggerheads with 
head office in Japan. 

And that goes back to the third obstacle 
facing Mr Idei. Even if he can get all of his 
clever engineers to work more closely to- 
gether, get them to pay more heed to the 
demands of open-source software, and 
create an array of networked devices that 
are neither controlled by Microsoft soft- 
ware nor easy for others to manufacture 
cheaply, he must solve another problem 
that nobody has a clear idea how to tackle. 
He must find a way to keep those brilliant 
devices from wreaking havoc on the me- 
dia business by encouraging piracy. 
Looked at from the other direction, he has 
to stop the media people from holding the 
rest of the company back. 

To see just how big a challenge this is, 
consider Apple’s iPod. This cleverly de- 
signed digital music player, which can 
hold 4,000 songs, links easily to a com- 
puter, and also boasts a calendar and an 
address book, seems like just the sort of 
path-breaking gadget that Sony itself 
should be coming up with. That Apple has 
come seemingly from nowhere to launch 
the Walkman of the early 21st century has 
shaken many Sony executives. As one 
critic puts it, people walking around with 
an iPod and an Apple PowerBook look 
much cooler than those equipped with a 
Clie and a Vaio notebook. For Sony, that 
should spell trouble. 

That Apple knows a thing or two about 








design is not news. But one reason for the 


iPod's success is that Apple, which owns 
no content businesses, suffers none of 
Sony’s hang-ups about protecting its own 
digital content. Sony’s hang-ups are not 
imaginary. Piracy is eating into revenuesin 
the music business: global music sales fell 
by an estimated 9% last year. If networked 
devices and greater bandwidth eventually 
do the same to video content, Sony’s film 
business could be among the first to suffer. 

The irony is that Sony got into the film 
business in the 1980s precisely because it 
wanted the clout to help its electronics 
business set new standards. Several epi- 
sodes in the firm’s history drove it to this 
strategy. When it wanted to impose new 
rules on Japanese record distributors in 
1968, it was able to break their backs by 
threatening to withhold copies of “The 
Sound of Silence”, a Simon and Garfunkel 
classic that Japanese consumers had to 
own and to which Sony had the rights 
through its joint venture with css Records. 

In the 1980s, its music collection also 
played a role in helping Sony to win the 
CD standards battle. But the episode that 
made the strongest impression was the 
one that failed. When Sony's Betamax 
video recorders lost out to Matsushita's ri- 
val vHs player, Sony executives were con- 
vinced that a film library could have made 
a difference-a conclusion that helped to 
drive the company's purchase of Colum- 
bia Pictures in 1989. 

Now, however, Sony risks learning the 
wrong lessons from its history. If its desire 
to protect itself against piracy messes up its 
other plans, firms such as Apple will con- 
tinue to design the devices that Sony ought 
to be making. It can reduce the danger of 
that by streamlining its media businesses, 
so that runaway prices for talent do not 
push up the costs of paid content too high. 
Sir Howard Stringer, Sony America's boss, 
is trying to do this in the music business. 
Last month, he brought in Andrew Lack, a 
television executive with few ties to the 
music industry, to make better business 
sense out of the unit. 

Sony's film business, by contrast, is 
coming out of a bumper year, thanks to 
hits such as "Spiderman" and the sequel to 
“Men in Black”, backed up by successful 
DVD sales during the Christmas season. 
But the music industry should serve as a 
reminder that success in any content busi- 
ness can be fleeting, especially for a com- 
pany withouta sound business model and 
sufficiently close attention to costs. With 
piracy threatening its media businesses, 
and low-cost copycats snapping at its con- 
sumer-electronics devices, Sony is be- 
tween a rock and a hard place. To steer suc- 
cessfully between them it must focus first 
on providing consumers with conve- 
nience and stylish design. Otherwise, Mr 


Idei will soon be going quiet again. Maybe 


for the last time. & 





Finance and economics 


; 093 
P. 


The Bank of Japan 


The only way is up 


TOKYO 





Will the Bank of Japan’s new governor, Toshihiko Fukui (above), do whatis needed 


to resuscitate Japan’s sick economy? 


N FEBRUARY 24th, after much dither- 

ing, Junichiro Koizumi, Japan’s prime 
minister, nominated Toshihiko Fukui as 
the new governor of the Bank of Japan. 
Subject to parliamentary approval, Mr Fu- 
kui, a central banker with 40 years’ service, 
will succeed Masaru Hayami, whose term 
ends on March 19th. Mr Fukui's nomina- 
tion, when it finally came, was no surprise. 
More intriguing were the nominations of 
Toshiro Muto, a heavyweight from the 
Ministry of Finance, and Kazumasa Iwata, 
an economist from the Cabinet Office, to 
fill the two deputy-governor slots that will 
also become vacant. 

Mr Fukui and his colleagues face the 
monumental task of trying to halt Japan's 
deflationary spiral. Retail prices have been 
sliding for five years; wages are falling by 
around 1% a year. In nominal terms, GDP is 
smaller than in 1997; the real economy has 
grown by a mere 1% a year in the past de- 
cade. Since the bubble burst in 1990, com- 
mercial-property prices have fallen by 8095 
and the stockmarket by three-quarters. 
The government's efforts to stem the de- 
cline have so far been futile, and have left it 
with a debt mountain that is half as big 
again as Japan's GDP. 

For its part, the Bank of Japan has low- 
ered interest rates to almost zero. For the 


past two years, it has also been pumping 
money into the economy by increasing its 
monthly purchases of Japanese govern- 
ment bonds (GBs). It now buys ¥1.2 tril- 
lion-worth ($10.3 billion) a month, equiva- 
lent to more than 40% of new issues (see 
chart). Yet although Japan's monetary base 
has expanded by over 40% since March 
2001, the broad-money supply has grown 
by less than 6%. All the central bank's 
pumping has done little to get credit, and 
nominal demand, flowing again. 
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The bank, which gained its indepen- 
dence five years ago, has often fought with 
the government over policy. Its many crit- 
ics believe that, by choosing the conserva- 
tive Mr Fukui, Mr Koizumi has wasted a 
rare chance of changing a hidebound insti- 
tution, in particular by failing to choose a 
governor committed to pursuing an infla- 
tion target above zero. 

The central bank enjoys fairly broad 
discretion. It sets its own goals-currently, 
to eliminate deflation. Although the prime 
minister picks the members of the bank's 
nine-man policy board, they cannot be 
fired until their five-year terms are up. Rep- 
resentatives from the government can 
speak at board meetings, but may not vote. 
As with the Bank of England and Amer- 
ica's Federal Reserve (and in contrast to the 
European Central Bank), board members' 
votes and the minutes of policy meetings 
are published. However, unanimity in pol- 
icy votesis very much the rule. 

At first blush, little seems likely to 
change on Mr Fukui's watch. Like many in 
the Bank of Japan, he believes that Japan's 
problems are mainly structural, not mone- 
tary. Working the money pump even 
harder would therefore do little good. 
Deeply indebted companies do not want 
to borrow; weak banks, already saddled 
with enormous bad debts, are just as reluc- 
tant to lend. The way forward is to force 
banks to clean up their books. 

It is possible that Mr Muto could pull 
the bank in a different direction. He spent 
37 years at the Ministry of Finance, with 
which the Bank of Japan has crossed 
swords many times. He retains great influ- 
ence in Japan's mightiest ministry and also 
has Mr Koizumi's ear. Some see him as the # 




















"ministry's man inside the central bank, 
; Who might push the Bank of Japan, should 
-the government decide to spend and bor- 
crow even more than it already does, into 
swallowing more jGss, thereby holding 
down long-term interest rates. 

^. Mr Iwata is more radical than either Mr 
¿Fukui or Mr Muto. He has not ruled out un- 
"limited purchases of government bonds to 
combat deflation. Unlike the other two, he 
-seems to support fiscal expansion as well 
as structural reform. He also has a power- 
ful sponsor, Heizo Takenaka, the econom- 
ics and financial-services minister. 

^. Allof this has the potential to upset the 
. Bank of Japan's usual harmony. There is a 
chance of a stand-off, or at any rate an un- 
easy compromise between Mr Fukui and 
.the central bank's traditionalists on the 
-one hand, and Mr Muto and Mr Iwata on 
the other. Against that, optimists such as 
Paul Sheard, an economist at Lehman 
. Brothers, believe that the new team might 
produce further monetary expansion, plus 
support for easier fiscal policy should the 
government choose to pursue it. 

Especially with a finance-ministry 
-minder next to him, Mr Fukui may now 
‘have his work cut out to preserve the cen- 
tral bank's independence. The bank is not 
nly under pressure to lift its self-set cap 
on purchases of jGBs. Mr Takenaka also 
ants it to buy less conventional assets 
ich as exchange-traded funds (index- 
linked equity funds). 

< Buying masses of exchange-traded 
funds would expose the central bank di- 
rectly to the stockmarket, and so putits bal- 
ance sheet at risk. Increased purchases of 
[GBs are also far from risk-free. Taken far 
enough, such purchases might help to 
create inflation. All well and good, but 
what if, one distant day, the central bank 
-decides to tighten monetary policy again 
-by selling some of those bonds? Inflation 
would surely mean higher bond yields—ie, 
-Jower bond prices—and a capital loss for 
_the central bank. 

c Mr Fukui may have better luck with the 
- Bank of Japan's other policy goal: keeping 
the financial system from collapse. Over 
_the past five years, the Bank of Japan has 
-done better at this than at fighting defla- 
tion. It stepped in several times as lender of 
-Jastresort during the banking crisis in 1997, 
-and it has since deluged weak banks that 
-were unable to get funds in the call market 
-with money. 

.' Perhaps frustrated by eternal crisis 
management, the Bank of Japan has for 
-years prodded the government to sort out 
-the banks, through stricter inspections of 
bad loans. The need for bank reform, even 
f it involves injecting banks with public 
funds, is one point on which the three 
"nominees seem to agree. They could even 
-use their collective clout to push the gov- 
“ernment into cleaning up the banks. Now 
"that would bea victory. m 



















Short-sélting - 


Don't shoot the 
messenger 


Although it is under fire, short-selling 
should be encouraged 


EN markets fall, short-sellers—who 

try to make money by selling shares 

they do not own, in the hope of buying 

them back at a lower price—become every- 

body’s favourite whipping-boys. They are 

accused of aggravating pain by further 

driving down the market. Before long, peo- 

ple start muttering that something must be 
done to stop the tawdry practice. 

Those who call for restrictions are often 
trying to run companies in trouble, or en- 
tire economies that are on the ropes. David 
Prosser, chief executive of Legal & General, 
a British insurer, called last summer for 
more “grit in the system” to work against 
short-selling. A little later, L&G tapped 
shareholders in a rights issue for £800m 
($1.2 billion). Last year, Hans Eichel, Ger- 
many’s finance minister, proposed ban- 
ning short-selling in times of crisis. In 2002 
the German stockmarket fell by 44%. 

Admittedly, unflattering or even down- 
right misleading rumours are sometimes 
spread about a company’s financial state, 
in internet chat-rooms, research notes and 
through leaks to the media. By shorting the 
shares, so-called stockbusters hope to ben- 
efit. That said, during the boom years, simi- 
lar tactics were used by those who were 
hyping shares, mainly tech stocks, for per- 
sonal gain. Did they do any less damage? 

In fact, short-sellers usually deserve 
more praise than blame. Sometimes they 





are among the first to spot trouble. For 
years Tyco vilified David Tice of Prudent 
Bear, afund manager specialising in short- 
selling, for his negative stance on the com- 
pany. Not long before Tyco went bankrupt 
it was still buying full-page advertisements 
to campaign against short-selling. Jim Cha- 
nos at Kynikos, another short fund, was 
one of the first to notice Enron’s unortho- 
dox accounting practices. 

Nor are these the only examples. Owen 
Lamont of the University of Chicago stud- 
ied 270 companies that fought short-sell- 
ers by demonising them publicly, hiring 
private investigators to spy on them, or tak- 
ing them to court. The companies’ shares 
fell on average by more than 40%, relative 
to the market, over the next three years. 

Listen to the likes of Mr Eichel, and you 
might suppose that short-sellers drive 
down entire stockmarkets. In fact, they 
tend to focus on individual companies. 
Lately, it has been big institutional inves- 
tors, such as insurance companies or pen- 
sion funds, that have dragged down stock- 
markets and amplified the effects of 
already falling prices. British insurers, 
which own about one-fifth of the shares 
listed on the London Stock Exchange, have 
sold billions-worth of equities to reduce 
their exposure to the stockmarket and to 
meet regulatory requirements on sol 
vency. Short-sellers are minuscule in com- 
parison, accounting for a mere 1-3% of the 
capitalisation of the FTSE 100. 

Short-selling is similarly smallin Amer- 
ica. Short interest outstanding at the New 
York Stock Exchange is some 1.4% of the 
market's value. Jens Johansen of uns War- 
burg estimates that short interest outstand- 
ing worldwide is about $230 billion, a tiny 
fraction of market capitalisation. About 45 
hedge funds in America specialise in 
short-selling. These have about $4 billion 
under management, less than 1% of total 
hedge-fund assets. 

In bull markets (remember them?), 
short-sellers can help to put a brake on ir- 
rational exuberance. Constraints on short- 
selling allowed stocks to become more 
overvalued during the most recent bull 
run, says Jeremy Stein of Harvard Univer- 
sity. More short-selling then might have 
made the bear market less painful now. 

America's restrictions on short-selling 
were introduced after the market crash of 
1929. The Securities and Exchange Com- 
mission (SEC) pioneered the “uptick” rule, 
which says that a share can be sold short 
only if its previous price move was up- 
wards. The sEC denies that it has any plans 
further to tighten the rules on short-sell- 
ing-although it is looking into stricter 
regulation of hedge funds, which do much 
of it. Eliot Spitzer, New York state's attor- 
ney-general, is looking at short-selling as 
part of his battle against Wall Street. 

Japan's government toughened its 
rules on short sales as part of an anti-defla- p» 
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> tion package announced in February last 
year. This was a thinly veiled attempt to 
boost the stockmarket before March 31st, 
the end of most companies’ financial year. 
The restrictions, requiring an uptick before 
shares can be shorted, brought Japan's 
rules into line with America's. 

Despite Mr Eichel's frowns, short-sell- 
ing is not proscribed in Germany. Mr Ei- 
chel did indeed include a temporary ban 
on short-selling in a draft financial-mar- 
kets law last year, but the parliament's up- 
per house rejected it. Short-selling is any- 
way rare in Germany: most banks will not 
lend shares to short-sellers. 

Although Britain's Financial Services 
Authority (FSA) is sanguine about short- 
selling, it may require fund managers to 
disclose their aggregate short positions. “If 
you short more than 3% of the outstanding 
issue, you should disclose," says Hugh 
Hendry of Odey Asset Management. This 
would help to uncover hedge-fund man- 
agers who collude to push down smaller 
stocks with poor liquidity. 

Maybe other regulators should be as 
cool as the FSA. Beleaguered American 
companies are lobbying Mr Spitzer and the 
SEC to crack down on short-selling. Yet if 
anything, they should be doing the oppo- 
site. "Even scrapping the uptick rule would 
not unleash a torrent of short-selling,” says 
Mr Stein at Harvard. Mutual funds and 
most institutional investors consider 
shorting too risky, since losses are theoreti- 
cally limitless when a shorted stock starts 
to rise. Investors should be grateful that 
somebody is willing to take such risks. 8 





Wall Street 


No rest 


NEW YORK 
Legal torment continues for leading 
investment firms 


HESE are quiet times on Wall Street—ex- 

cept for lawyers at top investment 
banks. Even cases that seemed closed re- 
fuse to lie down. Three categories of litiga- 
tion, concerning equity research, Enron 
and the allocation of initial public offer- 
ings (IPOs) during the boom, have had 
lawyers working all hours. 

Consider first the charge that Wall 
Street analysts puffed shares that their in- 
vestment-banking colleagues were trying 
to flog. In December, Eliot Spitzer, New 
York state's attorney-general, proudly an- 
nounced a settlement, worth $1.4 billion, 
with Wall Street firms. Yet many issues 
were left unresolved—such as the exact 
crimes to which the firms would confess. 
Negotiations have been continuing ever 
since. The point, for the investment banks, 


Spitzer's still haunting Wall Street 


is to limit their exposure to civil suits. 

The latest leaks from the investigation 
say that Merrill Lynch, Credit Suisse First 
Boston and Citigroup will be found guilty 
of fraud. If so, it will place a huge burden 
on their defence in civil cases. The invest- 
ment banks are also attempting to stop Mr 
Spitzer publishing all the internal docu- 
ments he has subpoenaed. These were to 
have been released in early January, so the 
banks may have some hope. Mr Spitzer 
has offered no reason for the delay. Eager 
plaintiff attorneys are no doubt pressing 
for a fast resolution. 

The primary target for civil suits will be 
Citigroup, if only because it has the most 
money. In an effort to simplify the litiga- 
tion already filed, a federal judge in lower 
Manhattan has consolidated 77 lawsuits 
against Citigroup into nine. They allege 
that it provided conflicted advice to inves- 
tors in WorldCom and Global Crossing, 
among other failed companies. 

Second comes Enron. Litigation with 
the Securities and Exchange Commission 
(SEC) over investment banks' involvement 
with the collapsed energy firm is being 
sorted out. On February 20th Merrill 
Lynch agreed to pay $80m for its part in 
two Enron transactions. J.P. Morgan Chase 
and Citigroup are also said to be nearing a 
settlement. Each has put aside more than 
$1 billion to cover Enron-related costs—al- 
though, as with the research question, the 
big costs may come from civil suits. 

Finally there are Iros. On February 
19th, another federal judge ruled that civil 
suits may proceed against Wall Street firms 
for their role in the Pos of 300 technology 
companies between 1998 and 2000. The 
banks, wrote the judge, had a "coherent 
scheme to defraud investors", which sug- 
gests that even higher litigation provisions 
may be needed. Meanwhile, the sEC is 
looking at whether several banks, notably 
J.P. Morgan, Goldman Sachs and Morgan 
Stanley, allocated shares in Pos in return 
for promises to buy more shares in the 





aftermarket-in effect, to support the price. 
The case will somehow have to distin- 
guish the proper management of an offer- 
ing from market manipulation. 

The most perverse outcome of the in- 
vestigations is its impact on investment re- 
search. Top analysts have been leaving 
Wall Street by the dozen, most of them 
helped through the door with a firm push. 
Without subsidies from investment-bank- 
ing fees, research budgets are being 
crushed; there is little money for stars. In- 
stitutions have turned to research bou- 
tiques for advice. Unfortunately, these 
firms rarely cater for retail customers, the 
supposed beneficiaries of the crusade. 
Was this really the intended result? m 


Initial public offerings 


Lucky seven 


NEW YORK 


The IPO market has shrivelled. Wall 
Street's commissions haven't 


LUMPING share prices and the spectre 

of war have blighted the market for ini- 
tial public offerings (rros). This year began 
with America's first IPO-free January since 
the bear market of 1974. Last year saw the 
smallest number of stockmarket debuts 
since 1991. Yet curiously, although the vol- 
ume of IPOs has fallen, the commissions 
charged by investment banks for under- 
writing them have not. 

Back in the heady days of the late 
1990s, underwriters of around three-quar- 
ters of American IPOs charged almost ex- 
actly 7%. The rest were mostly billion-dol- 
lar deals in which the commissions 
clustered around 4%. That kind of coin- 
cidence has long fed suspicions of collu- 
sion in IPO underwriting, or at least of a 
lack of price competition. In 1999, indeed, 1 
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' the Department of Justice began a price- 
fixing investigation. However, this was 
later dropped. 

There could be several reasons why 
commissions are so similar. Bankers and 
investors could all see what was being 
charged on other deals, and therefore 
knew the going rate. For young companies 
especially, there was a certain kudos in be- 
ing served by a swanky Wall Street bank. 
During the technology boom, company 
founders and directors were much more 
concerned about banks' ability to sell their 
shares at a high price, and support them in 
secondary trading, than about costs: with 
some share prices "popping" by 100% or 
more on the first day of trading, who 
would bother haggling over a footling 7% 
commission? 

These days, though, you might think a 
bidding war would break out on Wall 
Street for the few scraps of business that re- 
main. But no. Jay Ritter, a finance professor 
at the University of Florida, says that 
banks are as likely as ever to charge 7%. 
Last year almost no 1Pos under $200m 
had a “spread” of less than 7%. 

So far this month, a handful of compa- 
nies have gone public. Two of them, Flor- 
ida Bancshares, a regional bank which 
sold $9m in shares, and Accredited Home 
Lenders, a mortgage outfit selling $77.2m, 
handed over precisely 7% of the proceeds 
to their bankers. Both are now trading be- 
low their offer price. These may have been 
great deals for the bankers; but investors 
probably see them differently. 

How does price competition, or the ap- 
pearance of it, still elude the rro market? 
Mr Ritter reckons that, even now, compa- 
nies are looking for two things in their un- 
derwriter: strong analyst coverage and 
prestige. Banks are supposed to be build- 
ing ever higher walls between their invest- 
ment bankers and their equity analysts. 
But an analyst’s economic incentive to be 
positive about his banks’ iPos still re- 
mains. Mr Ritter says, “Rainmakers are al- 
ways rewarded.” 

Indeed, clever bankers might find good 
cause to raise prices in the current climate. 
With investors more sceptical of shares 
than ever, banks working harder to ensure 
that their clients have no skeletons in their 
cupboards, and companies needing per- 
suasion of the benefits of a stockmarket 
listing, is it perhaps time to hail the 10% 
commission? @ 


The Marjorie Deane internship 

Applications are invited for the 2003 Marjorie Deane 
internship. This award, financed by the Marjorie Deane 
Foundation, is designed to provide work experience for 
a would-be or junior journalist under 28, who will 
spend three months of the summer at The Economist, 
writing about finance. Applicants should send a letter 
introducing themselves, with an original article of 
about 1,000 words intended for the finance and 
economics section. Applications must reach us by April 
7th, and should be posted to: The business affairs 
editor (Deane internship), The Economist, 25 St 
James's Street, London SW1A 1HG 


British banking 


Goodbye to all 
that 


Abbey National dumps the strategy it 
has followed since demutualisation 


RINGING in Luqman Arnold as chief 

executive of Abbey National last year 
was the banking equivalent of hiring the 
coach of a glamorous foreign football team 
to run, say, Queens Park Rangers. After be- 
ing eased out of UBS, a Swiss bank, Mr Ar- 
nold was tipped for such smart jobs as the 
top spot at Credit Suisse. Instead he settled 
for struggling, downmarket Abbey Na- 
tional, a specialist mortgage lender that is 
Britain's sixth-biggest bank. 

Chasing higher returns during the 
1990s, Abbey let its wholesale-banking di- 
vision invest heavily in junk bonds. It lost 
money on Enron. On February 26th Mr Ar- 
nold announced a pre-tax loss of £984m 
($1.5 billion) for 2002 and a new strategy, 
which mostly consists of being nicer to 
customers than other British banks are. 

Abbey's top brass reminded one City 
fund manager of Japanese bankers apolo- 
gising tearfully for their mistakes, as Lord 
Burns, the bank's chairman, expressed his 
regret for the first full-year loss since the 
former building society (thrift) was demu- 
tualised in 1989. "It is deeply depressing to 
see how management wrecked the share- 
holders' investment," says another money 
manager. Abbey National's share price has 
fallen by two-thirds in the past two years. 

Blame, though, lies mostly with Ian 
Harley, the former chief executive, who 
failed to keep tabs on what Gareth Jones 
was getting up to in the wholesale bank. 


& Wd 
», \ "n 


Time for old Abbey habits 





$ 


ma Tu) rud 


E ^ 


—— 
m 





One Abbey insider points out that Mr Har- 
ley would have got rid of Mr Jones far 
sooner than he did if he had been able to 
win the backing of the bank's non-execu- 
tive directors. At the time, he says, they re- 
garded Mr Jones's then-profitable trea- 
sury-services operation as an example of 
shining entrepreneurialism. 

The wholesale bank will continue to 
bleed into Abbey's results for some time. 
When Mr Arnold first looked into it, he 
says, what surprised him most was not so 
much the total size of the positions that the 
bank had taken as their high concentra- 
tion. Only five names, for instance, make 
up £1.9 billion-worth of the bank's expo- 
sure to BBB-rated assets. 

Abbey's new strategy is to turn its back 
on diversification-to sell the junk bonds, 
train- and aircraft-leasing businesses and 
so on—and shrink to its origins as a boring 
old British mortgage bank. Banks in Brit- 
ain, says Mr Arnold, treat their customers 
badly; they push products at them with no 
real interest in offering advice, and they 
bombard them with generic sales patter. 
When a customer wants advice, he says, 
“we put people in front of them who know 
less than they do." To get its customers to 
buy more products—half of them buy only 
one at the moment—Abbey says it will 
spend money on training for its staff and 
introduce what Mr Arnold calls a “mass- 
advice model" to its branches. 

Will this be enough to reverse the 
bank's fortunes and expand its revenues? 
Unfortunately for Abbey, others are al- 
ready playing the same game. HBOS, 
which unveiled decent results this week, 
and NatWest have been atit for a couple of 
years. Even Lloyds TSB, which for years did 
nothing but cut costs and fire staff, has 
taken to investing huge sums in *customer 
relationship management" computer pro- »» 
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'* grams. Mr Arnold is adamant that he will 
protect the bank's profitability by wooing 
customers with advice and superior ser- 
vice, not with aggressive pricing. Simon 
Samuels, a banking analyst with Citigroup 
in London, says that this is unrealistic 
given that other British banks, such as 
HBOS, are competing with each other for 
customers on price. 

Abbey National has already warded off 
two takeover attempts; from Lloyds TSB in 
2001 and last year from Bank of Ireland. 
Mr Arnold should have a reasonable 
amount of time before another predator 
starts to circle. But faced with Abbey Na- 
tional's tired-looking retail branches and 
the nitty-gritty of cross-selling insurance 
products to its customers, he may soon 
wish he had chosen a more exciting em- 
ployer-andaneasiertask. 8 


Credit Suisse 


Casino closed 


After slashing costs, where now for the 
Swiss-American bank? 


REDIT SUISSE FIRST BOSTON (CSFB), 

the investment-banking arm of Credit 
Suisse, used to be “a giant casino", admit- 
ted John Mack this week. That, of course, 
was before he agreed to be its chief execu- 
tive in 2001. Since then nearly 4,000 peo- 
ple have been fired and a portfolio of crazy 
investments in property, distressed loans 
and private equity has been cut to a man- 
ageable $3 billion. Mr Mack has also nearly 
paid off all the ludicrous bonuses prom- 
ised in order to retain staff after the acqui- 
sition of Donaldson, Lufkin 8 Jenrette, an- 
other investment bank, in 2000. 

But can the downsized cses still com- 
pete with New York’s biggest? It claims to 
rank among the top four globally in merg- 
ers and acquisitions, and equity and debt 
underwriting, the classic investment- 
banking disciplines. Unfortunately none 
of this is likely to yield much in the near 
term: activity and trading volumes are 
markedly down on two years ago. 

Credit Suisse’s fourth-quarter figures, 
published on February 25th, show the 
damage done by the excesses of its invest- 
ment bank. The bank made a $600m pro- 
vision against regulatory action and civil 
litigation in America and Britain in the 
wake of last year's scandals. Institutional 
investors have cut the amounts they are 
prepared to entrust to CSFB’s discretionary 
management-to SFr279 billion ($200 bil- 
lion) at the end of 2002 from SFr364 billion 
at the end of 2001. 

Credit Suisse has been right to shrink its 
investment bank, and to cut costs and start 
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to restructure its insurance arm, Winter- 
thur. CSFB’s revenues are too dependent 
on activities that are languishing and 
hardly covering costs. Winterthur is in the 
same boat as many European insurers, his- 
torically over-exposed to equity markets 
with little prospect of improving its invest- 
ment returns from any other source. 
Oswald Grübel, who runs the finan- 
cial-services arm of Credit Suisse, believes 
there is still overcapacity of 25-30% in the 
Swiss banking market. A shrinking domes- 
tic deposit-base is hardly the best platform 
for a universal bank with global ambi- 
tions, especially when its local rival, UBs, 





seems to be doing much better. ugs has a 
more integrated approach, fewer workers 
and no loss-making insurer, and has so far. 
escaped the Wall Street witch-hunt. > 

Credit Suisse still has to persuade inves 
tors that it is on the right track. Some ¢ 
unhappy with the sharing of the chief | 
ecutive role by Mr Mack and Mr Grübel, 
with a chairman, Walter Kielholz, wh: 
seems to be little more than a figurehead 
Others want a strategy beyond damag 
limitation, perhaps a spin-off of CSFB ot. 
Winterthur. But there are no takers in these 
dog days. In a prolonged bear market, sit- : 
ting tight may be the least bad plan. @ 













HEN developing countries turn to economists for advice 
on trade, they are usually pointed towards David Ricardo. 
ccording to his law of comparative advantage, formulated 
ime 180 years ago, countries should specialise in whatever 
ey are best at producing, leaving their trading partners to pro- 
de everything else. In Ricardo's illustrative model, the answers 
e clear: Portugal, blessed with a fine climate, should cultivate 
e; England, blessed with capitalists, should manufacture 
th. The Portuguese gained from importing English cloth (even 
they could make it more efficiently) because it freed them to 
ncentrate on wine. As for the English, even the most ardent 
ercantilist would rather they left viniculture to others. 

-But if a country's God-given advantages were clear to Ri- 
cardo, they are less so in modern practice. Capital is mobile 
ross borders, and the gifts of nature count for little now that 
manufacturing eclipses agriculture in world trade. A country’s 
lace in the global economy seems neither predestined nor pre- 
ctable. As Ricardo Hausmann and Dani Rodrik, two econo- 
_mists at Harvard University, put it in a recent paper’, economic 
- development is a haphazard process of “self- "discovery". Com- 
_ parative advantage is almost impossible to spot in advance. 

__. Bangladesh, for example, is good at exporting hats, having 
Id $175m-worth to America in 2000. At one level this is not sur- 
' prising. Bangladesh is overcrowded and underserved by capital; 

much of its arable land is periodically under water. As any econ- 
- omist could tell you, it therefore has a comparative advantage in 
 labour-intensive manufactures. But why does Bangladesh spe- 
- cialise in hats rather than, say, bed-sheets? And why did Pak- 

tan, a country with a similar mix of land, labour and capital, 

ort $130m-worth of bed-sheets to America in 2000 but a 
re $700,000-worth of hats? 

Mr Hausmann and Mr Rodrik cite many examples of coun- 
that have happened upon a lucrative export niche—cut 
lowers from Colombia, software from india, footballs from Pak- 
—to which raw factor endowments give only the roughest 
guides. Nothing written by Ricardo, or by anybody theorising 
nce, could have told a budding Bangladeshi entrepreneur to 
ake hats rather than bed-sheets. 

Sometimes governments try to force the issue. In 1896 Japan's 





























rulers deemed that their country should have a steel industry to 
match the best in Europe. Imperial say-so substituted for econ- 
omic know-how, but met with little success. The government 
went to great lengths to replicate European technology, import- 
ing German engineers, machines and designs. Only after a steel 
mill had been built did it become apparent that German mills 
could not run on Japanese coke. 


Performing the hat-trick 

Neither economists nor emperors can be relied upon to pick 
winners. The best bet is entrepreneurial trial and error. Messrs 
Hausmann and Rodrik build a theoretical model in which busi- 
nessmen in a poor country can choose either to invest in a tradi- 
tional domestic industry or to diversify into a modern industry 
in which there is no local history of expertise. The costs of pro- 
duction in the traditional industry are well-known; costs in the 
new industry are not. Entrepreneurs discover these costs only 
after they have sunk money into the project. Their investments 
are, in effect, industrial-scale experiments. Profitable or not, they 
reveal a country's strengths and weaknesses. 

The authors think that entrepreneurs in developing countries 
may lack sufficient incentives to invest in new industries. Busi- 
nessmen will take the risk of innovation only if they have a 
chance of creating some sort of monopoly. They may be helped 
by patents, trademarks or copyright; if not, they will have an 
edge only until rivals catch up. In poor countries, the chances are 
that patents and so on will help less than in rich ones, largely be- 
cause investors are trying out technology that already exists 
abroad. So the entrepreneur who first decides to export cut flow- 
ers from Colombia to America, for example, cannot hope to stay 
ahead of imitators for long. His fellow countrymen will rush to 
copy his business model, poach his staff and encroach upon the 
ground he has broken. 

To create a greater incentive to experiment in new industries, 
say the authors, there may sometimes be a case for governments 
to protect companies in infant industries from unfettered compe- 
tition. This does not mean tariffs, which protect all domestic 
companies to the same extent; rather, it implies finding ways to 
help innovators against domestic imitators. The trouble is that 
this is a much harder trick to pull off in practice than it looks in 
theory. Latin American development banks used to reserve pref- 
erential credit for the first domestic entrant in any industry—rais- 
ing the potential profits available to innovators. Under such 
policies, Latin America became a veritable hothouse of indus- 
trial diversification. Unfortunately, governments did not weed 
out failed industrial experiments, instead keeping them alive 
alongside thriving ones. 

Even successful policies can have damaging side-effects. 
Messrs Hausmann and Rodrik point to South Korea's willing- 
ness, during its drive for industrialisation from the 1960s, to use 
control of bank credit to reward successful companies and pe- 
nalise poor performers. Yet by the 1990s the channelling of 
credit to favoured companies had wrought huge damage to the 
Korean financial system. Devising industrial policy, like divining 
comparative advantage, is a matter of trial and error. Many gov- 
ernments have tried; most have erred. it 
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Working Paper, Number 8952, revised November 2002. Available on the internet at: 
http://ksghome.harvard.edu/-.drodrik.academic.ksg/SelfDiscRev2. pdf 
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AIDS vaccines 


Better luck next time 


The first big trial of an AIDS vaccine has ended in failure 


ELL, it didn’t work. Expectations 

about the outcome of the first “phase 
III" clinical trial of an Arps vaccine—the fi- 
nal hurdle to be leapt before the regulators 
pronounce judgment on anew medicine— 
had been managed downwards several 
months ago, so the outcome was nota sur- 
prise. A disappointment, yes. But then it 
would have been an impressive piece of 
luck (or of brilliant foresight by the re- 
searchers at VaxGen, the vaccine’s maker), 
if the first AIDS vaccine to be tested in this 
way had been a success. 

The firm tried to rescue some shreds of 
comfort from the data. It pointed to appar- 
ent efficacy among “blacks” and “Asians”. 
But these are groups of questionable bio- 
logical validity, particularly since most 
subjects were American, with all the an- 
cestral miscegenation that generally im- 
plies. On top of all this, the sample sizes of 
these retrospectively selected subgroups 
were not big enough for truly meaningful 
conclusions to be drawn. In the "black" 
subgroup, for example, there were only 13 
infections: four among those who had re- 
ceived the vaccine and nine among a con- 
trol group given a placebo. 

At best, those results might suggest a di- 


rection for a future trial. But any assump- 
tion that, even if the vaccine did not work 
on whites, the road might now be open to 
vaccinate millions at risk in Africa would 
be deeply misguided. 

In truth, it would have been misguided 
even if VaxGen's product had worked per- 
fectly. The trial was carried out in the rich 
world (the United States including Puerto 
Rico, Canada and the Netherlands). It was 
therefore directed against the B subtype of 
HIV, the ArDps-causing virus, which is the 
strain that predominates in rich countries. 
But Africa, where the virus originated and 
where it has therefore become most di- 
verse, is plagued by many strains. Unfortu- 
nately, B is one of the least of that conti- 
nent’s worries. A second trial organised by 
VaxGen is taking place in Thailand. This is 
tailored against both subtype B and sub- 
type E, to suit local conditions. Once again, 
even if it works (the results are due in the 
autumn), it will not help Africa much. 

The location of these trials is not a coin- 
cidence. The Americans, Canadians and 
Dutch could afford to buy a successful vac- 
cine. So, at a pinch, could the Thais. Vax- 
Gen is, in fact, working on a vaccine for 
subtype c, which is the biggest problem in 


public-sector research and de 
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pipeline, and even were it successfu 
vaccine would still need to be mi 

tured and distributed. That wo 
a big drug company to get invi 
big drug companies are not ch 


Carrots, not sticks . S 
At first sight, developing an A1DS va 
for Africa might look like a situation 
the market will inevitably fail, : 


the appropriate route. The public se 
however, has had 20 years since t 
covery of HIV, and not à single phas 
trial has emerged from it. Time, the 
some creative thinking. — | 

A truly free market will not produ 
AIDS vaccine for Africa, since the putath 
customers cannot afford the produc 
that does not mean that market-like mec 
anisms are inappropriate. One way to pr 
vide a suitable incentive could be a 5 
chase fund" into which donors would pay 
money, and which would be legally ob- 
liged to buy predetermined quantities: 
any vaccine that met a set of criteria about 
effectiveness and appropriateness. That 
however, would mean tying up precio! 
capital against an uncertain futur 
ideal solution would not do that, 
would still look convincing enoug 
drug company bosses notto fret tk 
cians would find it easy to we 
when the time came to pay up. 

A better suggestion might b 
institution such as the World Ba 
guarantor. It would sign purchas 
with drug companies, payable wh 
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> fective vaccine was delivered. The vaccine 
could then be sold on at different prices in 
different countries, depending on the pov- 
erty of those countries. Africans would 
pay little (though probably not nothing). 
Brazilians and Thais, say, would pay a 
higher share of the real cost. The losses 
would ultimately be covered by rich- 
world taxpayers, and would constitute a 
form of foreign aid. 

In theory, that ought to be enough. But 
in practice a second market-like mecha- 
nism might help. niv is a hard virus to get 
a handle on, so lots of diverse approaches 
to designing a vaccine are needed, in the 
hope that one will succeed. Big pharma- 
ceutical companies can provide some of 
this, butthe true innovators are more likely 
to be found among biotechnology compa- 
nies such as VaxGen. 


Planck-scale physics 


In today's financial climate, however, 
venture capitalists are reluctant to take on 
even quite sensible biotechnological 
ideas, let alone flaky ones whose goal is to 
sell to the poor world. The way forward, 
therefore, might be a new style of venture 
capitalist that measures its returns in scien- 
tific success, rather than dollars. At the mo- 
ment, one such exists: the International 
AIDS Vaccine Initiative (IAv1), which gath- 
ers money from foundations and other do- 
nors, and signs contracts with small firms 
that have interesting ideas. These contracts 
allow a successful firm to keep all its pro- 
fits, but they impose tight restrictions on 
the price for which any vaccine might be 
sold in the poor world. If the firm breaks 
the contract, ravi can give the patents to 
somebody else. A few more organisations 
of this kind would be welcome. m 


The long and the short of it 


Physicists have worked out how to look at the smallest sizes and shortest time that 


some of them believe can exist 


N A human scale, an atom is incon- 

ceivably small. But size is relative. On 
the Planck scale—the smallest that physical 
theory recognises—atoms are huge. At this 
scale, named after Max Planck, the foun- 
der of quantum theory, many physicists 
envisage space and time as being grainy, 
rather than continuous. But the size of the 
grains of space compared with an atom 
would be about the same as the size of at- 


Planck was constant 





oms compared with the sun. And the size 
of the grains of time would compare to a 
hundredth of a trillionth of a second much 
as that hundredth of a trillionth of a sec- 
ond does to the age of the universe. 

These minuscule grains would be a 
consequence of Werner Heisenberg's fam- 
ous uncertainty principle, an important 
part of quantum theory. The uncertainty 
principle suggests that you cannot know 
both the precise location and the precise 
velocity of anything. The dimensions of 
the grains are the minimum possible com- 
promise between location and velocity. 

If, that is, such grains exist. For quan- 
tum theory has a competitor, the theory of 
relativity (at bottom, a theory of gravity), 
which assumes that space is continuous. It 
is the dream of many theorists of funda- 
mental physics to reconcile quantum the- 
ory with relativity, and thus produce a 
grainy theory of quantum gravity. Doing 
so means knowing what is going on at the 
Planck scale. And that is hard, because, in 
physics, probing smaller and smaller 
things requires bigger and bigger energies. 


Against the grain? 

The energy that would be needed to probe 
the granularity of space is known as the 
Planck energy. Unfortunately, even the 
biggest particle accelerators in existence 
probe energies which are only about a mil- 
lionth of that. The lack of a reality check 
which this causes has led theorists so far 
into the deep end of mathematical specu- 
lation that many have started to question 
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if what they are doing is still physics. 


In the past ten years, this has begun to 
change. Physicists have realised that, if 
brute force is not going to work, they will 
have to be clever. They have found anum- 
ber of places, both in the night sky and in 
the laboratory, where the nature of space 
and time at the Planck scale would have in- 
direct, but observable effects. What they 
have seen so far places tight restrictions on 
the form that any theory might take. Most 
theorists seem pleased—they are doing 
physics again. More cynical experimenters 
say that the golden age of theory is over, 
now that the days of freewheeling math- 
ematical carousing are drawing to a close. 

In the March 10th issue of Astrophysical 
Journal Letters, Richard Lieu and Lloyd 
Hillman of the University of Alabama, in 
Huntsville, will describe a new method 
they have used to look at Planck time. Dr 
Lieu supposed that light, travelling over 
very long distances, would have to spread 
out a bit if there was any uncertainty in 
time. This effect would normally be too 
small to measure, but Dr Lieu realised that 
“phase coherence”—a precise synchronisa- 
tion of the waves that make up a beam of 
light-is necessary in order for rings, 
known as diffraction rings, to show up in a 
telescope. He then examined a picture 
taken by the Hubble space telescope of a 
galaxy several billion light-years away. 
This galaxy has the characteristic ring. So, 
says Dr Lieu, time (and therefore space) is 
continuous, not grainy. If true, that is a 
spanner in the works for those designing 
quantum gravity. 

However, not everyone agrees with Dr 
Lieu. Jack Ng and his colleagues at the Uni- 
versity of North Carolina, Chapel Hill, 
have written a paper arguing that Dr Lieu 
overestimated by a factor of several mil- 
lion the effect that fluctuations in space 
and time would have on light. According 
to Dr Ng, the Hubble observation says 
nothing about whether time is discrete or 
continuous. Dr Lieu points out that Dr Ng's 
paper has not been accepted by a refereed 
journal, and is thus unreliable. Dr Ng re- 
torts that he is surprised Dr Lieu's paper 
got past the refereeing process. Time, dis- 
crete or continuous, will tell who is right. 

Another way of placing constraints on 
quantum gravity has been found by Ted Ja- 
cobson and his colleagues at the Univer- 
sity of Maryland, College Park. In a recent 
paper, Dr Jacobson argues that observa- 
tions made of synchrotron radiation pro- 
duced by the Crab nebula (the remnants of 
a supernova observed in 1054) limit the 
granularity of space. 

Synchrotron radiation is caused when 
electrons are accelerated by a magnetic 
field. The energy of the radiation depends 
on the energy of the electrons. Because ra- 
diation from the Crab nebula is so ener- 
getic, the electrons that created it must 


have been travelling very close to the »» 
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DNA 


A doulile twist 


The fiftieth anniversary of understanding the structure of DNA 


IFTY years ago, on February 28th 
1953, an unknown British physicist 
called Francis Crick walked into his local 

pub in Cambridge, England, and an- 
nounced that he had discovered the se- 
cret of life. Dr Crick and his American 
colleague, James Watson, had just 
worked out the structure of an equally 
unknown molecule called deoxyribonu- 
cleic acid. Their result was published in 
Nature on April 25th 1953. 

The names Crick, Watson and DNA 
are rather better known today than they 


It's elementary, Watson 


» speed of light—so close that the difference 
between the two speeds would bump up 
against Planck-scale graininess, and show 
up in the spectrum of the radiation. Such 
effects do not, in fact, show up. 

Nor need physicists look only to the sky 
to see Planck-scale effects. Fabio Benatti 
and Roberto Floreanini, of the National In- 
stitute of Nuclear Physics in Trieste, Italy, 
propose using atom interferometers to 
search for granularity. These machines 
work by separating, then recombining, 
two beams of precisely synchronised at- 
oms of,say, neon. When the beams merge, 
they form an interference pattern. The pre- 
cise nature of this pattern, Dr Benatti says, 
depends on Planck-scale physics. 

The last word may, nevertheless, come 
from a satellite. Because the early universe 
is believed to have undergone a period of 


were half a century ago. For although Dr 
Crick's pub boast was an exaggeration, it 
was not a huge one. Knowing the struc- 
ture of DNA has helped to explain how 
heredity works, and has proved crucial 
to an understanding of biology at the 
molecular level. So the end of February 
marks the start of a period of global bio- 
logical festivity that will culminate on 
April 25th in a gala party for the subject's 
great and good, organised in London by 
Nature's publishers. Be there, or be a 
double helix. 





rapid inflation, features that were Planck- 
scale may have been magnified to the 
point where they are visible as blips in the 
cosmic microwave background, an electro- 
magnetic echo of the Big Bang. 

An American satellite called WMAP 
(the Wilkinson Microwave Anisotropy 
Probe) has just provided a reasonably de- 
tailed picture of this background radiation. 
Whether wMaAp’s picture is detailed 
enough to discern the relevant blips (as- 
suming they are there) is not yet clear. But, 
even if it is not, the aptly named Planck, a 
European satellite scheduled to be 
launched in 2007, should do the business. 
Commenting on the uncertainty principle, 
and by inference on its malevolent effects 
for relativity, Einstein once famously said 
"God does not play dice". Soon, it should 
be possible to see if he was right. m 


The gift of 
prophecy 


Human *mad cow" disease may not kill 
as many as was once feared 


IELS BOHR, among others, is credited 

with observing that predictions are 
hard to make—especially about the future. 
They are particularly hard where a disease 
as baffling as variant Creutzfeld-Jakob dis- 
ease (vCJD) is involved. This nasty neuro- 
degenerative condition, linked to “mad 
cow” disease, has killed 94 people in Brit- 
ain since 1995, with another 28 deaths sus- 
pected. The question is, how many more 
will succumb? 

In 1998, Azra Ghani, Roy Anderson and 
their colleagues at Oxford University pre- 
dicted that as many as 500,000 could die 
of vcyp by 2080. Now, things seem to 
have changed for the better. In the latest is- 
sue of the Proceedings of the Royal Society, 
the group, which has moved to Imperial 
College, London, has revised its projec- 
tions to a maximum of 7,000 deaths by 
2080, with 10-80 deaths occurring within 
the next two years. 

The earlier estimates were based on 
limited data collected in the first days of 
the epidemic, when the number afflicted 
could well have risen dramatically. Since 
2000, however, the number of deaths has 
actually fallen (see chart). That requires à 
rethink. If the initial, gloomy predictions 
had been correct, then 40-50 deaths a year 
from the disease would now be expected, 
rather than the smaller numbers that have 
actually been observed. 

The story could change again, though. 
All the victims tested so far have carried a 
particular genetic trait that affects their 
prion proteins, the molecules involved in 
the disease. Dr Ghani's calculations as- 
sume that only the 40% of the population 
which carries this trait is susceptible. If it 
turns out that the rest are not resistant, but 
simply take longer to develop symptoms, 
the eventual number of afflicted would 


necessarily be greater. m 
E Going in the right direction 
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Sélection de consultants 
Sollicitation de manifestation d'intérét 


Services de Consultants pour l'assistance technique 
en vue de la réalisation des réformes dans 
l'enseignement supérieur du secteur de l'éducation 
en République de Guinée. 


ds La République de Guinée a obtenu un crédit à l'Association 
internationale pour le Développement (1DA) et se propose d'utiliser 
une partie du montant de ce crédit pour effectuer des paiements au 
titre du contrat suivant : 














Recrutement de consultants pour l'assistance technique en vue de la 
réalisation des reformes dans l'enseignement supérieur du secteur de 
l'éducation en République de Guinée dans les domaines suivants ; {p 
rénovation des programmes d'études et de recherche (ii) mise en place des 
programmes de formation doctorale (iii) introduction d'un nouveau systeme 
performant et de procédures de la gestion financiére et institutionnelle des 
universités et des centres de recherche (iv) accompagnement pour la mise en 
place d'un fonds de recherche sur la base compétitive . 


Les services requierent la constitution d'une équipe de consultants 
ayant des compétences dans lAssistance technique pour la 
formation et du personnel, et des enseignants et chercheurs 
intervenants dans les reformes, pour les études et conseils. Compte 
tenue. de l'envergure et de la complexité des reformes, il serait 
souhaitable que les expertises nécessaires soient fournis par une ou 
plusieurs universités ou associations professionnelles de l'éducation 
supérieure. En outre des relations de partenariat ou de jumelage 
pourraient étre établis entre les institutions ou association 
prestataires de service et les universités guinéennes, 


Le Secrétariat technique du Ministére de l'Enseignement Supérieur 
et de la Recherche Scientifique invite les candidats admissibles à 
manifester leur intérét à fournir les services décrits ci-dessus. Les 
consultants intéressés doivent fournir les informations avec 
preuves à l'appui, indiquant qu'ils sont qualifiés pour exécuter fes 
services demandés (brochures, références et preuves concernant 
l'exécution de contrats analogues, expérience dans des 
conditions semblables, disponibilité de connaissances nécessaires 
parmi le personne clé, et cetera). 


4. Les consultants pourront s'associer pour renforcer leurs 
compétences respectives, Toutefois un seul consultant sera 
responsable de l'exécution des táches sus mentionnées dont les 
détails se trouvent dans les termes de référence qui sont 
disponibles. Le consultant sera sélectionné en accord avec les 
procédures définies dans les directives : Sélection et Emplois de 
Consultants par les Emprunteurs de la Banque Mondiale, janvier 
1997, révisé en septembre 1997 et février 1999. 


Les consultants intéressés peuvent obtenir les documents de 
référence à l'adresse mentionnée ci-dessous aux heures suivantes et 
par voie de courrier électronique : 


Lundi à Jeudi : de 8h30 à T6h30 GMT 
Vendredi : de 8h30 à 13h00 GMT 


les manifestations d'intérêt doivent. tre déposées à ladresse 
mentionnée ci-dessous au plus tard le 30 Avril 2003 à 14 heures. 
Secrétariat technique du ATESRS 
A l'attention du Dr Soriba SYLLA Coordinateur du ST/MESRS 
BP : 1243 Conakry-Guinée 
Tel : (224) 43-12-73. Fax : (224) 43-13-23 
Courrier électronique :‘Kpades@mirinet.netan 
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DIRECTORATE GENERAL 
FOR YANBU 


REQUEST FOR EXPRESSION OF INTEREST 


CONTRACT NO. PID N-075101, 

TECHNICAL SERVICES FOR INDUSTRIAL MASTER 
PLAN UPDATE (IMP) 

AND INFRASTRUCTURE PLAN 


SCOPE OF WORK: The scope of this contract includes 
economic studies, market analyses, industrial planning 
and engineering services to perform a competitive 
assessment of the industrial growth potential to 
develop an updated industrial Masterplan for Madinat 
Yanbu Al-Sinaiyah (MYAS) with emphasis on industrial 
areas and necessary infrastructure including utilities to 
support industrial expansion. 


QUALIFICATION REQUIREMENTS: Bidder must make a 


submittal which contains the following: 


1) License to practice Engineering Consultancy issued 
by the Saudi Arabian Ministry of Commerce or 
association with a firm that possesses said license 
and, if applicable, copy of your currently VALID 
Zakat Certificate, Commercial Registration, and 
Chamber of Commerce Membership Certificate. 


2) Documentation of expertise and qualifications to 
develop an updated Industrial Masterplan for 
MYAS: (a) a minimum of ten years continuous 
experience in economic/market analysis, industrial 
planning and engineering services; 
(b) professional staff having a minimum of ten 
years industrial planning/engineering experience; 
(c) completion of consulting contracts of similar 
scope related to industrial planning/engineering 
services during the past ten years; (d) list of ongoing 
projects of similar scope; (e) list of international 
industrial planning/economic analysis/engineering 
firms you have teamed with to perform similar 
projects (provide names of firms and reference 
contact information). 


3) A complete description of your firm and its 
capabilities. Provide: addresses of main office and 
offices in other cities; your firm's organization 
chart, resumes of your firm's key professional staff; 
a list of five references with contact information; a 
client list; and current related projects that the 
Royal Commission may visit. 


Prospective bidders who can meet the above criteria 
are asked to express their interest by close of business 
on 30 Muharram 1424 H. (02 April 2003). Our contact 
details are as follows: Manager, Projects, P.O. Box 
30031, Madinat Yanbu Al-Sinaiyah, Telex No. 662319 
PARY S J, Fax No. (04) 396-2719, Tel No. (04) 321-6031. 


The Royal Commission will then provide a pre- 
qualification data questionnaire package to be 
completed and submitted to the Royal Commission by 
the responsive firms. The Royal Commission will notify 
later those firms that are considered qualified after 
evaluation of the submittal. 
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Is there life after death? 


Preserving an old city means interfering with it all the time 


F YOU could sex cities, Florence would 

be male and Venice female. In 1833 Cha- 
teaubriand thought Venice was a female 
city situated at the water's edge about to be 
extinguished with the day. Henry James 
wrote that Venice was like a woman of 
whom you are tenderly fond. But there is a 
less sentimental conception of Venice's 
femininity: of a woman of easy virtue 
who clings on to many clients despite the 
ravages of time which are treated by 
means of shrewdly applied face lifts. There 
is enough lingering charm to toy with the 
memories of her admirers. But this Venice 
is dying. 

All these images and many more are to 
be found in Margaret Plant's thoroughly 
and lovingly researched, thoughtful and 
hugely compendious history of modern 
Venice. It is surprisingly revealing and 
ought to make lovers of an unchanged and 
unchanging Venice reconsider their enthu- 
siasms and prejudices. Ms Plant is profes- 
sor emeritus in art history at Monash Uni- 
versity in Melbourne but she is a social 
historian at heart and her canvas embraces 
literature, music, politics, architecture and 
town planning as well as arts and crafts. 
She begins by describing the plucky sur- 
vival of Venice after the fall of the Serene 
Republic to Napoleon's army in 1797. Na- 


Venice: Fragile City 1797-1997. By Mar- 
garet Plant. Yale University Press; 448 
pages; $55 and £29.95 


poleon, the liberator, threw open the gates 
of the city's Jewish ghetto, but in other re- 
spects he behaved like a pig. He stole the 
four bronze horses from the basilica of San 
Marco, destroyed the boat-building capac- 
ity of the Arsenale, and demolished a 
church in Piazza San Marco to build a me- 
morial to himself. The French, who be- 
lieved Venice was "a city against nature" 
wanted to build wide thoroughfares and 
create open spaces-a large part of Castello 
was knocked down to create the public 
garden. But those were the last major up- 
heavals in Venice. It had become an Aus- 
trian colonial possession and remained 
one until the Risorgimento. In the absence 
of political clout, Venice succumbed to the 
tourist trade—something it had always an 
instinctive feeling for. 

Tourism became an insidious influence 
on the debate between the party that 
wanted Venice to be a creature of its past 
which concentrated on conservation and 
restoration, and those who preferred to im- 
prove the quality of life even if that meant 
changing the face of the place. The plan- 
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ning policy was dov'era, com'era—where it 
was, asit was. The English, led by John Rus- 
kin, were leading reactionaries. In the 
18505 Italian politicians accused the Eng- 
lish of meddling; they were still doing so 
120 years later. 

In 1852 Ruskin doubted that the ducal 
palace, which he thought the finest build- 
ing in the world, would still be standing 
five years later. But facsimile capitals were 
used to support the building and new 
stone versions of decorative statues were 
made for the Porta della Carta—and were 
restored by the Venice-in-Peril fund late in 
the 20th century. Those victories for the 
preservers were confirmed in the 1880s. A 
radical municipal plan for new housing 
designed to create space and let air circu- 
late, and for a sewage system that did not 
discharge into the canals was proposed 
and rejected because of the wholesale de- 
molition that would have been required. 

Ms Plant declares that the 1880s were 
the key moment in the modern history of 
Venice because that decade confirmed it 
was to be a dead city. "It began quite pre- 
cisely in 1887, when the city was fetishised 
and its face turned resolutely to the past. At 
that point zealously guarded Venice be- 
came a commodity city, a package of the 
total picturesque...it became a virtual cli- 
ché to declaim that Venice had the world 
as its audience; its own citizens were con- 
firmed as a lower order." To prove the 
point, the campanile in Piazza San Marco 
was rebuilt as an exact replica after it col- 
lapsed, as shown in the famous Zaghis 
photograph above, in 1902. 

The fascists tried to alter the policy, de- 
veloping a port on the mainland in Mar- 
ghera, but pollution from chemical plants » 












ttacked the stone fabric of the city.In 1966 


:was repaired it looked exactly as it had 
: done. After decades of restoration it looks 
* as well as it ever has. Its international audi- 
- ence luxuriates in Venice. But the numbers 
.. Of tourists rise uncontrollably and the city 
| is flooded with monotonous regularity. 
_ The Berlusconi government has promised 
_ to build the gates at the lagoon entrances to 
_ reduce the threat of flooding; believe it 
- when you can see it. 

- ^; Since Venice has always preferred ro- 
. mance to reality and retained a morbid fas- 
- cination with death, Ms Plant's conclusion 
| is apt enough: “Meanwhile the seas are ris- 
. ing. In the city of the apocalypse the four 
. golden horses are at the ready, pawing at 
. the porch of St Mark, waiting to haul the 
-city out of the waters and into the sky." m 
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mpires of Profit: Commerce, Conquest and 
orporate Responsibility. By Daniel Litvin. 
exere; 340 pages; $27.95 and £18.99 


T THE start of "Empires of Profit", Dan- 
“Aiel Litvin writes that he is aware of no 
imilar treatment of his topic. That is an 
inlikely claim for a book about globalisa- 
on. How many books have been pub- 
ished on this subject? Yet Mr Litvin's ap- 
roach is indeed novel. He looks at the 
ifficulties thrown up by globalisation not 
just as they present themselves today but 
. as they have been experienced since the 
. time of the East India Company. He is con- 
cerned not with the costs and benefits of 
* economic integration but with the way po- 
- litical and cultural dimensions of globali- 
-sation test the managers of multinational 
-. companies. And he looks not atthe history 
of any one company but at a series of epi- 
-. sodes, each involving a different entity at a 
_ different time. 

= In this way, Mr Litvin-formerly an 
. environment and resources correspon- 
- dent of The Economist-has achieved an 
- improbable feat. He has found a fresh per- 
- spective on the subject, and a revealing 
. onetoo. 

>, The book's main theme is that, despite 
* the appearance of power and competence 
- they show to the world, multinational 
ompanies usually end up out of their 
epth. The East India Company never in- 
ended to rule India by military force: at 
he start, the company's managers were in- 
erested only in peaceful trade. The com- 
any became a ruler by accident, as local 













ective supervision, became increasingly 


a great flood deluged Venice, and when it 


managers, too distant and dispersed for ef- 


was an extreme case, to b 


lar pattern appears time and again: Mf pae- | 


pared central managers, local officers fac- 
ing unexpected difficulties on the ground, 
political pressures at home and abroad, all 
resulting in a catalogue of unintended and 
sometimes tragic consequences. 

The details vary greatly, of course, as 
the book ranges over the experiences of 
other companies at other times: Cecil 
Rhodes's British South Africa Company to- 
wards the end of the 19th century; the Un- 
ited Fruit Company in Central America in 
the 1950s; Aramco in the 1960s and 19705; 
Nike in Asia in the 1980s and 1990s; and 
others. Mr Litvin's main theme is compel- 
lingly illustrated by his case studies. These 
companies were much less in control of 
events than either they or their critics 
would wish to believe, and their confu- 
sion in each case had much to do with the 
cultural and political ignorance of the 
bosses at home. 

If the book has a weakness, it is one 
that many readers, unlike this reviewer, 
may regard as a strength: Mr Litvin makes 
painstaking efforts to remain neutral in the 
current debate between globalisers and 
anti-globalisers. Prudent as this may be in 
several ways, it puts too many interesting 
and important questions off-limits. This 
book may not have been the place to dis- 
cuss whether multinationalinvestment on 
the whole benefits poor countries-but Mr 
Litvin is plain wrong to believe, as he ap- 
parently does, that this question is not sus- 
ceptible to objective analysis. A book on 
globalisation that shies away from such 
discussion for fear of betraying bias is 
bound to seem incomplete. Still, those 
who do want to argue about such ques- 
tions can do so far more knowledgeably 
having read the book. Engagingly written 
as well as original in approach, “Empires 
of Profit" is warmly recommended. @ 
CLIVE CROOK 
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never easy 


Ending the Vietnam War: A History of 
America's Involvement in and Extrication 
from the Vietnam War. By Henry Kissinger. 
Simon & Schuster; 640 pages; $18 


TE Robert McNamara, America's other 
main Vietnam policymaker still living, 
Henry Kissinger keeps returning to that 
conflict. Mr McNamara writes mea culpas; 
Mr Kissinger no-holds-barred apologias. 

Drawing in very large part upon the 
three volumes of memoirs he began pub- 
lishing in 1979, Mr Kissinger maintains his 
basic premise: America's ultimate failure 
resulted from an unprecedented and un- 
foreseeable refusal by Congress to provide 
open-ended support to its South Vietnam- 
ese ally, including the continued use of 
American firepower. 

When President Nixon took office in 
1969, with Mr Kissinger at his side, more 
than 500,000 American troops were in 
South Vietnam. The new team accepted 
that its task was to maintain America's 
honour and its credibility with allies. Mr 
Kissinger treated the view of the doves— 
that a reasonable American approach to 
negotiations could lead to a compromise 
peace--as a fantasy: North Vietnam's lead- 
ers, he rightly believed, wanted nothing 
short of total victory. Yet-and this was his 
and his president's dilemma-a divided 
America was in no position to prevent 
communist victory in Vietnam at any- 
thing approaching acceptable cost to itself. 

Within two months of taking office the 
new administration decided therefore on 
Vietnamisation, the gradual withdrawal 
of American forces in the hope that the 
South Vietnamese could mount their own 
defence. The programme rested on the un- 
likely premise that an ineffectual South 
Vietnamese government could somehow 
struggle on in the absence of half a million 
American soldiers when it had barely sur- 
vived with their help. Mr Kissinger knew 
the outcome would be highly uncertain. 
As he says here, the best that might be 
achieved would be a stalemate. Yet what 
followed was another six years of war, in 
which tens of thousands of Americans 
and far larger numbers of Vietnamese sol- 
diers on either side lost their lives. 

Mr Kissinger tells us, admirably 
enough, that his intention is to provide a 
new generation with “as accurate an ac- 
count as possible". Yet, as a key player, it is 
inevitable that his account should in 
places read more like heroic than aca- 
demic history, the harder questions of ex- 
planation and justification going unan- 
swered. Was the small chance of an » 


The Economist March 1st 2003 


"T 





America in the 1970s wasn't ready to bear any burden 


* indisputably large prize-South Vietnam- 
ese survival and American vindication— 
worth those further lives? 

Mr Kissinger's account of the Christ- 
mas bombing of 1972 is another example 
of where the analysis is not pushed far 
enough. In October of that year he had ne- 
gotiated a peace agreement, which he 
terms “excellent” and “the best deal we 
[were] ever going to get”. The South Viet- 
namese government balked, however. In a 
message omitted from his argument here, 
though quoted in A.J. Langguth’s book 
“Our Vietnam: The War 1954-1975” (Simon 
& Schuster, 2000), Mr Kissinger told the 
president: “While we have a moral case for 
bombing North Vietnam when it does not 
accept our proposals, it seems to be really 
stretching the point to bomb North Viet- 


Alban Berg 


Lyric gift 


nam when it has accepted our proposals 
and when South Vietnam has not.” None- 
theless, Mr Kissinger soon found himself 
acceding to the resumption of strategic 
bombing. 

North Vietnam was pounded with 
20,000 tonnes of bombs in 11 days. Some 
1,500 civilians died and a hospital was hit. 
Twenty-six American aircraft including 15 
B-52s were shot down. The net outcome 
was the signing in January 1973 of essen- 
tially the same agreement reached in Octo- 
ber. Mr Kissinger makes no serious effort 
to reconcile his different statements nor to 
explain how the bombing affected Amer- 
ica’s cause. For the peace agreement, Mr 
Kissinger shared the Nobel prize, and two 
years later North Vietnamese tanks rolled 
into Saigon. 8 


He refused to let modernism's head rule its heart 


OR much of the past century, music lov- 

ers heard the phrase "second Viennese 
School" with sinking hearts. It signified a 
radical style of composition which aimed 
at redressing the swooning clichés of late 
romanticism, first with atonality, then 
with the rigorous new language of the 12- 
tone system, founded not on traditional 
harmony but abstract arrangements of 
pitches. Spearheaded by a formidable 
composer, teacher and polemicist, Arnold 
Schoenberg, it inspired controversy and 
occasional concert hall riots. The Viennese 


public was wholly unprepared to accept 
the spiky dissonances of Schoenberg and 
his devoted students, Anton Webern and 
Alban Berg, as the true music of their time, 
in the august line of Haydn, Mozart and 
Beethoven. 

In general, that resistance has been re- 
peated around the world, with the striking 
exception of the operas of Berg, which 
have achieved and maintained repertoire 
status. According to second Viennese or- 
thodoxy, Berg was something of a hybrid, 
more romantic and wilful than the pristine 
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formality of Webern. Typically, Pierre Bou- 
lez, doyen of contemporary music, 
admired Webern’s purity, while wryly 
describing the ardour and variety of Berg’s 
work as like a novel. But by the same 
token, Mr Boulez warmly praised Berg's 
“combination of immediate expressive- 
ness with outstanding structural 
prowess”. 

It is just that combination that makes 
Berg’s works speak to audiences, despite 
their undoubted complexity. They are 
clearly products of a man whose own life 
possessed a romantic intensity. Tall, ele- 
gant and sensitive, Berg saw himself as an 
artist early on, with the kind of emotional 
turmoil that went with the territory: he 
had fathered an illegitimate daughter and 
attempted suicide by the time he was 18. It 
seemed appropriate that as a fledgling 
composer he concentrated on songs. 
Though when he came to study with 
Schoenberg the master regarded this ten- 
dency as a defect, Berg never lost that 
sense of music as proceeding from pas- 
sionate situations. Even his abstract music 
is rooted in human occasions-his violin 
concerto, a concert hall favourite, is an el- 
egy on the death of a friend’s daughter, in- 
scribed “to the memory of an angel”. His 
Lyric Suite for strings is permeated with a 
covert musical code, enshrining the 
extra-marital affair which dominated 
the last decade of his life, before his 
untimely death from an infection at the 
age of 50 in 1935. 


Operatic peak 

Thus it is no surprise that Berg's gifts are ex- 
pressed with particular power in opera. 
His first stage work, “Wozzeck”, depicts the 
grim fate of a soldier, a helpless Unter- 
mensch treated as an object by his supe- 
riors and trapped by poverty and igno- 
rance. It would be easy to turn such a figure 
into a piece of agit-prop, and Berg’s searing 
atonal score unsparingly conveys a pre- 
vailing mood of anxiety and despair. But 
the work is also rich and multi-faceted, re- 
flecting his character's struggle for compre- 
hension. Berg's libretto pares the action 
down to a series of graphic scenes—Woz- 
zeck's encounters with his mistress Marie 
and their little son, his overbearing offi- 
cers, the strutting drum-major who se- 
duces Marie and beats Wozzeck. The sense 
of suffering and injustice is increased by 
poignant moments of yearning and pa- 
thetic insight, before the bleakly inevitable 
denouement: Wozzeck murders Marie and 
drowns himself. 

Premiered in Berlin in 1925, Berg's opera 
both shocked and dazzled. Though tradi- 
tionalists were unnerved by its musical 
language, they could not deny its dramatic 
power, and the uncompromising opus 
was performed 150 times across Europe in 
the next decade, a remarkable record for a 
contemporary work. And its surprising » 
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Berg spoke to the heart 


> popularity has continued. Last autumn, 
Antonio Pappano, new musical director of 
London's Royal Opera, chose “Wozzeck” 
for his inaugural season and scored an out- 
standing triumph, assisted by the com- 
manding performance of one of the 
world's leading  baritones, Matthias 
Goerne, in the title role. 

The same kind of popularity and suc- 
cess has attended Berg's second and final 
opera, "Lulu". Not quite finished at his 
death, a version completed by Friederich 
Cerha was only presented after his 
widow's demise in 1976. But since then it 
has flourished, despite a subject arguably 
even more scandalous-and less appar- 
ently political—than “Wozzeck”. Lulu is the 
eternal femme fatale, an irresistible sexual 
force who unhinges any man she meets 
and blithely spreads devastation and 
death in her wake. Her effect is almost un- 
intentional-the lust she triggers is simply 
ungovernable, a natural magnetism. Berg 
himself described his heroine as "inno- 
cent, but the root of all evil", and his opera 
traces in harrowing, mesmerising detail 
her rise and fall from street urchin to soci- 
ety queen to impoverished prostitute and 
victim of Jack the Ripper. 

Again, Berg's score is incomparably 
vivid and varied, intense but full of lyric 
passion. It also displays the same kind of 
powerful symbolic structure that marks 
his libretto—the music imitates in its over- 
all shape the arc of Lulu's fate and the char- 
acters are doubled, so that the same singer 
plays both her first protector and Jack the 
Ripper. This unblinking but understand- 
ing view of sexuality has attracted audi- 
ences and opera companies-there have 
been productions this past 12 months in 
London, Vienna and New York, among 
others. And like “Wozzeck”, "Lulu" con- 
firms Alban Berg not as a composer of any 
school, style or period, but as a classic, able 
to move and inform by the abiding power 
of his achievement. m 


Nettlesome 


A History of Inequality in South Africa 
1652-2002. By Sampie Terreblanche. 
University of Natal Press; 527 pages; 225 rand 


RITICS on the left of the African Na- 

tional Congress (ANC) government ar- 
gue that most black South Africans are 
now worse off, economically, than they 
were under apartheid. It is a worrying 
claim, but one which has always lacked 
convincing evidence. This book by Sampie 
Terreblanche, a silver-haired and genial 
Afrikaner professor, is the best effort yet to 
muster ammunition for it. A man who 
once advised white rulers on economics 
has become a champion of the poor, and 
an opponent of the new government's 
economic policies. 

Much of his book explains how the 
deep inequalities were entrenched by 
more than three centuries of black exploi- 
tation. He concedes that since this govern- 
ment took office in 1994 the political and 
legal lot of all black South Africans has 
greatly improved. He also notes an emerg- 
ing class of rich black South Africans, and 
that the average level of personal income 
is rising. But that hides a messier picture. 
Per-capita income of the poorest two- 
thirds, inevitably almost only black peo- 
ple, has dropped in the past eight years, so 
inequality is worsening. The upshot is that 
arigid racially divided society has become 
a highly stratified class society. 

Any visitor can see that this is at least 
partly true. In every city black and white 
mingle at posh clubs, restaurants and 
shopping malls within a short distance of 
wretched black townships. Formal unem- 
ployment is rising to about 30%, even 
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higher for black people and in rural areas 
where 600,000 jobs have been lost since 
1994. Violent crime—again mostly affecting 
poor blacks-is still going up. The poorest 
are hit worst by AIDS. Social spending is 
up sharply from 51% of the budget (exclud- 
ing debt payments) in 1990 to 60%, but too 
few services are actually delivered. 

It need not be like this, says Mr Terre- 
blanche, but Thabo Mbeki and the other 
ANC leaders struck a deal to please busi- 
nesses at the expense of the poor. Taxes 
are low, there is too little public spending 
as apartheid-era debts are paid, little capi- 
tal has been put into black hands, there are 
no job-creating public works schemes yet. 
Mr Mbekiis piqued by this criticism, partly 
because newspapers have brayed about a 
betrayal of the poor. Through another 
minister he let it be known he thinks that 
Mr Terreblanche may be trying to defeat 
“the process of transformation”. 

Thatis a nasty accusation in post-apart- 
heid South Africa, where nobody admits 
ever supporting white rule. But ministers 
also say that Mr Terreblanche gives too lit- 
tle credit for impressive gains since 1994: 
lowish inflation, a growing economy, 1.3m 
extra telephone connections, clean water 
for an extra 9m people, electricity for 1.5m 
more. As for raising taxes, revenue is 
booming faster than officials can spend it. 
And most low-level ANC members seem 
happy with the way the economy is run. 
Trevor Manuel, the finance minister, 
topped an internal party poll in December. 
Number two was a rich black business- 
man, Cyril Ramaphosa. 

Mr Terreblanche may be out of touch 
with the need for an economy like South 
Africa's to engage in open trade. But his 
genuine concern for the poor has touched 
a nerve in government. Ministers have 
rushed in the past few weeks to buy the 
first editions of this book. An official re- 
view of the first ten years of democracy is 
beginning. Expect a firm rebuttal. | 





Ome fatal 


d LI 


Kemmons Wilson 





Charles Kemmons Wilson, hotel pioneer, died on February 12th, aged 90 


HE pleasure of staying in a hotel was 

nicely put by Jan Morris, a travel writer. 
She saw a hotel as the modern equivalent 
of a caravanserai, an inn where a traveller 
could reliably expect to be rested and re- 
freshed after a long day. "Staying in a hotel 
is more fun than accepting a bed in Cla- 
rissa's guest room and having a nice long 
chat after dinner...where I would also be 
obliged to admire the holiday photo- 
graphs, drool over the baby, put up with 
bath water that is less than scalding and 
even, at worst, helping with the washing 


up...The hotel requires nothing of me (ex- 


cept hard cash or credit card)." 

For the millions of American families 
who in the years after the second world 
war were discovering their country by car, 
Clarissa's spare room was at least free. On 
a long trip Kemmons Wilson made with 
his family in the summer of 1951, he was 
angered that the motels he usually stayed 
in made an extra charge of $2 for each of 
his five children. The $6 room became à 
$16 room (and rather overcrowded). Nor 
were the motels generally appealing. Mr 
Wilson said they had few amenities and 
were none too clean. 

In 1952 he built a hotel not far from his 
home in Memphis but close to a highway 
to catch the passing trade. This was the first 
Holiday Inn, named after a Bing Crosby 


film popular at the time that Mr Wilson 
had enjoyed. Today there are Holiday Inns 
throughout America and some 50 other 
countries. They offer as routine the facili- 
ties that were available only in posh hotels 
in a few big cities when Mr Wilson made 
his frustrating journey in 1951: swimming 
pools, air conditioning, nurseries. Mr Wil- 
son made no extra charge for children who 
shared their parents' room, and their 
meals were free. He scrapped plans to put 
fly swats in every room (wrong message) 
and install trampolines (too dangerous). 

Like the Big Mac, another American in- 
vention that has gained a world market, 
the Holiday Inn was based on a simple 
idea. For years thousands of travellers 
must have grumbled about the grubby 
premises they were offered. Mr Wilson 
saw an opportunity and provided an alter- 
native. He probably would not have 
minded his hotels being compared to Big 
Macs. "You can cater to rich people," he 
said, “and I'll take the rest. The good Lord 
made more of them." 


An American oasis 

The growth of the United States as a nation 
of innkeepers has been a phenomenon of 
the past 50 years. Especially abroad, Amer- 
ican hotels aim to provide a secure oasis of 
familiar comforts and food, just as British 
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hotels did for their own people in the days 
of empire. Mr Wilson's pioneering ways 
encouraged others to provide for the trav- 
eller. One was Jay Pritzker (Obituary, Janu- 
ary 23rd 1999), who started the Hyatt chain 
in 1957 and had the idea of building hotels 
next to airports. 

Both men had built successful careers 
before they took an interest in hotels. They 
had the money, or access to money, to put 
up hotels without delay. Mr Pritzker was 
born into a rich family and made it richer. 
Mr Wilson had a humbler start; so humble 
that his rags-to-riches life reads like the ar- 
chetypal tale of a struggle to the top in the 
land of opportunity. In his autobiography 
“Half Luck and Half Brains" he tells of sell- 
ing magazines door to door after his father, 
an insurance salesman, had died, leaving 
the family poor. He left school at 17 and, 
starting with a capital of $50, gradually 
built a fortune by investing in increasingly 
ambitious enterprises. 

First there was a popcorn machine in à 
local cinema. Then there were slot ma- 
chines and a jukebox business and an ice- 
cream parlour. At the time of his move into 
the hotel business he was building homes 
for sale. When he achieved the American 
businessman's accolade of being chosen 
by Time magazine for its cover story, he 
was asked the secret of his success. Mr Wil- 
son had a ready answer; in fact 20 answers, 
a list of tips for getting ahead that he hap- 
pily shared with any patient listener. It 
amounted to a folksy philosophy that did 
not owe a lot to Plato. "There are two ways 
to get to the top of an oak tree,” is tip num- 
ber five. “One way is to sit on an acorn and 
wait; the other is to climb it." 

Mr Wilson reckoned that as well as 
shaking up the hotel industry he had in- 
vented franchising, but Ray Kroc of Mc- 
Donald's and Harland Sanders of Ken- 
tucky Fried Chicken put in claims (and 
Charles the Great may have started it 
around 800 when he granted land rights to 
his supporters). Mr Wilson was certainly à 
pioneer in franchising hotels, and set up a 
training school to ensure quality. 

Eventually the Holiday Inn brand 
passed into the ownership of Six Conti- 
nents, a British-based outfit that calls itself 
the world's leading global hotel company, 
and was this week being threatened witha 
possible takeover bid by a firm headed by 
Hugh Osmond, a Briton with an eye for 
opportunity. Mr Osmond said that Six 
Continents had been shown to be “poor 
operators, poor financiers and poor deal- 
makers". What would Kemmons Wilson 
have made of that? Probably he would not 
be too surprised. It was the chancy way of 
his world. "Opportunity comes often. It 
knocks as often as you have an ear trained 
to hear it, an eye trained to see it, a hand 
trained to grasp it, and a head trained to 
use it." Success tip number 14. E 
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j Budgeting and Financial Management 
í p f in the Public Sector (BUDGET) 

"d , 


Enhance vour vision, 





leadership skills and corporate performance. 


Bath's challenging, intensive 12-da programme is designed lor 


senior managers and functional specialists 


Refresh and update your knowledge with the latest research, 
management tools and techniques in: strategy, leadership, marketing, 


supply chain, HR and international business management trom one 







of the top 5 UK business schools 
July 21 - August 8, 2003 
Dr. Graham Glenday and Dr. GP Shukla 


Concluding dinner at Bath's historic Pump Rooms with guest speaker 


John Simpson CBE. 
y Duke Center for International Development also offers 
advisory and consultancy services as well as a mid-career 


- Master's Program in International Development Policy. 
p^ | 





















For further information or to book on-line, please visit: 


www.bath.ac.uk / management /aep 


—— >. ? 
DUKE CENTER FOR INTERNATIONAL DEVELOPMENT léth June - 27th June 2003 


Sanford Institute of Public Policy at Duke University 
Tel: +919/613-7359 Fax: +919/681-0831 Email: dcidexed@pps.duke.edu 


SAS BATH 
SC ID www.pubpol.duke.edu/dcid SO BATH 


SCHOOL OF MANAGEMENT 









Real World. Real Learning’ 
BUILDING IN TALENT 


You've got what it takes. Why not use it? 


You are a successful young manager. Are you ready to move from functional to 
general management? 


Make it happen! 

e Sharpen your leadership skills 

e Discover your personal strengths and limitations 
* Increase your contribution to your organization 


Building on Talent at IMD is an intense two-module program. As a BOT participant 
you will complete a problem-solving project specific to your company. 


It's not an academic exercise. It's the IMD Real World, Real Learning experience. 
Program dates: Li Visit www.imd.ch/bot for a full program description, and information on the IMD experience. 


June 8, 2003 A Sign up now for the session starting June 8. 
November 2, 2003 


IMD is ranked No.1 in Europe in Executive Education overall, 
and No. 2 worldwide in Custom Programs 


Fina! it Times Global Survey 2007 





IMD - International Institute for Management Development 


Chemin de Bellerive 23, PO Box 915, CH-1001 Lausanne, Switzerland 
Tel: +41 2161803 42 Fax: +41 216180715 E-mail: info@imd.ch 
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E “I EARNED MY 
DEGREE IN JUST } 
ONE YEAR... AT 

HOME.” 


Adül ts “pnt Bachelor Master, 
Ph.D. in most fields. Credit for 
work experience. 
.Anternet library. American 
Instructors will guide your 
| studies. Students i in 112 countries. 
— Fora no cost catalog: 
i PO. Box 61707, King Of Prussia, 
C007 BAL 19406 USA 
4 * - Fax: 610 205 0960 
| e-mail: admissions@washint.edu 





| EA RN YOUR B. ACHEI OR'S 
MASTER'S OR DOCTOR: 2G 
CREDIT FOR WORK 
EXPERIENCE. 

NO CLASSROOM ATTENDANCE, 
SENIVFAX YOUR RESUME FOR 
A FREE EVALUATION. 
University of Northern 
Washington 
1420 Fifth Aye, Suite 2200 
Seattle, WA 98101, USA 
Tel: (206) 903-6688 
Fax: (206).903-6655 
E-mail: registrar C&unw.edu 
Web: http:/vww.unw.edu 





























UAIVERSITY OF NORTHERN WASHINGTON 


OLA Un aca ert NERA ROA te AN Ant met Ame e» 


| The Birmingham 
Business School ^ 


er AQO 






years of excellence... 
a vision of the future 


The Executive MBA 


* Educates managers from all over the world 
* Taught in eight intensive modules each lasting 
for seven days or by evening study 










Flexible, a minimum of two modules a year 
* Birmingham Faculty teach in the UK, Singapore 
and Hong Kong 







Environmental Economics and 
Development Policy - VI 





July 14-25, 2003 


World Bank Headquarters 
Washington D.C. 


WORLD BANK INSTITUTE 


Arten le ioo Pese oid M lS P A AI pel ap rr m ur iy ans ere RAR VI MARA Rh ABA 


Promoting keowledae and learning for o better world 







Objective: Now in its 6th year, this course shares the World Bank's experience and 
knowledge in the use of environmental economics to address environmental 
problems at the macro, sector and project levels. General principles, techniques, case 
studies and publications will he used to cover five modules: 












i-Analysis of Environmenal Problems 
2-Setting Priorities 
ce Contemplating Policy Responses 


4-Valuing Environmental/ Health impacts 
5-Deciding on Policies. Programs & Projects 









Faculty: A core team from the World Bank, and internationally renowned 
academics, including Gayatri Acharya, Maureen Cropper, John Dixon, Kirk 
Hamilton, Anil Markandya, Thomas Sterner. Tom Tietenberg, Jeff Vincent, 
Dale Whittington. 










Audience: Advisors, Public and Private Sector Professionals, NGOs 
and Academies. 









Qualifications: Background in economics, English proficiency. 
Registration Fee: US52,000 per participant. Pee includes tuition, lodging 
(USS1.200), health insurance. training materials and use of computers. Travel and 
subsistence are additional, 






Application Deadline: May 2, 2003 






The Economist March 1st 2003 


* Entry Points In January, April, June and September 
















MASA ST 
AACA 


Meet Admissions 
Directors of the world’s 
top MBA schools 

World MBA Tour - European Fairs 
6-31 March 


plus ExecMBA Village 


for managers and HR specialists 


register at: topmba.com 























Developing global competence 
for a changing world 

Full time MBA programmes: 

MBA International Business 

MBA international Banking and Finance 
The European MBA with ESC Montpellier EN ray. 
or FUNDESEM, Alicante Aoc 


Tel: +44 (0421-414 6693 Fax: +44 (0)121-414 3553 
Email: MBAGbham.ac.uk 


mba.bham.ac.uk 


[MBA ESCP-EAP 


An exceptional MULTICULTURAL experience - 
in the HEART of EUROPE 


> international Full-time MBA 
12 month English-language program in Paris 
World-wide recruitment 


» European Executive MBA 
18 month English-language program in Paris 
& on other ESCP-EAP campuses in Europe 
Monthiy modules / Pan-European recruitment 


Ag ESCP-EAP MBA leads to senior positions world-wide, join the sebvork 


p 
Q 
* 
on l af 22,000 ESCP-EAP exaduates in 65 countries. 
Q 
i 
Q 
A 
¥ 
* 


Come meet us on the World MBA Tour 2003 
11 March Frankfurt © 13 March Paris © 17 March London * 19 March Rome 


WaR faculty and campuses in Pari Oxford, Nadrut and Serin, ESCP-EAP devel business idee 
and advarices tansnationa! fesmung and esearch in management. 


Next Session - January 2004 
Contact MBA Admissions 
433 149 23 27 91 
mba&escp-eap.net 


ESCP-EAP 





mat Eotepenr Schont uf Manageme 


Learn everywhere. Manage anywher: 


Courses 


©, Amsterdam Institute of Finance 


Upcoming Courses 


Taught by leading experts from the world's top business 
schools, such as Columbia, Wharton and INSEAD 


Financial Restructuring and IPOs Mar. 17 - 
Financial Innovation in Corporate Finance Mar. 24 - 
Financial Modeling with Excel Apr 


Measuring and Implementing 
Economic Value Added Apr. 


Advanced Valuation Apr. 
Valuing Commercial Banks Apr 
Valuation 

Acquisition Finance 


Anticipating and Managing 
Financial Distress 


Global Asset Allocation 


For information, please visit our website or contact us directly. 
Tel: +31 20 520 0160 
Fax: +31 20 520 016) 


www.aif.nl 


info@aif.nl 





Centre for Financial & Management Studies 
UNIVERSITY OF LONDON 


MSc in Financial Management 
BY DISTANCE LEARNING 


The internationally renowned Masters Degree programme MSc Financial 
Management can be studied no matter where you are in the world. 


MSc in Public Policy and Management 
BY DISTANCE LEARNING 


MSc Public Policy and Management enables public sector professionals 
throughout the world to graduate while continuing with official 
responsibilities. 


Other programmes by distance learning include the MSc in Financial 
Economics, MSc in Development Finance and the Postgraduate 
Diploma in Economic Principles. 


Next enrolment June 2003. Closing date for applications: 1 April 2003. 


CeFiMS, SOAS, University of London 
London WC1H 0XG, UK 
Tel: +44 (0)20 7898 4050 
Fax +44 (0)20 7898 4089 
Email: cefims@soas.ac.uk 
www.cefims.ac.uk 





CeFiMS 





Totally Flexible 
MBA/DBA/PHD 






IMS degrees by Distance Learning. You design your 
curriculum. You will not study material you already 


Ee ||, 15. 28009 Madrid (Spain) 
ZEN 12 239 | Fax: «34 914 315 054 
E-mail: info @ aliseda.com 


know or do not need. No exams, you leam through 
research & writing. No Bachelors or GMAT required 
Faculty are successful business leaders/authors 
Faculty wanted, Rushmore University, 1-815-425- 
8577, info2@rushmore edu www.rushmore.edu 





www.aliseda.com 








Jebus: effective courses 











Teaching French to adults for 33 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera's most beautiful bay 
A UNIQUE COMPLETE IMMERSION PROGRAM 
8i: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts March 3 , March 31 and all year 
06230 Villefranche/Mer ECI, France. Tel. +33 493 01 88 44 Fax +33 493 76 92 17 
www.institutdefrancais.com 










INSTITUT D'ETUDES 
POLITIQUES DE PARIS 





Extend your global reach 


MBA 


AVES EU T EMI 


€ A MBA Accredited Degree. 
€ An intensive nine-month bilingual program (French/English). 


€ The leading school in Political Science and Economics, 
founded in 1872. 


€ A distinguished international faculty. 
€ An urban campus in the heart of Paris. 


Next information session in our premises: 
Thursday, March 27" 2003 at 6.30 p.m. 


174, Bd Saint-Germain 75006 PARIS - FRANCE - Tel. : + 33 1 45 44 87 43 - Fax : + 33 1 45 44 88 92 
Website : http : //mba.sciences-po.tr - E-Mail : mba@sciences-po.fr 





Appointments 


Senior Agribusiness Specialist, CIS: 


Dynamic Washington, D.C. Int'l] development org seeks individual with senior level 
track record in agribusiness, including marketing, processing, storage, distribution 
and production with strong, private-sector experience in int'l marketing of high value 
fresh and/or processed foods. 

Req: significant int'l experience, esp. in the former Soviet Union or Eastern Bloc; 


proven management of multi-national teams and well-honed representational skills 
including strong verbal and written communication capabilities; creative, ethical 
management with experience working with USAID. Must have advanced marketing, 
business administration, accounting and/or economics degree and min. 7 years 
experience. Romanian or Russian language skills preferable; experience developing 
cooperatives a plus. 


Please email cover letter, resume and three-year salary history (which will be 


strictly confidential) to SrAgSpec@ aol.com. EOE. 
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Appointments 


Ey | United Nations Office for Project Services 


The United Nations Office for Project Services on behalf of the 
Global Environment Facility (GEF) of the United Nations 
Development Programme and the World Bank seeks qualified 
candidates for the position of: 


PROJECT MANAGER 


Reversal of Land and Water Degradation Trends In the Lake 
Chad Basin Ecosystem: Establishment of Mechanisms for Land 
and Water Management 


The long-term objective of the project is to achieve global 
environmental benefits through concerted management of the 
naturally integrated land and water resources of the Lake Chad Basin. 
The primary output will be the formulation of a GEF supported 
Strategic Action Programme to address priority trans-boundarv issues, 
The Project Manager shall be responsible for the overall coordination 
of all aspects of the Project in general and in particular. 


Application deadline: — 15 March 2003 

Estimated starting date: May 2003 

Contract Duration: l-year with possible extension for a total 
of 4 years 

Duty station: N'djamena, Chad with travel within the 
Project region (CAR, Chad, Niger, Nigeria, 
Sudan) as required. 


For further information and application details please visit our website 
WWW.unops.org 


paolo Galli INternational Chair 
and Management or Innovation. 
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Economists for the 


Transport Sector 


Steer Davies Gleave is a leading consultancy specialising in 
the transport sector. With over 250 staff in 9 offices around the 
world, we advise transport policy makers, regulators, project 
sponsors, service procurers, operators and investors. 


We are always looking for talented, motivated people to join 
our business. in particular, we are currently pid fot 
economists to join our Business Strategy and Palicy group. 
Roles will vary by project but are Ukety to include business 
strategy, policy development, concession /franchise bid 
support and business/financial modelling. 


We are seeking highly numerate and articulate individuals 
with at least two years consultancy or practical business 
experience and an excellent economics related degree. 


Please forward your CV and covering letter to: 
Vicky Dorrington - Human Resources Manager 
28-32 Upper Ground, London SE: gPD 

ema: careers@sdgworld net 

tel: +44 (0) 20 7919 8500 

Closing date: 14 March 2003 


www.steerdaviesgleave.com 


Steer Davies Gleave is committed te equal opportunities 


= steer davies gleave 


in ECONOMICS 
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Appointments 





EUROPEAN AGENCY FOR RECONSTRUCTION 





> The EUROPEAN AGENCY FOR RECONSTRUCTION, with its Headquarters in Thessaloniki and Operational 
. Centres in Belgrade, Pristina, Podgorica and Skopje is responsible for the management of the main EU assistance 
| programmes in Serbia & Montenegro (the Republie of Serbia. Kosovot. the Republic of Montenegro} and the 
' Former Yugostay Republic of Macedonia. 

For more information on the activities of the EAR, sec wyw earet it. 


|OPunder international administration in line with UNSCR 1244 of 10 June 1999 


We are looking for new staff members (Temporary Agents) w whom we offer an. I8-month. contract (with the 
possibility of renewal! and a competitive salary package. 





INTERNAL CONTROLLER 
Grade AS/A4 - Ref No: THE 026/TA 


"The internal controller is a new function created within the European Agency for Reconstruction and s/he will report 
“directly to the Director, 


F Job Profile: The internal Controller will assist the EAR Director in monitoring the compliance with relevant external 
and intemal rules and management policies. She will also provide independent opinions and recommendauons 
regarding control procedures. S/he will be based in Thessaloniki. 


SUE Based on the examination af the EAR systems and processes, the Internal controller will give assessment in order to 

UU4 ensure the following: 

—. ^ Proper identification, recording and safeguanting of the EAR resources and assets 

* Accuracy, timely production and reliability of data and information used by EAR for financial, operating, 
accounting and management décision purposes 

* Proper external access to data, information and documents 

* Security, reliability and availability of data and information recorded electronically as well as their integrity 
and confidentiality 

* implimentati of procedures and instructions 

* Compliance with existing regulations, stritegles, work programmes, procedures and contracts 

* Efficient carrying out of activities and operations with due regard to existing budgetary provisions. 

* Prevention and detection of fraud and error 


`. Candidates must have: 

* The citizenship of one of the Member States of the European Union 

* Successfully completed a University degree economic, accountancy) 

* |2 years working experience of which, at least 5 years in the field covered by the description of duties. 


the European Union. 
* In-depth knowledge of the financial regulations of the European Union, 
* Specific auditing knowledge 
* Experience in working with a multidisciplinary team 
* Compoter Iueracv 


' IMPORTANT NOTE: Our previous job vacancy Internal Auditor, THE OTA, is cancelled. Candidates who 
had applied to previous vacancy must submit their application again. 





HEAD OF FINANCE 
Grade AS/A4 - Ref No: THE 027/TA 


$ Job Profile: The Head of Finance will ensure that the financial management of the Agency efficiently supports its 
bore acuvities, S/he will fulfil the requirements of sound financial management and the requirements of the Agency's 
. Financial Regulation. She will he based in Thessaloniki. Specific tasks will include: 

* Supervision, planning. development of processes, tools and methods in the areas of their responsibilities 

* Co-ordination of the different activities within the areas of their responsibilities 

* Preparation of the financial ems, fidget execution and monitoning, financial reports and management 
information. treasury and accounting (including the supervision of the yearly closure of accounts) 

Application of the financial rules of the European Commission and the Agency's eens Regulation 
Ensure the legality and regularity of all Financial transactions 

Setting up of mechanisms for preventing Baancial irregularities 

Development of relevant financial manuals and standards 

Management of a team of imemational and local staff 


* 


+t *" + + 


Candidates must have: 

* The citizenship of one of the Member Suites of the European Union 

* Successfully completed a University degree (economic, finance) 

* 12 years working experience, of which 5 years relevant working experience with à specific emphasis on EU 
financial procedures, financial reporting and follow-up (including discharge) 

* Excellent command of spoken and written English, good knowledge of at Mast ane other official language of 
the European Union. 

* [Indepth knowledge of the Gnancial regulatory framework of the European Union. 

* Computer skills and good knowledge of relevant applications 





ASSISTANT TO THE DIRECTOR 
Grade AVAG - Ref No: THE 628/TA 


: Job Profile: The Assistant to the Director will be based in Thessaloniki. The post will provide the opportunity to 

> gain a wide exposure to EU assistance in the Western Balkans and the operational environment of this dynamic 

^ Agency. Ideally tbe candidate has had previous exposure to EU. assistance programmes in Eastern and Central 

"Europe (inchiding the Balkans}. Duties will be diverse and include: 

* Support to the Director, who has overall responsibility for the management of an annual assistance programme 
of about 300 Million Eure 

« Drafting of correspondence, briefing acies and reports. on the Agency's activities 

* Participation in meetings and assistance with follow-up actions 


. Candidates must have: 
* The citizenship of one of the Member States of the European Union 
* Successfully completed a University degree (preferably in economics, international law or political science} 
* 3 years relevant working experienee in an EU insitution 
* Sound knowledge of EU policies and procedures 
* Proven analytical and drafting abilities 
* Excellent command of spoken and writen English, good knowledge of at least one other official language of 
the European Union 
* Excellent interpersonal and communication skilis 
* Ability to werk to tight deadlines 
* Computer Iteracy 





1 How io applv: Applications should be submitted by e-mail only to sdmnf£eareudnt, with a letler of interest 

indicating the job reference number and a detailed CV in English using the "European Curriculum Vitae Format, 
available on our website hobsfichs him 

—CThe Agency is an equal opportunity employer, and encourages applications from women, Applicants will be shon- 

= | listed oo the basis of their CVs, and shon-Jisted candidates will be invited for an interview, Candidates who have not 

P been contacted by 31st May 2003 should consider that there will be no follow-up to their application. 


Deadline for the submission of applications: 16th March 2003 











* Excellent command of spoken and writin English, good knowledge of at least one other official language of 








The role of the MRC is to co-ordinate and promote co-operation in all fields of 
sustainable development, utilization, management and conservation of the water 


and related resources of the Mekong Basin. 


MRC is looking for an international personnel to fill the vacancy in our organization. 
Chief, Programme Co-ordination Section 


The Programme Co-ordination Section assists the CEO in providing overall 
co-ordination with regard to the governing bodies of MRC and in relation to donors 
and other international organisations. 


JOB SUMMARY: The Chief, Programme Co-ordination is responsible for the 
overall operation of the Section. S/He will serve as the Secretariat's focal point 
for interacting with and servicing of the MRC Council and Joint Committee (JC), 
as well as the donor community and other funding agencies. 


Requirement: Advanced degree in Political or Social Sciences, Economics, Law 
or related discipline including experience with donor relations and substantial 
exposure to political levels of an organization. At least eight years professional 
experience in an international development oriented organisation. Capacity to work in 
an multicultural environment essential, Prior working experience in or with South East 
Asia and knowledge of the region's social, economic, cultural and political structures 
are desirable. 


Detailed job descriptions or more ial Can be obtained at MRCS address 
on the left, or MRC website w i Lorg. or at email address: 
mrcos@mrcmekong.org. Women are ence sed to apply. Only short-listed 
candidates will be notified. 

Closing date for application: 16 March 2003 

Applications, including full details of qualifications, experience, and references, 
together with a passport-size photo and contact email address should be forwarded to: 


Mekong River Commission Secretariat 
POBox: 1112. 364, M.V. Preah Monivong, Sangkat Phsar Doerm Thkov, 
amkar Mon, Phnom Penh, Cambodia. 
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** WORK IN USA ** 


195,000 Employment VISAS Avallable! 
ILERBOCSEBUIQNALE, ENOINEEFUL. ARCHITECTS. 
ACGUGOUunTANTS, DUYSAM D TEACHERS. gre, 


= Readers are Recommended 
| to make appropriate enquines arid take: appropriate 
advice before sanding money incurting any 
expanse or entering inte a binding commitment in 
relation fo an advetisement: The Economist 
Newspaper Limited shall not be ietie to any person 
for loss. or damage incurred of suffered as a result 
of his ^ her-accepüing or offering te accept an 
invitation contained in any advertisement published 
in The Economist 

















TOP Positions, Salaries & Benefits 
Visit us Online for Job Opportunities! 
Affiietes (Recruiters) Needecd!! 









www. GreenCardSpecialists. cam 


—{ Make a difference in Afghanistan 


This is a unique opportunity for those who seek the challenges in life. You will work with 

_gther seasoned and committed professionals to help implement the Bonn Accord. You 
will provide expert advice and support to the government in establishing a broad-based, 
- gender-sensitive, multi-ethnic and fully representative government, including providing 
E support to the constitutional commission, the judicial commission, the human rights 
jd commission and a cabinct-level policy coordination unit. We are looking for those who 
fonction well in post conflict settings, and have regional experience in Scuth/Central 
Asia. 


















Some of the posirions available: 


Team Leader (Chief of Party) - You will work at the highest levels of government. and 
welcome the challenge of supervising technical and administrative staff and short-term 
consultants and lating with government officials, other donors and USATD. 


Senior Policy Adviser. - You will assist the President's Office in establishing priorities 
anda process. for. dealing with the huge array of policy issues to forthcoming over the next 
“year-or 80; . 







Director of Adininistration and Finance - You will supervise and train a large and 
mostly. inexperienced local staff on a complex project working with several government 
1 institutions. 








Human Rights Adviser - You will provide technical support and advice to key 
| government stakeholders in the newly established national Human Rights Commission 
and in the Kaa of Women's Affairs. 


ddwide.com. Interested candidates 






Project Adviser 


At DFID, our central focus is on an international commitment to halving the 
proportion of people in extreme poverty by 2015 — through sustainable 
. development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, understanding 
and patience to even the most complex development activities. 


Demographic and economic changes in the Amazon region are leading 
to rapid changes in land settlement and uncontrolled resource exploitation. 
50, as part of the G7 Pilot Programme to conserve the Brazilian rainforest, the 
Flood Plain Natural Resources Management Project (ProVarzea) is a multi- 
donor funded project designed to lay the scientific, technical and policy 
foundations for the conservation and management of natural resources 
within the flooded areas — placing a special emphasis on local fisheries 
and livelihoods. 


Providing advice and technical support to the Project Co-ordinator, you'll 
ensure that project activities are consistent with participatory and pro-poor 
objectives. So you'll provide advice and guidance on areas as diverse as effective 
use of participatory methodologies, the design and delivery of a strategy 
to communicate results to policy makers, to project cycle management 
(particularly monitoring and evaluation). Overall, you'll help to present the 
data, evidence and pilot experience for the formulation of public policies, and 
develop and test economically, socially and environmentally sustainable 
innovative systems for managing the Amazon Varzeas. You'll promote 
institutional collaboration between government bodies, civil society and 
the private sector. 


Bringing a degree in natural sciences or equivalent, or at least five years' 
industrial experience in related fields, combined with five years' experience 
in natural resources management — you'll have a proven track record 
of working with communities, project planning and implementation. So, with 
an operational knowledge of the sustainable livelihoods approach to natural 
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. £36, 411 - Flood Plain Natural Resources Management Project - Manaus, Brazil 














JOB HUNTING INTERN. ATION ALLY? 













Executive $75K-500K+. Career searching int : ) 
Asia / Europe / M.East / U.S.? Contact for Free Info & 


www.careerpath.co.uk 
















Fax: Email: 
USA/Canada -1202 4781698  cpamerie areerpath. 
Europe *44 20 75048280 — cpeuropeiaicareerpath.c 


cpasiatpbkk.loxinfo.co: th 


ut 


Asia / M. East / Aus +66 2 2674688 




















Energy Sector Policy Specialist 






The US. Agency for International Development. Mission in. 

Albania, seeks applications from qualified American citizens for 
a Personal Services Contractor opening in spring 2003 in Tirana, 
Albania. : 

















Deadline to submit applications is March 19, 2003. 





Required Qualifications: 





Education: 





Must have advanced degree(s) in economics, finance, business, Io 
energy engineering, and or related fields ; 





Work Experience: At least 10 years of experience of which at least five years mast Be 
at the project and/or program management level. Experience with, 
and in-depth knowledge of, energy systems in the US, CIS, Cen 
& Eastern Europe, and/or Third World countries. Demonstrati 
ability to: a) work with USAID, USAID contractors & iar 
senior host country counterparts, and/or other donors in 
and/or transition economies; and bi identify and resolve eom 

technical. legal and regulatory issues affecting the energy | se 
preferred. 





























For more information and instructions on how to apply, please visit: 
http://www.usaid.gov/procurement bus opp/procurement/pse solicit/ 










resource deviopment ~ and expertise in social and institutional developmen 
techniques ~ you'll be an excellent communicator with solid interpersor 
skills, the ability to work as part of a multi-disciplinary team and ideally 
be fluent in written and spoken Portuguese, although knowledge of Span 
will be acceptable. 


This assignment is for a period of 18 months with a project end date « Ü 
December 2004. 


DFID is an equal opportunities employer. Applications are welcomed: fror 
all parts of the community and we actively encourage interest from women 
ethnic minority groups and those with a disability. Selection is on merit. 
Candidates must be nationals of member states of the European Economic > 
Area (EEA), Swiss Nationals, or citizens of the British Commonwealth with | 
the right to work in the UK. 3 


The Civil Service offers a choice of final salary and stakeholder pensions, : 
allowing you to choose the pension that suits you best, 


The salary for the post is£36,411(in the range of £36,411. - £48,873) A higher. 
starting salary within this range may be available for an exceptional candidate. ^ 
For more information on this vacancy, DFID in general, and an electronic: 
application form, visit our website. Alternatively, call 01355 843842 or e-mail 
HROD3CTGdfid.gov.uk to request an application pack ~ quoting Ref. 
OMS 0103/1 259/0031/002A. 


Closing date ~ 21 March 2003. 















































Working to eliminate global poverty and promote 
sustainable development 


SERVICE 


DFID 


www.dfid.gov.uk 


CIVIL 


Department for 
International 
Development 
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ission is currently seeking candidates (m/f) for the post of 


F COMPETITION ECONOMIST 
ORATE-GENERAL FOR COMPETITION 


sion is seeking to appoint a Chief Competition Economist in its Directorate- General for Competition which is 
or enforcement of EU merger control, anti-trust and state aid rules. 


in 


The European 


Commission | roven knowledge and competence in the analysis of the economic aspects of competition issues, as demonstrated by a solid 

— academic record, evidenced in particular by publications in renowned academic journals, the fulfilment of advisory functions to 
public bodies, studies and possibly consultancy work in the various areas of competition policy; * proven ability to manage a 
team of economists; * confirmed skills which will allow him/her to represent the Commission and to defend its position in 
Community and international fora. 


The Commission is in particular seeking an economist who, in addition to his/her basic training, has specialised in industrial 
organisation and has had practical experience of the analysis of individual competition cases, The post will be filed at Director 
level (A2) and is a temporary assignment for 3 years. 

Candidates must be nationals of a Member State of the European Union or of a country which will become a Member State in 
2004. They should hold a university degree. A doctorate in a branch of economics or econometrics relevant to competition policy 
is a requirement, 

Candidates must have at least 15 years’ professional experience UAM the award of the university degree). At least 10 years 
of this professional experience must have been gained at a senior level in fields relevant to the vacant post. An ability to 
communicate effectively in two of the following three languages would be an advantage: English, French, German. 
The original notice of this vacancy is published in the Official Journal of the European Communities 

(C 39 A, 18/02/2003), available at website http-:/europa.eu.int/eur-lex 

Applications should be sent, in the form of a typewritten, detailed curriculum vitae, to the address below. 
Supporting documents must be submitted at a later stage in the procedure if requested. 

The European Union takes great care to avoid any form of discrimination in its recruitment 
procedures and actively encourages applications from women. 

Your CV and photocopies of supporting documents must be sent to the following address: 
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The European Organisation for the Safety of Air Navigation | 
(EUROCONTROL) seeks for its Director General Office - Peo 
Unit (PRU), in Brussels, Belgium, an (m/f) i 


| Econom IC Expert | e — 


Responsibilities: Within the PRU, reporting to the principal expert in charge of economic performance of 
ATM, the jobholder will, in particular: « Conduct analyses of and report on economic and financial performance 
of Air Navigation Service Providers + Develop and apply relevant benchmarking techniques * Contribute to 
the definition, production and monitoring of economic performance indicators for Air Navigation Service 
Providers * Contribute to effective liaison with corresponding ATM stakeholders * Contribute to the 
recommendations to the PRC for performance improvements to the European ATM system © Publish regular 
reports on the findings of investigations. 





Requirements: « Post-graduate degree in economics/econometrics or related discipline, or equivalent professional 
experience + The languages of the Agency are English and French. For this particular position, an excellent 
command of both written and spoken English would be an advantage * Abilitu to work in a multinational and 
multicultural environment « Standard Office tools experience * A minimum of 4 years’ experience in applied 
econometrics, or industrial organisation economics, or applied regulatory economics * Training and/or 
experience in international financial and accounting analysis would be an advantage * Experience in the 
aviation domain would also be an advantage * Excellent drafting skills. 















An attractive salary, including social security and pensions provisions, is offered. 
fase: EUROCONTROL's website. 











For further details and an application form 


rence number 
n Section, 


Completed application forms clearli 
must arrive at EUROCONTROL, Recruit 


EUROCONTROL 








= The European Organisation for the Safety of Air Navigation. —ăć oćãćëćo=ćãć  — 
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THE INSTITUTE OF INTERNATIONAL 
FINANCE, INC., WASHINGTON, DC 


Policy Analyst 

















The Institute of International Finance, the global association of financial institutions based in 
Washington, TAC., seeks an outstanding junior professional to assist with a broad range of 
analyti and advocacy activities. "The responsibilities of the position include being actively 
involve alyzing international regulatory initiatives. acting as a liaison with senior level HF | 
| 
| 







members and with the international regulatory community on behalf of HFE members, and 
producing periodic analytical documents. Position requires frequent travel, especially to Europe. 





t Applicants should have à graduate degree in law, business, or international studies from a leading 
[EE university. Relevant experience with continental and U.S. regulatory processes or banks is also 
AES vd, as well as an understanding of a broad range of financial instruments and their role in 
"E international finance, Must have a strong command of the English language and exceptional 
spy analytical and writing skilis as demonstrated through academic publications in refereed journals. 
T: Second language a plus. No US, 





"registered foreign agents" please, 


< Please send cover letter, curriculum vitae, relevant professional writing samples and salary 
] requirements to the attention of Barrie Orellana, Director of Finance and Administration 
“at personnel? lif.com in Microsoft Word format. 


For more information on the HIF please refer to our website at www.iif.com. 














vr Professorship in innovation studies. 


The sentre fot Technology, innovation and Culture (TIK) at the University of Oslo, 
orway is seeking to fil! a vacant professorship in innovation studies, TIK, which 
^| is an interdisciplinary centre for research and teaching in its field, conducts 
research, of which fifty per cent is extemally funded, and runs its own Master's 
Degree and Ph.D. programmes, Currently it has a staff of 55 including Ph.D. 
students and ad hoc project staff, working in three major research areas. 


Applicants should have a solid background in research on the complex 
[| relationships between technological, social institutional and economic changes, 
|. with particular emphasis on the study of innovation, its causes and wider social 
|. and economic effects. He or she should have a good publication record, and 
^ proven ability in initiating and carrying out externally funded research projects. 
.. Experience from international cooperation in research is highly desirable, as is 
experience from interdisciplinary research, and experience of teaching, especially 
at Ph.D, level. Women are encouraged to apply. Salary in accordance with the 
R civit Service pay scale (salary class 62-80) Between Nkr. 426.300,- to 635.200,- 


enquiries to Professor Helge Hveem, phone ++ 47 22 84 06 23, email: 
mes uio. no 

























-A min STFA 
‘inal ws radoi @tik. uio.no 
Closing date for applications: 2003-03-25 






School of Law 





THE UNIVERSITY OF 







WARWICK  Lectureship in 
International 
Economic Law 








126,270 - £33,679 pa Ref: 29/A/02 





Warwick is one of Britain's 

leading universities with 
an enviable reputation for 
educational opportunities, 


Commencing 1 September 2003 for five 
years, you wil teach on the graduate 

programme in international Economic Law. 
Experience in relevant areas within this field 










first bind dears id a will be considered, but expertise in 
commiiment fo We 'OC8à! ternational finance or international 
community. 






intellectual property law is particularty 
welcomed, 






Application packs are available from the Personnel Office on 024 7652 
3685 (24 hour answerphone), by email: recruit@warwick.ac.uk, our 

website below or http://jobs.ac.uk/warwick. An application form MUST 
be completed if you wish to be considered for this post. 








Closing date for applications is 21 March 2003 










www.warwick.ac.uk/jobs 
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University of Hohenheim 
Stuttgart, Germany 
http//www.uni-hohenheim.de/ 
The Faculty of Agricultural Sciences invites applications for the positio 

Full Professor (C3) of International Agricultural Trad 
and World Food Security 
(Internationaler Agrarhandel und Welternáhrungswirtschaft 


at the Institute of Agricultural Economics and Social Sciences in the Tropics anc 
Subtropics. 



























Responsibilities: 


The candidate will conduct research and teaching in the field of international 
agricultural trade and world food security with particular emphasis on 
quantitative methods. She/he will participate in interdisciplinary researc 
programmes of the university's international centres. The appointee will teach 
at the undergraduate and graduate level both in English and Germa 
Applicants without knowledge of German are expected to learn the language 


Qualifications: 


Doctorate degree plus post-doctoral record of excellence in scholarly. eser 
the above mentioned areas and teaching experience to warrant appointing 
full professor. | 


The University of Hohenheim strongly encourages qualified women i 
The position will be tenured. Candidates who have not served a as a uni 
professor will initially be appointed on a fixed-term contract E 

may apply for candidates from foreign countries or from. the Sees sec 


Applications including curriculum vitae, documentation of ac 
achievements and teaching experience, and a list of publications m 
five most important ones are to be sent to the address below ia 


Dean of the Faculty of Agricultural Sciences (300) 
University of Hohenheim 

70593 Stuttgart 

Germany 
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Tenders 





International Expertise Provision to WR 
Invitation to Tender 









The Waste and Resources Action Programme (WRAP) 
suitably qualified candidates to bid [for the prove 
international expertise to WRAP. : 













The purpose of the consultancy services provided will be to ailen ; 
sphere of WRAP's international contacts and to ensure that bes 
practice and leading edge thinking from recycling and marke 
development from overseas is taken into account across all WRAP 
programmes. WRAP intends to appoint up to 5 consultants through thi 
process and to make use of them on a call-off basis. Individual work 
will be commissioned using the most appropriate contractor in ead 
case, with the objective for each piece of work varying according to the 
needs of the WRAP Programmes. WRAP may decide to appoint one of. 
the consultants as a co-ordinator for the group of consultants. x 

















WRAP is a company limited by guarantee, and has been established! s 
by Government to promote sustainable waste management. its 
central objective is creating stable and efficient markets for [ROME a 

materials and products. : 







A full invitation to Tender document can be obtained as follows: 





From the WRAP website, www.wrap.org.uk 

Or in writing please addressed to: 

Frances Pink, WRAP, The Old Academy, 21 Horse Fair, Banbury, : 
Oxon OX16 OAH. Email: Frances.Pink@wrap.org.uk 
Please quote COMOOTBS/EC in all correspondence. 
Deadline for receipt of the completed capability statements: 12. 30pm 
Monday 7th April 2003 




















THE INTERNATIONAL FOOD POLICY RESEARCH 
INSTITUTE 


AT CAREER OPPORTUNITIES 
Research Fellow/Sr. Research Fellow, MSSD (REF. 403-101) 


: The International Food Policy Research Institute (IFPRD seeks a qualified candidate 
] to serve as a Research Fellow/Sr. Research Fellow for a three-year, fixed-term, 
s orenewable appointment for its Markets and Structural Studies Division. This 
| position is based at IFPRI headquarters located in Washington, DC. 








|] The Research Fellow/Sr. Research Fellow will be responsible for leading a global 
{and regional program on agricultural markets and trade; conduct research on issues 
-related to the development and functioning of agricultural markets, role of the 
multilateral agencies, governments and the private sector in ensuring efficient 

markets, implications of trade and market reforms on producers, traders, and 
consumers, etc. The Fellow will help raise resources, lead a team of researchers, 
“develop collaborative programs between markets and trade divisions within IFPRI 
and with local researchers in several countries. 




































he Fellow is expected to work on a number of developing countries, especially 
those of sub-Saharan Africa, South and Southeast Asia, and Latin America. An in- 
depth understanding of any of these regions is desirable. 


Required Qualifications: A Ph.D. in Agricultural Economics, or related field; a 
minimum of cight vears post Ph.D. experience of working on developing country 
agriculture issues; solid publications record; strong skills in quantitative analysis and 
bility to use economic and development theory; excellent communication skills in 
ritten and spoken English; and desire to work in a collaborative mode. 


Preferred Qualifications: Expertise in the area of markets and trade with a good 
understanding of the role of institutions and infrastructure in the functioning of 
markets, Knowledge of international agricultural markets and issues related to 
World Trade Organization would be highly desirable. Knowledge in globally active 
food and agriculture industries. Experience in quantitative market modeling (e.g., 
computable general equilibrium modeling); GAMS desirable; skills in languages 
other than English. 


-. South Asia Coordinator (PDF/RF) MSSD (REF. 403-102 


Qualified Postdoctoral Fellow/Research Fellow to serve as Coordinator for South 
sia Initiative for a two-year, fixed-term, renewable appointment. This position is 
nitially based at IFPRI headquarters in Washington, DC, will involve extensive 
travel to the South Asia and South East Asia countries, and later position is being 
Out-posted in one of the network countries. 


The Coordinator will facilitate the key activities of the South Asia Initiative, a policy 

analysis and advisory research network. The Coordinator will also work closely with 

local collaborators in the South Asia and South East Asian countries and to facilitate 

linkages among themselves and with IFPRI researchers. He/She is also expected to 

periodically liaise with policymakers, decision makers, researchers, and donors in 
the Network countries, and to assist with fund-raising activities. 


- Required Qualifications: A minimum of a Ph.D. in Agricultural Economics, or 


“related field with a solid research and outreach background in food policy, 
agricultural policy, economic development, or related area. Demonstrated capability 
and interest in capacity-strengthening activities and in effective interactions between 
policymakers, researchers, donors, and civil society in developing countries: 
previous work experience in South Asia and South East Asia; excellent management 
and budgeting skills; excellent (written and verbal) English communication skills; 
experience with fund-raising: ability and willingness to travel extensively to and 
c within South Asia & South East Asia; and demonstrated ability to work with teams, 


“IFPRI is an international and equal opportunity organization and believes that 
diversity of its staff contributes to excellence. We therefore encourage women and 
developing country professionals to apply. 


APPLICATIONS: Apply immediately (deadline March 31, 2003) by emailing 
as attached word documents à detailed letter of interest summarizing the relevance 
of your experience to IFPRI's needs, curriculum vitae, along with the names of at 
least three references to: 


IFPRI Human Resource Services, REF.# 03-101 or REES403-102, 
2033 K Street, NW, Rejection eee DC pete Fax: (202) 862-8187. 
NT y ; 











Fer more information on the above positions and IFPRIs mission, please visit our 


- website at www.ifpri.org. EOE. 
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Federal al Republic of Nigeria 
National Council on Privatization 
Secretariat: Bureau of Public Enterprises 


Privatization Support Project 
Credit No. 3520-UNI 


EXPRESSIONS OF INTEREST 
Public Awareness and Consensus Building Program in 
Support of Privatization 


L This request for expressions of interest follows the general procurement notice for the N 
Privatization Support Project as it appeared ta Development Business No. 561 of June 30, 
2001, and again in Development Business No. 578 of March 16, 2002. 

The Bureau of Public Enterprises (BPE) has received a credit from the International 
Development Agency (DA? and intends to apply a portion of the funds to payments under a 
contract for the design and implementation of a comprehensive, nationwide communication 
program (the "Program" ) in support of the Federal Government of Nigeria’s (FGN) 
privatization effort. 


pa 


| 

| 

3. The Program is aimed at engaging the Nigerian public and stakeholders to engender greater | 
awareness of, support for, and participation im the privatization exercise, The Program will 
also target international investors and the global business community in an effort to generate 
trast and interest in the Nigerian privatization exercise. 


4. The Program is meant to capitalize and improve on previous awareness and consensus 
building efforts undertaken since the inception of the current administration's privatization 
exercise. 

5. The BPE requires that all firms or consortia responding to this request for expressions of 
interest be going concerns with the necessary technical capacity to design and implement a 
pan-Nigerian communication program, and at least ten (10) years of relevant experience with 
a particular emphasis on promoting government privatization policies, This includes 
previous work on analogous projects in developing countrics/transition economies of no less 
than five (3) years. 


6. The successful firm or consortium must demonstrate expertise in bath international best 
practice in awareness, consensus building and marketing program design, and in local 
implementation. Additional points will be given to a firm or consortium involving local 
members with experience in awareness and consensus building program implementation in 
Nigeria. The successful firm or consortium is expected to have a team of experts and/or 
expertise in the fields of project management, public and media relations, broadcast and print 
media advertising production, copywriting, grassroots mobilization, government relations, 
and international marketing. 
7. The overriding objectives of the Program are to: 
* Generate and sustain, at all levels of society, greater awareness and support for the FGN's 
privatization program, with emphasis on the Power, Oil, Port and Railways sectors: 
* Design and install mechanisms to foster transparency and increase public trust in the 
privatization process; 
* Attract potential investors, domestic and international, to participate in specific 
business opportunities available through privatization; 
* Build capacity in the form of a fully trained team to further develop and implement the 
BPE's communication program beyond rhe duration of the assignment; and, 
* Achieve measurable success in shaping public attitudes in favor of privatization and 
minimizing opposition to the exercise. 


Cerra ts Pen VY etch PA BAALIPON EIE ES ISERNIA REB ERE EPA NIEN AEN ENIM SPA ETRLTI I A mra e kamera rere fasta RERTR A d ar A UNT REN a m aa ARA rr LN 


&. An illustrative scope of work is as follows: design and implement a comprehensive 
communication strategy for the overall reform program and key industry sectors; promote 
dialogue and consensus on privatization at all levels; stimulate participation at the local 
community level; facilitate internal communication at state-owned enterprises and assist in 
implementing employee and labor consultations; build media understanding of privatization 
and economic reform issues; develop mechanisms to increase transparency and foster public 
trust in the privatization process; enpage in marketing transactions to domestic and foreign 
investors; and, build communication capacity. 


| 















9, The Bureau of Public Enterprises now invites eligible firms or consortia to indicate their 
interest in providing the services outlined above. Interested firms or consortia must provide 
information indicating their qualifications and capacity to perform the project. This should 
include company literature, CVs of key team personnel, brochures, descriptions and track 
record of similar assignments, and other such supportiag documentation. In addition, copies 
of audited financial statements for the last three years shall be submitted. 


SUBMISSION OF EOIs 

10, All information and documents required in Paragraph 9 shall be furnished completely. 

11. A firm or consortium will be selected in accordance with the procedures set out in the World 
Bank's Guidelines: Selection and Employment of Consultants by World Bank Borrowers, 
January 1997 (revised September 1997, January 1999, and May 2002). These guidelines 
may be viewed at hitp.//wvw,worldbank.org/hunl/opr/econsulVcontents humi 

12. Interested firms or consortia may direct questions to the address below from 8:00 am to 5:00 
pm Monday through Friday (except public holidays). 

13. One (1) original and six (6) copies of expressions of interest must be delivered to the address 
below by April 16, 2003, no [ater than 5:00 pm Nigeria time. 


Bureau of Public Enterprises, Secretariat of National Council on Privatization, Hamza 
Zayyad House, ATTN: Roy Nygaard, Room 016B, I Osun Crescent, Off Ibrahim 
Babangida Way, Maitama District, PMB 442, Garki, Abuja, Nigeria, Tel: +234 9 4138841, 
Pax: 4234 9 4134656, Email roy_nygaard@ hotmail.com 


Only short-listed firms or consortia will be contacted. 
Email and late submissions will i ales 
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or OFFSHORE 


EST. 19869 


LICENSED CO. 
& TRUST MANAGEMENT 


thea rte hirtie are ar de esr RHYTHM 


Fax online coosulsation. 24 hours per die, 7 vas per wek 


Abrams & Krochak 


Canadian Imarigesrkes Laseeers 
250 Micro Server, Satu YE, Farentus kaaria AS PRY 
Eek oa OU PEG ARE 3387 Fan. vs £0 416 AST BGR? 

















Offshore Corporations 
Banks, Trusts, 
Foundations, 

Bank A/Cs, Credit Cards 
www. GLOBAL-MONEY.com 


gmcGplobal-monev.com 


Fax: +¢3120-5241407 


EE 
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| Company CE) 


È 


fegent Street 
18 SEG, UK 


International - 
Property 





FOXBURY MANOR, Kent 
An 11,000 sq ft manor house 


i 

| >8 miles from Canary Wharf 

| 74 acres of landscaped grounds 
i s 

| with lake and mature gardens 
| > £4,500,000 
| Richard Piddock 
| JDM 020 8325 8000 
| Martin Redman 


Hamptons International 
01372 469 279 


se MR 
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The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the. 
most competitive rates currently available by a licensed professional firm. | 
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Zetland Financial Group 
Hong Keng Geneva 

» Company Formation & Administration 
* Trusts & Asset Protection 
* Bank/Brokerage Introductions 

« Nominee Directors, Shareholders & 
i Company Secretary 
* Efficient & Discreet Since 1987 
www. zetland biz 










OFFSHORE COMPANIES 


* Ready made companies 

* Full corporate administration 

* Trade services (LIC, shipping) 

> Banking/Accounting services 

* China business development services 

Contact Stella Ho for immediate services 
& company brochure 


NACS LTD 


Suite 1505-6, Albion Plaza, 
2-6 Granville Road, TST, 
Kowloon, Hong Kong 
E-mail: nacs&nacs.com.hk 
Website: wv. nacs. com. hk 
Tei: (852) 2724 1223 Fax: (8520 2722 4373 















































For Sale 
Leisure Travel Business 
UNIQUE OPPORTUNITY 


e Niche Leisure fravel Business - Dominant 
Piaver in fastest growing Sector in Travel 
e Established Business Direct-Sell. large 
Repeat Client base, high margin, law risk, 
existing profit hase 
e Next £2 months £50-£60m vo & material 
pre-tax 
This year (ending) up to £3üm to, profitable 
Large call centre & conventional 
üext/publicaüonsi trade. Hoge additional 
growth from substantial new Internet 
capability, Multiple specialist web-sites 
e Growth to £2-£300m within 3 years 
e Management and Owners to remain and 
retain stake 
Applications tx Mr J Catton, Overseas Travel 
Brokers. Adelaide House, Halt Road, Panfeld, 


* + 
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Email: icahon & fshusiness co.uk 
Pax: (UR-44) 01376 3400123 
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TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION 
CONTACT: 


London: Ruth Fox 


Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
ruthfox @ economist.com 


New York: Beth Huber 
Tet: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber @ economist.com 





RUE ESSERI EEN CET ERTIES 


COMPANI 


90-100 Sydney St., Chelsea, 


Tei:--44 (B) 20 7352 2274 
Fax 44 (0) 20 7795 0016 










A ARSE DT NOLL SSE Scat A SAS St UIS BEL RSS RUN 


S @ the best prices contact us today 


For immediate, friendly advice, please contact: E 
Helen Harper LL. B (Hons), Dip. Law, AO! — Janson Lotery B.Sc (Hangi -4 
E-mail, helenc2sefgroup.com E-mail: jansonm@scigraup cont: 

Charles Baker M.A. (Hons) Pg 

Emai charles@escigroup.com 
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LONDON: 









London SW3 6NJ. 





















NEW AUTHORS 
PUBLISH YOUR BOOK 


ALL SUBJECTS INVITED 
Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 4EG. UK. 


| 7 E-mail; athenabook@aolcom | 
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www.swiss-bank-accounts.com | 





Offshore companies, trusts planning 


Expert & professional advice 
SOVEREIGN 


| at affordable prices Scvereiqnórou 


GIBRALTAR. 'UNITED KINGDOM: TENE 

Stuart Stable iSimoh Geman | William H. Byrnes 
YT. +350 76173 T. +46 10126 7479 7070 | T. +t [305] 879 5344 
F +350 70158 (F244 10120 7439 4436. Eat (208) 577 5248 







| HOND KONG: 
i Michael Fagye 
iT, #892 2542 1497 


| ISLE of MAN, 

| Paul Brennock 

i T1464 1626 699800 
F446 1424 599801 







With over 25 years experience in 
facilitating offshore and international 


business, we deliver workable and cost 
effective solutions. 


* Solutions for Expatriates 


* Trading or investing internationally 








Cra-Conasulling.com 


Contact David Stevenson 
for further information: 
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www.ocra.com 
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| Economic and financial indicators 







































































A Overview l 
" Output, demand and jobs 
. Oilpricesjumpedtotheirhighestlevelsince  '^changeonyearago mersus | | nensem 
the Gulf war. Worries about conflict in Iraq GDP GDP forecasts Lene ae. b rale 
and strong demand for heating oil in America lqtr*  lyear 2002 2003 latest liteit latest. yearago 
pushed the price of West Texas Intermediate Australia — — «3.5 +37 (9. +37 +32 ^ | «16 Q3 +54 G6 — 61Jm 70 
_ to $37.70 a barrel on February 26th. Austria +03 +12 03 +08 +13 (6 *17 Nov +06 Nov 4.2 Dec 39- 
n Belgium — — * 18 +09 03 +07  w14 - 0.8 Dec — - 0.9 Nov — 11.9 Jant 10.9- 
- In America, war jitters and rising fuel costs Britain E *13 +21 Q  *17 +23 -14 De — +42 Jn — 51 Del 52- 
¿“contributed to a sharp decline in consumer Canada — — pil 49 0 uote o sac d CLE. NN LLL 74 3n 7:9 
"confidence. The Conference Board's index Denmark — — Á- -2.6 +11 G +16 17 |, -i7 De +24 Dec — 2.4 De 31 
: ; : France £09 +17 Q +10 +15 ~ 0.1 Dec -1.9 Dec 9.1 Dec 8.8 
declined from 78.8 mM Janua ry to 64.0 in Feb- Germany I MEAE SD D E 0.1 +05 EE i. «02 406- i4 De s 3.2 Dec Lugo 10/3 Jang 96 - 
ruary, a mne-year low that may hera tdo Italy +14 +05 03 +04 +12 - R2. De. 419 Nw! 89. de 93 
weaker growth in consumer spending. Rising — ji ^ +20 +26 0 03 +02 + 6.4 Dec - 10 De 5.5 Dec 55 
-energy prices pushed consumer-price infla- Netherlands +04 +03 0 +02 +09  —  -6B8 De -2.5 De 4.3 Jan** 34 
| tionintheyeartoJanvaryupto2.6%its spain +32 +180 +20 +23 25 e 148 Roi 120 Dee 107 
. highestlevelsinceSeptember2001.Butcore — Sweden +16 +20 Q +18 *20 -20 Dc  *59 Dec 5.1 dant 4.4 
» inflation, which excludes energy and food Switzerland — « 14 +08 04 ml +09  ^—- -35 03  .-28 De 38 Jant 2.6 
-.. prices, stayed at 1.9%, the lowest recorded United States — « 0.7 «2.8 04 +24 — * 2.5 * 2.0 Jan — * 49 Dec — 5.7 Jan 56 
for three years. Euro area +12 +09 03 +07 23 20.5 Dec 7 0.4 Nov — | 8.5 Dec 81 





*% change at an annual rate. tNot seasonally adjusted. ÍNew series. 1 TOct-Dec; claimant count rate 3.1% in Jan. SEU harmonised rate 
8.695 in Jan. **Nov-Jan, new series 


The German economy stagnated in the 
fourth quarter of 2002 and grew by just 0.2% i 
inthe year as a whole. But business confi- Prices and wages 


























































denceisrecovering,accordingtothelfoin- “range on yearago fhe tcononistpol 

ex, which rose in February to a Consumer prices consumer prices forecast Producer prices Wages/earnings 
seven-month high of 88.9. Comments by Wim latest  yearago 2002 2003 latest year ago latest. year ago 
Duisenberg, the president ofthe European Australa ——  *30 Q +31 +30 TS M -07 139 M +49 
entral Bank, atthe weekend 67 summit in Austria +18 Jm +21 +18 +16 +14 Jan -04  *22 De +27 
aris, raised hopes that the ecs will cutinter- Belgium — (0 — +12 hn +29 +17 +13 +11 Jln -16 +22 04 +31 
est rates on March 6th in order to stimulate em NE MES. +29 Jan $13, +21 01065 058 Jan -06 37, Dec +34 

a JE : : Canada * 3,9 Dec + 07 + 2.2 * 2.6 + 2.8 Dec ~ 2.4 + 2.1 No + 3.1 
‘euro-area growth, whichis beinghitbythe — ak CIR Ws 6s 1042 1017 72 33 XA 6 9 39 4 a 
‘rise in the euro. The 12-country zone ran a Fine — [oo uds C49 ^u WE 92534 73 2101 7. 32 on X2 
current-account surplus of €62 billion ($58 Germany ——— «L1 Ja -*2.  -*13  *10 +12 Jn +02  *2. Dec +22 
ilion) about 1% of GDP, in 2002. Thesur- — Tal — ^ ^ *28 Jan *24 +26 +22 +15 De -13 +21 Dec *28 
plus, the firstin the short life ofthe mone- Japan —  — 0.3 Dec - 12 ^ c-09 2-07  .-10 X! -27  -19 De -19 
taryunion,islikelytoshrinkthisyearasthe Netherlands — +25 Jav +40 — * 38 +25 +40 De —- 2.2 ^ t 3.4 Dec + 49 
strong euro curbs export growth and encour- Spain 437 Jan *31 435 3 *29 t20 Dc 08 +38 B +36. 
agesimports. Sweden +28 Jan +29 +24 +21 ^ - 0.6 Dec ~08 — « 39 Nov + 3.0 
Switzerland — £08 Jn +05 3 *07 — *07 A r-Q2 hn -14 + 2:5 2001 + 13 

"T i United States +2,6 Jan +11 + 1.6 * 2.1 * 2.8 Jan - 2.7 +27 Jan +38 
Theyen strengthened after Toshihiko Fukui  furoarea +21 Jn +20 +22  *17 +15 Dc -10 +33 @ +30 


was appointed the next governor ofthe Bank 
of Japan. Foreign-exchange dealers think 
that Mr Fukui is unlikely to succeed in com- 
-bating deflation through a radical switch in 
|». «monetary policy that would weaken the yen. 
On February 25th, it reached a six-month 
«high of ¥117 against the dollar. 


The pound continued to decline on the for- 
«| eign-exchange markets, reaching a four-year 
«low of €1.46. Currency traders have become 
_ -gloomier about Britain's economic pros- 
pects. Business investment fell by 10. 195 in 
+2002, the sharpest decline since records be- 
< -ganin 1965. GDP growth last year was revised 
_ «down from 1.7% to 1.6%, the lowest since 
1992. Booming household and public spend- 
« ing more than offset the collapse in business 
investment and the drag on growth from fall- 
Ang exports and rising imports. 





. Data on more countries, as well as currency tools, 
tables and charts for shares and indices worldwide 
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Money and interest rates 


















Money supply* Interest rates % p.a. (Feb 26th 2003) 

* change on year ago 3-mth money market 2-year 10-year gov't bonds. corporate 
sarang us. bue Get yearago "E govtbonds ^ latest — yearago bonds 
530. 433. 440 545 O 602 ^ 615 

ee *64 hn — 366 ^ 400 8494 OT 5.88 
ce BF 2.10 3.45 4.99 EN EE E 
mn 285 370 260 ^ 41 512 $677 
+23. 6 +20 Jan 0.03 0.06 — — 0.04 079 150 090 
do *06 +28 Nov 30 32351 397 — — 345 436 — 532 386 
a Log + 8.0 Jan — 0.57 170 €t 0.23 29. 3.49 3:25. 
E MES. x CENE C NET NND NE 395. ills 4.88 — — 5.99 — 

* 6.8 Dec 2.55 3.37 2.29 3.86 4.90 — 4.37 


* Narrow. M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. Germany 5 for bonds. Benchmarks: US 30-year 4.74%, Japan 
“NG.246 0.79%, Central bank rates: US fed funds 1.25%, ECB refinancing 2.75%, BOJ overnight call 0.001%, BOE repo 3.75%, Sources: 
NS Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbürsen, UBS Warburg, Global Insight, Westpac, Thomson 
^ Datastream. Rates canriot be construed as banks’ offers. 














Stockmarkets 
Market indices 
| __echangeon —— 
2002-03 one record Dec 31st 2001 
Feb 26th high low week high in locat in $ 
Haie 8942 3452 TIE UTC uL. 
(All Ordinaries) 2,804.2 — 34400 — 2,805 — - 16 185 -165 - 11. 
JEN 1,144.1 1,3572 1,000.) —— - 12 ^ -341 +03 «25 - 
MEA . 1,808.0 2,899.8 1,628.0 ^ - 9.] ^ ^ -55.8 ^ -415  -29.1 
Britain (FTSE 10 (FTSE fi ee 18 -482 -311 -251 
Canada ( 'oronto ) Composite) 6,508.3 7,958.1 5, 695. 3 - 0.8 -42.9 /——— 215.3 "e 9.6 








TA “In euro terms, TMorgan Stanley Capital Dou index includes individual markets listed above pius eight others, in dollar terms. 
salomon Smith Barney World Government Bond Index, total return, in $ terms. 








Trade, exchange rates and budgets 
























Economic and financial indicators 









The Economist commodity price index 
1995=100 






Feb Feb Feb 
























ee lith* 18th — 25th! — month 

Dollar index 

Allitems — 79.8 — 78.9 78.3 +04- 

Food — 920 814 79.3  -16 | 

Industrials | 

All 248 75.4 I BEALI 


Nat — 798 792 | 


(———————————————————————————————————————X— 


74.2 72.3 74. 5 : 


Sterlingindex —— a st—~S 
+ 4.8 x; 


All items 77.8 — 78.1 — 78.6 — + 48 
Euro index 

All items — ^ 98.0 97.0 95.8 EE 
Yen index | 
Allitems — 103.1 99.9 97.8 — - 0.6 
Gold 

$peroz —— 363.25 344.75 352.45 — - 4 


West Texas Intermediate 
$perbarrel — 35.45 E 84 36.04 




















Trade balance*, $bn Current account Exchange rate —— Currency units " 
latest 12 $bn The Economist poll trade-weighted | per per per per 
months latest 12 mths 96 of GDP, forecast 1990-100 $ £ euro X100 
= tetera inane OO 2003 Feb26th yearago ^ Febe6th yearago OAT 
Australia —  - 53 De -143 0 — -39 -42 ^ ^ 77.3 — 749 ^ 165 ^ 194 261 178 141  ( i 
Austria + 0.4 Nov + 08 De — -0. ^ -0.4 — 10139 1003 ^ 093 116 147 =~- 079  — : 
Belgium — — — * 175 Dec — —  « 180 Noy — «52 — «531 ^ | 10078 — 990 — ^. 0.93 116 — 14 ^  -  0J9 
Britain — — — - 518 De —  - 205 Q3 — - 16 — -18 ^ 1005 1055 ^ 063 071 .  - 0.68 054 
Canada — — — * 347 Dec — — -* 124 0) —— * 19 +19 — ^ — 786 J54 — — 150 — 161 237 161 128 č  - 
Denmark — — + 8.0 Dec — ^  * 50 De +22 ^ 420 1049 10016  — 6.88 8.60 — 10.9 7.43 5.88 1 
Frame — — — «* 97 De oo .*3283 Dec — 17 —-17  — 1031785 31017 o 0.93 . 116. 147. 1.9/9 
Germany — — «119.3 Dec — — € 504 De — *21 +18  - 100.88 — 986 — 0.9339 116 147 . - 079 ^. 
Ha — — —— * 105 Nv - - 64 De — -02  -02 7408 726 ^ o 0.93 116 — 147 ^— - 079 —— 
Japan — — + 94.1 Dec — — 4115.0 Dec — «28 +28 1331 126.9 — 117 B5 185 126 — - — 
Netherlands — + 29.0 Dec — —— * 9.1 Q4 +31 426 | 99.95 — 980 — 0.3 146 147 ^ OD 
Spain — — -387 Nov —— .— - 153 No — -22  -21 o | 7555 743 ^ ^ 093 116 147 - 0379  — . 
Sweden + 150 hn — + 9.9 Dec — «35. +32 ^ OoOO 79.8 —— 766 — 843 . 105 ^ 133 9.09 719 . 


Switzerland + 4i Jan 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 
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TBank of England except SIMF, December average. FOECD estimate. 
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Emerging-market indicators 
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Overview 
Economy 
d : TERN 
Beset by plato Vaz secon someon — 
ony pn 5 yet GDP "Industrial Consumer Trade Current reserves* 
yearto the fourth quarter of 2002. The trade production prices balance account $bn, latest 
surplus in the fourth quarter was a third China 4112 04 —— «148 Jan + 0.4 dn +26.5 Jan «174200 269.9 0d 























lower than in the previous three months be- Hong Kong 433 m 2323 @ — «46. dm. -© 69 3m 165 Gi . 115.6 254 


cause of falling oil shipments. India +5.8 03 + 5.0 Dec + 3.2. Dec - H3 ec +45 (Q3 69.9 Jan 


Indonesia +38 ds + 7.1 Dect + 8,7 Jan +25.4 Dec *t 7.5 03 30.5 Dec 


Argentina is showing signs of recovery. In Malaysia +56 04 CBO. te. a hun +13.4 Dec +66 03 33.5 Jan 


the yearto January, industrial production Philippines +58 04 - 5.0 De rolda +16 Dec +6.1 Sep 132 Jan 
























































. Surgedby 11.4%, thehighestinthreeyears. ^ singapore +30 a +13.5 Jm +09 Xn +98 hn +18.9 05 840 Jan 
p South Korea * 5.8 03 4 3.6 Jan 4 3.8. Jan 410.8 Jan — 4 6.5 Nov 122.8 Jan 

.InChina,whichhasbeensufferingfromde- Taiwan 42 a +85 Im — *08 3m 163 Jn 258 Qa 1648 Jen 
""fHation,consumerpricesrosebyO.49binthe thailand” ^ ^«60 m ^ «l0 bee  *22 hn 3 *49 he 76 D« 381 De 

| 12 months to January. Argentina —  — -10.1 Q3 — +114 Jm — 439.6 Jan +16.4 dec — € 7.0 Qs 95 Jn. 





Brazil +24 @ + 5.5 Dec +14.5 Jan +14.1 Jan - 6.3 Jan 37.8 De 








7 E | ; Chile +18 03 + 7.2 De + 3.0 Jan +25 An - 0.6 0 16.4 Jan 


Colombia £19 B + 0.6 Nov + 7.4 Jan nil No — - 15 a3 10.9 Jan 





























+19 g + 1,7 Dec + 5.2 Jan 7 - 8.6 Jan -16.1 Q3 50.6 Dec 
+ 6.3. Dec 411.7 Dec * 0.3. Dec -10 8 č 9.1 Dec 





















-16.7 04 -10.5 Oct 433.8 Jan +13.9 4 *7.6 04 9.1 Nov 
+ 3.1 20021 + 4.2 2002! + 3.1 Noy ~7.8 Nw +01 0 13.0 Oct 


Israel +13 Q4 * 1.3 Dec + 5.6 Jan ~ 6.6 Jan -19 B 23.8 Jan 


REN can nen e ''———— — A A A h AA AAAA AA AAAA AA AANA AA A NAANA AAE REE S PAEA ENA A DAA AAAA AAA RR HORE DAA A AAAA ORL A A A AA A RAR A BAA AAE AAA RRA A NA A RRR AAAA PE: 
































South Africa +30 (Q4 +15 Dec +13.7 Jan + 3.8 Dec ml g 5.9 Dec 


edere M |—À— ———— 








Turkey +79 B 413.5 Dec +26.4 Jan -13.6 Nov + 0.1 Nov 26.8 Dec 
Czech Republic +15 0 + 6.6 Dec ~ 0.4 Jan -2.3 Jan -42 @ 24.3 Jan 








———————————— ——Ó—————————M—— Hà 











Hungary — +34 03 .—  * 06.9 De — — * 4.7 Jan —— — - 3.3 De — - 2.7 0e — — 15.3 Jan 
Poland —— — «16 03 — 42 Ja —  *0.4 Jan — ^ -10.3 Dec — - 5.7] Dec — — 29.3 Jan. 








Russia +43 B * 4.9 Jan +14.3 Jan +46,2 Dec +30.3 03 45.5 Jan | 
*Excluding gold, except Singapore; IMF definition. tear ending June. iNew series. 

















Financial markets 


Currency units Interest rates  Stockmarkets % change on 


= maan aan — 


per $ per £ short-term Feb 26th Dec 31st 2001 


Me ae RS err e rr Hii a 


Feb 26th yearago Feb 26th % p.a. one in local in $ 
week currency terms 


China 8.28 8.28 13.1 na 1,581.7 * 0.2 - 7.6 - 7.6 
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—— Inert eer ttt eet eo 
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HongKong — 780 — 7.80 — 123 144 91163 -33 -200 - 20.0 





India 471.) «48.7 75.5 5,80 12605 -13 - 01 + 1.0 
Indonesia 8,888 10,183 14,067 13.99 397.5 -1.1 + 14 +187 











Malaysia — — 380 — 380 — 601 3410 6507 -16 = 65  - 65 
Philippines — 543 — 513 860 ^ 7J5 10003 — -28  - 144  -187 











Singapore 1.74 1.84 2.75 0.69 1,287.1 ~2.2 ~ 20.7 - 15.6 








South Korea 1,185 1,322 1,876 4.54 590.3 -1.8 - 14.9 € 37 





Taiwan —  — 347 — 391 — 550 — 145  — 44567 — -21 - 197  -191 





Thailand 42.7 43.8 67.6 1.79 356.0 -4.1 + 17.2 + 21.3 
Argentina 3.18 2.12 5.03 5.50 585.8 * 0.9 * 98.3 — 37.5 
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Chile 754 674 1,193 2.64 5,003.5 - 0.3 modd - 18.7 








Colombia - 2,951 2,310 4,671 7.69 1,599.8 * 1.0 + 49.4 * 15.3 


——————————————————— M — €————— À ———O—————— RP: 


Mexico 11.03 9.09 1/.9 3.30. 5,869.8 +0.22 





Peru 3.48 3.47 5.51 3.80 1,528.4 -0.4 


venezuela 1,598 1,050 2,529 30.74 8,149.7 *0.1 + 24, 0 -41.2 
Egypt 5.53 4.63 8.74 8.27 6,058.7 *0.1 * 14.9 - 48 
































Israel — — 485 — 461 — 767 — 603 3137 — -10  -298  -361 
South Africa — 80 — 114 — 126 — 1560 — 82766  — -34 ^  - 207 +195, 


Turk 1,615,000 1,410,000 2,556,222 42.00 11,291.9 -2.7 18.1 - 26.2 





Czech Republic 29.4 36.7 — 46.5 — 240 — 4789 -02 «214 468 
Hungary —  —— 226 1283  — 357 6.46 à à 17,2629 & à *00 + 18 +240 





Poland 3.88 4.19 6.15 6.26 13,660.0 -1.3 - 19 -~ 0.2 

















Rusia 31,6 3140 500 1800 3789 +26 +509 +457, 
EMF(MSC)* — 100 1.00 Z 158 Z oç na 2817 Z -13 m  -113 
EMBI«T 1.00 1.00 1.58 na 240.0 41.5 na — 19.8 





*Emerging Mkts Free. TJP. Morgan Chase's Emerging Mkts Bond Index Plus. t In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; J.P, Mor- 
gan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy: FIEL; EFG-Hermes; Bank Leumi Le-Israel; Sta ndard Bank 
Group; Akbank; Deutsche Bank. 





Track and chart global stocks and indices, download tables, currency tools and more 





Life's becoming even easier than ever before 
thanks to the intelligent networking of digital products from LG. 


You can find out how under: www.lge.com 





Small but per 


Pocket World in Figures 


"m The 2003 edition of this annual 
Pocket best-seller has been completely 
World in updated, revised and refreshed, 
Figures ^ with expanded coverage that 
includes features on the euro-zone, 
and more on the Internet and the 
environment. As regulars will know, 
it contains rankings on more than 
200 topics in subject areas as wide- 
ranging as geography, population, business, the 
economy, trade, transport, finance, industry, 
demography, the environment, society, culture 
and crime. So if you want to know where economic 
growth is fastest or inflation is highest, or where 
the heaviest drinkers and smokers are, there is no 
better source than this handy compendium. 


Price £10.99 


Pocket Europe in Figures 


= This companion to Pocket World in 
Figures presents a definitive picture 
of the 48 countries that make up 
Europe today—from Austria to 
Albania, Germany to Georgia, the UK 
to Ukraine. If you require up-to-date 
information about Europe, on 
subjects as diverse as the 
environment, population, the 
economy, business, trade, transport, tourism, 
government and society, there is no more absorbing 
or authoritative source than Pocket Europe in Figures. 


Price £10.99 





Pocket Asia 


mm By the end of the century nearly 
! two-thirds of the world's population 
Asia will live in Asia, home where some of 
the most impressive economic growth 
in history is occurring. This well- 
established, highly readable analysis, 
47 .— supported by its wealth of hard facts 
fedi and figures, has been updated and 
revised following the economic shocks 
that hit many countries in the region in late 1997, 
and provides a uniquely compact and comprehensive 
view of the 51 countries that make up Asia today. 


Price £10.99 








Pocket Accounting 
a This title aims to demystify 
business and management 
A "^J. accounting. It examines the key 
issues and the role of accountants 
as we approach the 21st century. 
There are clear, concise definitions 
of all the main terms and Jargon 
used in the international world 
of accountancy, from Above the 
line and Absorption costing to Working capital 
and Zero-based budgeting. 


Price £10.99 





Pocket Director 

The role of direc tors is being taken 
ever more seriously as attention 
has focused on the way companies 
are governed. A directorship is no 
longer a sinecure. Today, directors 
are expected to perform and they 
are exposed to increasing litigation 
and regulation. Yet few directors 
are trained for this role, which is 
quite different from management. Managers may 
run a company but it is the directors' job to ensure 





that it is being well run and run in the right direction. 


Pocket Director is a clear and lively guide to the 
subject of corporate governance. It is aimed at 
directors, managers and shareholders of every 
kind of business. 


Price £10.99 


Pocket Economist 

Pocket Economist covers the 
essentials of economics and its 
terminology with typical Economist 
TUNE clarity. It explains the nuts and bolts 
of how what has been called the 
"dismal science"works and, more 
importantly, how it works in practice. 
Introductory essays cover such topics 
as the right level of inflation, the 
importance of free-trade, the rights and wrongs of 
fixed exchange rates, and the prospect for growth. 
These are followed by an extensive A-Z of economic 
terms and jargon from Absolute advantage and Acid 
test, through Hot money and Hedging, to Velocity of 
circulation and Yield gap. 


Price £10.99 











Pocket Internet 
= Pocket Internet offers an essential 
guide to the Internet from A-Z. It 
describes the forces controlling this 
rapidly evolving phenomenon and 
; provides valuable insight into how the 
@ Internet works, where it might lead us 
and why it matters. It includes: an 
extensive A-Z of key terms, acronyms 
=== and jargon; essays on the origins of 
the Internet; the technology behind it and the way it 
is changing business and society. 


Price £10.99 


Internet 


Pocket Investor 


The investment business continues 
to become increasingly sophisticated 
by the day as new products are 
created, faster ways of selling them 
are established and trading levels 
rise steadily. To anticipate the 
markets and profit from them now 
requires more skill and analysis than 
ever before. Pocket Investor guides 
you through the complexities and terminology of the 
investment world, with concise essays on the subject 
an A-Z of the key terms and concepts and wide- 
ranging appendices including stock market returns, 
the performance of the major stock market indices, 
bond returns and investment formulas. 


Price £10.99 


Pocket Marketing 

== Pocket Marketing looks at the latest 

and most successful marketing 

Markesina strategies and campaigns and provide 
practical comprehensive advice on ho) 
and when marketing works. Concise 
essays cover the impact of the 
Internet, the value of brands and the 
changing nature of advertising. There 
is an A-Z section defining marketing 
concepts and key terms, such as Attributes and 
Concept testing through Get-a-lifers, all the way to 
Psychographics and Viral marketing. Appendices 
include details of leading brand names and 
advertising agencies. 


Price £10.99 





ctly 


Pocket Strategy 

= Strategic thinking and planning are 
essential for every business. 
A company's strategy must cover 
every aspect of its existence from 
what it sells and to whom, and from 


it employs.This comprehensive, 
authoritative quide contains essays 
on strategic issues of the 21st 
century, approaches to managing growth, 
management consultants and a strategy for the 
environment. The A-Z section provides a handy 
reference tool for key terms and concepts. 


Price £10.99 





Pocket Negotiator 


—_ This quide offers clear advice on 
the essentials of neaotiation— 


how to handle difficult negotiations, 


dealing with those among us who 
want something for nothing, how 
to recognise and counter ploys, 
} and even how to effectively seek a 
pay rise. The comprehensive A-Z 
section details all those subjects 
relevant to the negotiator. 


Price £10.99 
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Pocket MBA 
== Written in a relaxed and amusing 
Pocket style, Pocket MBA shoots down many 
MBA of the pompous explanations 


favoured by weightier tomes. It 
clearly defines the essentials of 
management theory in a handy and 
accessible fashion. Concise essays 
cover management, education and 
the role of the MBA, and the 
advantages it brings in the job market. The A-Z deals 
with topics from Economies of scale to 
Diversification, Information Technology and 
Corporate planning. Pocket MBA also contains 
diverse lists, features and appendices, and includes 
information on the leading business schools, 
management consultants, books and journals. 


Price £10.99 


I would like to order: Qty. Price 

Pocket World in Figures £10.99 
Pocket Europe in Figures | | £10.99 
Pocket Asia | | £10.99 
Pocket Accounting | ] £10.99 
Pocket Director £10.99 
Pocket Economist | £10.99 
Pocket Internet | £10.99 
Pocket Investor £10.99 
Pocket Marketing | €10.99 
Pocket Strategy | £10.99 
Pocket Negotiator £10.99 
Pocket MBA | £10.99 
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Delivery 

Total 
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To order please complete your 
details in block capitals and return: 


Phone «44 (0)20 7839 1937 

Fax «44 (0)20 7839 1921 

E-mail contactus (2economistshop.com 
Online www.economistshop.com 


en! Please return this order form to: 
The Economist Shop 
15 Regent Street, London, SW1Y 4LR, UK 


UK delivery 

Standard post—£2 for 1 book plus 

£1 per book thereafter, up to a maximum of £5. 
48-hour delivery—£6 per order. 


Europe delivery 

Standard Airmail—£3 for 1 book plus £2 

per book thereafter, up to a maximum of £9. 
Courier 3-4 days delivery—£6 for 1 book plus 
£2 per book thereafter. 


Rest of World delivery 

Standard Airmail—£5 for 1 book plus £2.50 
per book thereafter, up to a maximum of £15. 
Courier 3-4 days delivery—£6 for 1 book plus 
£3 per book thereafter. 
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THE BIGGEST. BED IN BUSINESS CLASS 


Singapore Airlines brings-yoù a UU Tol RTT world ofluxury, comfort and space 
Our specially designed SpaceBed* in Raffles Class allows you to sit back*comfortabl 

work or sleep in a lie-flat position. Enjoy KrisWorld, the world's most advanced infligh 
entertainment system, with over 190 entertainment options, including Audio-Vides 


ingaporeair.com *Available on all Jubilee 777ERs and proaressively on Meaatop 747 intercontinental service 
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Raffles Class 


a 


on Demand-añd-the world's first multi-player games. Savour our World Gourmet Cuisine, featurin: 
pecial recipes by our International Culinary Panel of world-renowned chefs, accompanied 
by selected fine wines. and champagne. Experience the new 


\ great way to fly 
SpaceBed and the inflight service even other airlines talk about. SINGAPORE AIRLINES ) / 
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Data has a funny habit of getting itself trapped inside functional silos. So you need the right technology if you want to get at it. Our exteNd”™ family of web 


service solutions lets you liberate information and make it available to everyone who needs it. That means Marketing can interact with Operations. And Sales 
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Politics 


"4 


The foreign ministers of 
France, Germany and Russia 
made a joint declaration that 
they “will not allow" passage 
of a United Nations resolution 
authorising war against Iraq. 
America, Britain and Spain 
continued to push their reso- 
lution saying that Saddam 
Hussein had missed his final 
chance to disarm. Britain re- 
portedly began drafting a 
compromise, offering Iraq a 
"final, final" chance to do so, 
and a few extra days. 


Turkey’s parliament narrowly 
defeated a government mo- 
tion to let 62,000 American 
troops deploy in Turkey in or- 
der to open a second, north- 
ern front against Iraq in the 
event of war. The Americans 
made plans to airlift the 
troops into northern Iraq in- 
stead. The Turkish govern- 
ment may resubmit the bill. 


The 57 members of the Orga- 
nisation of the Islamic Con- 
ference met at an emergency 
summit in Qatar aimed at 
averting a war in the Gulf. The 
delegations of Kuwait and Iraq 
traded insults. 


Pope John Paul II urged world 
leaders to avoid a conflict in 
Iraq and sent an envoy to ap- 
peal directly to President 
George Bush. 


Spy in the sky 

North Korean fighters buzzed 
an American spy plane over 
the Sea of Japan about 240km 
(150 miles) from the North's 
shores. The United States sent 
24 bombers to its Pacific base 
at Guam. 


Khalid Sheikh Mohammed, 
allegedly the number three 





man in al-Qaeda, was ar- 
rested in Pakistan. Officials 
said materials seized with him 
suggested that he had recently 
met Osama bin Laden. 


At least 21 people died when a 
bomb exploded in Davao air- 
port in the southern Philip- 
pines. It was the country's 
worst terrorist attack for more 
than two years. The army 
blamed the Moro Islamic Lib- 
eration Front, which seeks a 
separate state in the mainly 
Roman Catholic country. 


A Sri Lankan soldier anda 
policeman captured by Tamil 
Tiger rebels were released in a 
move to end a possible 
hold-up of peace talks de- 
signed to end the country’s 19- 
year civil war. 


A plan to halve the proportion 
of hungry people in the world 
by 2015 may not be met until 
2030, according to a UN report 
on water resources to be pre- 
sented in the Japanese city of 
Kyoto on March 16th-23rd. 


Sterling's effort 

As sterling slid, the rMr urged 
Britain’s finance minister, 
Gordon Brown, to push up 
taxes or cut spending by $20 
billion. 


France’s finance ministry ad- 
mitted its 2002 budget deficit 
had been above the European 
Union's limit of 3% of GDP, 
though not far enough to earn 
a reprimand from Brussels. 


Jacques Chirac made the first 
state visit by a French presi- 
dent to independent (since 
1962) Algeria, promising a 
new partnership between the 
two countries. 


The Polish government led by 
Leszek Miller and his (ex-com- 
munist) Democratic Left lost 
its junior coalition partner, the 
Peasants' Party, but is set to 


soldier on, hoping to win a ref- 


erendum in June on joining 
the EU. 


Estonia's leftish Centre Party, 
part of an outgoing coalition 
government, narrowly won à 
general election, with just 
over a quarter of the vote. But 


Res Publica, a new party on 
the right, got as many seats. 
The assorted right, with an 
overall majority, is tipped to 
form a new government. 


A Greek court began the trial 
of 19 members of the far-left 
November 17 terrorist group 
for multiple murder. Its mem- 
bers had remained at large for 
27 years. 


Robert Kocharian, Armenia's 
incumbent president, beat Ste- 
pan Demirchian in a run-off 
election for the job. 


eer 





A controversial right-winger, 
Vaclav Klaus, became presi- 
dent of the Czech Republic, 
replacing Vaclav Havel, a play- 
wright and former top dissi- 
dent who has held the post 
since communism ended. 


Nigeria's deadly hustings 
As Nigeria braced itself for 
elections in April, gunmen 
shot dead an opposition 
leader, Marshall Harry, and 
communal fighting claimed 
more than 100 lives and 
forced 21,000 people to flee 
their homes in the eastern 
state of Adamawa. 


Kenya's central-bank gover- 
nor and tax authority chief re- 
signed amid allegations 
concerning the collapse of 
Euro Bank, a weak bank in 
which state-owned corpora- 
tions had deposited large 
sums. Kenya's new govern- 
ment has promised to fight 
corruption. 


A suicide bomber in the Is- 
raeli city of Haifa destroyed a 
bus, killing at least 15 people 
and wounding about 40. It 
was the first such attack since 
January, and the first under 
the new Israeli government. 
The next day, Israeli troops 


killed at least 11 Palestinians in 
a raid in Gaza. 


Health of the nation 

George Bush retreated from 
his plan to reform Medicare, 
which covers 40m elderly 
Americans. He will help the 
elderly to pay for drugs but 
will insist that they move to 
private health plans or pay ex- 
tra premiums. The proposals 
would cost $400 billion over 
ten years. 


The Supreme Court upheld 
California's controversial 
"three strikes" law which sets 
long prison sentences for any- 
one convicted of a third fel- 
ony. A man who stole golf 
clubs worth $1,200 must com- 
plete a 25-year sentence. 


Maintaining the drug supply 
Mixed news in the drug war: 
in apparent vindication of 
Plan Colombia, coca cultiva- 
tion fell in Colombia, but rose 
in Peru and Bolivia, said the 
United States. No coincidence, 
said its critics. 


In a test case, Argentina's Su- 
preme Court ruled that a de- 
cree issued by President 
Eduardo Duhalde last year 
converting dollar bank depos- 
its into pesos was illegal. The 
government, which last year 
defaulted on some of its debt, 
is likely to have to issue bonds 
to compensate depositors. 





Rio de Janeiro's carnival took 
place without incident, but 
under the eye of army troops. 
They were called out after 
drug traffickers had struck 
buses and buildings with in- 
cendiary bombs. 


A bomb in a shopping mall 
killed at least seven people in 
Cucuta, in north-eastern 
Colombia. 






Business 


Hugh Osmond, a British deal- 
maker, launched a £5.6 billion 
($9.0 billion) hostile bid for 
Six Continents, after the Brit- 
ish-based pub and hotel group 
rebuffed his advances. Its 
board claimed that the deal 
would result only in the “mas- 
sive enrichment" of Mr Os- 
mond. He countered that the 
company had drastically un- 
derperformed under its 
present management. 





Pearson's shares rose after the 
British publishing company 
(which owns 50% of The Econ- 
omist) reported a 36% rise in 
pre-tax profits to £399m 
($600m) in 2002. The Finan- 
cial Times made only a slen- 
der profit for the year, after 
losing money in the second 
half; but business improved at 
Pearson's (much larger) educa- 
tional-publishing arm and at 

Penguin, which signed up Ma- 
donna to write five children's 
books. 


France Telecom's losses in 

2002 weighed in at a massive 

€20.7 billion ($19.5 billion), up 
.. from a loss of €8.3 billion the 
^. . year before. The heavily in- 

.. debted telecoms giant made 
big write-downs of assets ac- 
quired at inflated prices in the 
boom. 





-Gloom ruled at GlaxoSmith- 
Kline. An American court said 
that a cheap generic drug 
made by Apotex did not in- 
fringe the patent on Paxil, 

:GSK's big-selling antidepres- 

- sant. It makes up some 10% of 
the British firm's drug sales; 
GSK said it would appeal. 


Fiat lost €4.3 billion ($4.1 bil- 
lion) last year, much of it in 
costs of restructuring its ailing 
car arm. The Italian holding 
company promised to pump 
up to €5 billion into Fiat Auto, 
which launched three new 
models in the hope of reviv- 
ing its fortunes. 


Media moves 

America's Liberty Media be- 
gan a process which would re- 
quire Comcast either to buy 
its 42% stake in QVC, a shop- 





ping channel, or to sell its own 
58% to Liberty. QVC is valued 
at over $11 billion. If Liberty 
sells, it could use the cash to 
bid for Hughes Electronic. 


EchoStar reported a loss of 
$716m in the fourth quarter, 
largely because the American 
satellite-rv firm was forced to 
pay $600m to General Mo- 
tors after its planned takeover 
of GM's Hughes Electronics 
was blocked by American reg- 
ulators. EchoStar's boss apol- 
ogised to shareholders for his 
losing bet. 


Taking scalps 

Procter & Gamble was report- 
edly in discussions to acquire 
Wella, a German hair-care 
company valued at around €6 
billion ($6.5 billion). The 
American consumer-goods 
giant hopes to add body and 
lustre to its range of beauty 
products. 


Switzerland's Nestlé said that 
it would continue to pursue à 
takeover of Dreyer's, an 
American luxury ice-cream 
maker, even though American 
regulators have blocked its 
original plans for a deal over 
fears for competition at the 
top end of the market. 


America's Supreme Court 
ruled that Victoria's Secret, a 


purveyor of saucy underwear, 
had not suffered harm to its 
trademark from a shop called 
Victor's Little Secret. The 
small Kentucky outlet also 
sells intimate apparel as well 
as other items for a more 
broadminded adult clientele. 


Kosuke Shiramizu, a senior 
boss at Toyota, shared his 
views of the work ethic of the 
nationalities employed at the 
firm. The French work harder 
than the British (fearing unem- 
ployment); loyal Thais are 
preferable to British job-hop- 
pers; Americans are too well 
off to work hard; and—hor- 
ror~the Japanese have 
adopted European attitudes. 


Farewell Frank 

Frank Quattrone’s once-illus- 
trious career at CSFB ended. 
The former star technology 
banker failed to appear before 
regulators investigating initial 
public offerings in the boom 
years. He faces criminal 
charges over the destruction 
of documents relating to the 
probe. 


Capital One, one of Amer- 
ica's biggest consumer lend- 
ers, said that its chief financial 
officer, David Willey, is being 
investigated by the Securities 
and Exchange Commission 
for possible insider trading. 


. Other economic data and n 
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Profits at HSBC rose 
2002 to $6.2 billion, hel 
a fall in provisions ag 
loans in Argentina. ' 
one of the world’s bigges 
said that its priority would | 
the integration of big acqui- 
sitions made last year. 


Furo-anaemia 


The euro area's economic 
covery remains slow. GDP 
grew by 1.3% in the fourth. 
quarter compared with 
earlier, after growing by t 
in the previous quarter. Th 
dollar hit a four-year low - 
against the euro. 





Concerned about the slug 
euro-area economy, the E 
pean Central Bank cut intei 
est rates by a quarter-point 
2.5%. The Bank of Canad 
contrast, raised interest rat 
by a quarter-point to 3.096. 
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Its not how many ideas you have. 
Its how many you make happen. 


M J "P" } |ncreased customer demand for 
f- ^ 4 services, brought on by growth 
m- p^ in power generation facilities in 


>. North America, was straining the 


Le 
SX 


business processes and systems of 

Siemens Power Generation. 

A revolutionary response was 
needed. | am Siemens’ idea, delivered. Accenture 
collaborated with Siemens to develop an innovative 
service model that has streamlined operations and 
enabled proactive customer service. More predictive 
planning has reduced planning time 83%, and more 
accurate quotations and more timely shipments have 
cut order fulfillment cycle times 75%, increasing 
customer satisfaction levels dramatically. 


With 20% of the market for natural 


M | »P ~ 
—À gas in Western Europe, Russia's 


A 


gas giant Gazprom saw a major 
strategic opportunity in the 
privatisation of SPP, the Slovak gas 
monopoly that owns the major gas 

m transit route for Russian gas to the 
Western European markets. | am Gazprom's idea, delivered. 
With its deep knowledge of the Furopean energy industry 
and its deal-shaping ability, Accenture helped Gazprom to 
gain jointly in a consortium with Gaz de France and Ruhrgas 
a 49% stake in SPP, a significant foreign investment for any 
Russian company abroad. 


dd 
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In a race to be the first to offer 
the world's central banks, 
corporate treasurers, fund 
managers and other institutional 
clients an automated electronic 
marketplace for currency trading, 
A Ad FXall needed to go live with a 
massive, multi-dealer, automated electronic trading system 
in a matter of months. | am FXall's idea, delivered. 
Accenture worked alongside the FXall team, choosing and 
coordinating the work of seven technology vendors and 
seventeen alliance partners, and in just ten months, delivered 
the multi-bank portal thats won major industry awards 
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Taking on the world 


J i AMO 


| Cu Bush stands accused of over-reaching himself. America has had little choice 


HE problems are coming not 
E as single spies, but in battal- 
s ions. When George Bush de- 
* cided last year that he was will- 
ing to take America to war to 
defang Saddam Hussein, he 
æi cannot have wanted the 

E EUCAYY 4 build-up to end like this, with a 
divided Security Council, Turkey refusing to let American 
forces invade Iraq from its territory, and North Korea using 
America's preoccupation with Iraq to resume its policy of nu- 
clear extortion. This is the background against which Mr Bush 
proposes not only to invade and occupy an Arab country but 
also, he said last week, to install a democracy that will serve as 
“an inspiring example of freedom for other nations in the re- 
gion". And all this while America continues to wage a multi- 
fronted war against the mass murderers of al-Qaeda. You do 
not have to be in the peace camp to ask whether this president 
has bitten off more than even a superpower can chew. 








Been here before 

A good place to begin an answer is with some perspective. 
However great today's perils, the world is still less dangerous 
than it was between the second world war and the collapse of 
the Soviet Union. Invading Iraq may not be the walkover 
Americans hope for, but will not cost the millions of lives that 
were lost in Vietnam. The prospect of nuclear-armed rogues, 
whether dictators or terrorists, is a big worry forthe future, but 
not yet akin to the threat of mutual nuclear destruction the 
world faced every day during the cold war. 

People are apt now to think of the cold war as a stable sys- 
tem of containment, in which the superpowers glowered at 
one another and yet understood the rules of the game. But 
anyone old enough to remember Cuba's missiles will know 
" that it was not like that. And though the superpowers never 
collided in battle, they fought bloody proxy wars in East Asia, 
the Middle East, Afghanistan, large parts of Africa and many 
other places besides. In short, people daunted by the threats 


crowding in on today’s America can take some comfort from 


-the fact that these are smaller and less various than they were 
little more than a decade ago, before America was sole super- 
power and when the West's values had not yet prevailed al- 
most everywhere over communism and totalitarianism. 

Ah, but weren't the burdens of the cold war shared with al- 
lies, who are now deserting America in droves? Not quite. It is 
a pity the big powers have parted company over Iraq. And 
some of the damage this parting has caused will take time to 
mend. France and its supporters in the Security Council be- 
lieve they are preventing America from using the UN as a flag 
of convenience under which to pursue its own reckless adven- 
tures. The Americans feel they tried to play by the rules, but 
that the French and others who voted for Resolution 1441 did 
so in bad faith, never really meaning the "serious conse- 
quences” with which that resolution threatened Iraq. 

A clash like this on the eve of a possible war is bound to 
leave a bitter taste. It has already soured relations within 


NATO and the European Union as well as the UN. But after 
Iraq, all sides will have an interest in making up. And these. 
fights are hardly unprecedented. During the cold war the Secu- 
rity Council was gridlocked and NATO saw bad fallings-out, 
such as France's exit from its military structure in 1966 and the. 
uproar over the basing of American missiles in Germany. In. 
those days, moreover, the splits mattered more, because there 
was a Soviet Union to face down. However excellent it would 
be for the democracies to save their transatlantic military alli- : 
ance, itis no longer as essential in a Europe at peace. : 


But was it necessary to return? * 
It is, of course, the fact that Europe is at peace that explains 
much of the present gap in perceptions between Americans 
and some Europeans. If you think peace broke out when the 
Soviet Union collapsed at the end of the 1980s, you will not be. 
consoled to hear now that the world has not regressed all th 
way back to the sort of dangers that existed during the c 
war, or that America is facing smaller challenges now tha: 
faced then. Why should the world have regressed at all? 
haven't the Americans under Mr Bush picked fights that 
not strictly necessary—against Afghanistan, Iraq, North K 
the Arabs, perhaps even Islam itself? 

To these questions the short answer is that peace did : 
break out with the end of the cold war. Even in Europe, th 
was bloody tidying up to do (with American help) in the! 
kans throughout the 1990s. And while Europe during. 
1990s was finishing the job of making itself whole and fr 
other parts of the world were not so lucky. This was not a 
cade that established a universal peace, which the Bush. 
ministration is now needlessly disturbing. It was a decade c 
ing which the Clinton administration neglected too me 
unresolved problems. During the 1990s Afghanistan unde 
the Taliban turned into the base from which al-Qaeda plotted 
its attack on the twin towers. North Korea signed an agreement 
forswearing nuclear weapons, which it went on secretly t 
break. Saddam Hussein locked out UN arms inspectors an 
punched gaping holes in the wall of sanctions around Iraq. 
Palestine, Mr Clinton did his utmost to bring peace, only tose 
his efforts consumed by the violence of the intifada. 7 

On most of these issues, America now has little choice but 
to take up the fight. After the felling of the twin towers, ithadto 
strike the country that harboured the destroyers and refused 
to give them up. And for all the talk that Afghanistan is now 
worse off than it was under the Taliban, millions of returning 
refugees think otherwise. In the broader war against terro- 
rism, Mr Bush would be irresponsible if he did not pursue the 
sort of operations that with Pakistan’s help resulted this week 
in the arrest of al-Qaeda's number three (see page 25). Nobody 
apart from America seems able to carry the burden in Nọ 
Korea: there, the cry from the neighbours is for the Am 
cans—and the Americans alone—to negotiate a new deal v 
the mendacious Kim Jong Il. In Palestine, the Americans ta 
lot of criticism, some of it undeserved, for their bias towar 
Israel. But even the critics acknowledge that in the end: 
America that must broker and guarantee a deal. penoundii 






































» American “unilateralism” may be easy on soft issues such as 
global warming, the International Criminal Court and so 
forth. On the hard issues, America remains the indispensable 
superpower, denounced almost as often for withholding its 
power as for plunging in. 

And Iraq? Is this a case in which it was unnecessary for 
America to plunge into a war, and which might fuel a general 
Muslim rage against the West? Reasonable people can dis- 
agree. Mr Bush (with The Economist) has taken the view that 
an absolute dictator like Saddam Hussein must not acquire the 
means to destroy hundreds of thousands of lives. But even 


those who do not accept this case for war should be willing to 
help Iraq create the post-war democracy that Mr Bush says it is 
capable of. Russia's foreign minister, Igor Ivanov, said this 
week that he was concerned about America's plans to *im- 
pose democratic values upon entire peoples by force". Mr 
Ivanov should consult a dictionary. Democracy is not some- 
thing that can be imposed. A post-war Iraq may well resist it 
(see page 27). But embedding liberal democracy in the Arab 
world is the best answer the world has to al-Qaeda and its sort, 
just as it was the best answer to the communists and their sort. 
Mr Bush should be held to this ambition, not mocked for it. = 





Terrorism and civil liberties 


Heading in the wrong direction 


The Bush administration is making a dangerous hash of its terrorism laws 


N 1962 the apartheid regime in 

South Africa, no respecter of 
civil liberties, picked up a sus- 
pected terrorist leader who had 
just returned from training in 
bomb-making and guerrilla 
warfare in Ethiopia. It marked 
the start of 27 years in jail, but 
Nelson Mandela was given access to lawyers and his prosecu- 
tors had to follow rules of due process. Last year, the world’s 
foremost democracy, the United States, detained one of its 
own Citizens, Jose Padilla, at Chicago airport as a witness to a 
grand-jury probe and then categorised the so-called dirty 
bomber as an “enemy combatant"—which, according to the 
government, gives it the right to hold him indefinitely, with no 
access to a lawyer and minimal judicial review. 

Though Mr Padilla is unlikely to become a Mandela, his 
treatment is but one cause for concern about the Bush admin- 
istration’s approach to civil liberties (see page 35). Of course, 
September 11th prompted America to reconsider the balance 
between liberty and security, and to favour the latter; Amer- 
ica’s freedoms seemed to have helped 19 hijackers to live and 
train in the country for up to two years. And given the relative 
lack of a legal structure to deal with terrorism, the American 
government has often had to think on its feet. Yet even allow- 
ing for all this, George Bush is heading in the wrong direction. 





The importance of due process 

If you accept, as most do, that the war on terrorism justifies 
wider powers of surveillance and detention, then two princi- 
ples still need to be applied. First, the government's new pow- 
ers should, where possible, be enacted in clearly-worded ter- 
rorism laws, passed by Congress. Second, wider powers 
should be balanced by wider review. Spies, now less con- 
strained, should be more answerable for their actions; sus- 
pects, deprived of their lawyers for longer periods, should 
eventually have more opportunity to present their case to a 
judge and, where possible, a jury; and the whole process 
should be subject to political and judicial review. 

Precisely the opposite has happened. Far from establishing 
new checks and balances, the government has moved repeat- 
edly to quash those that exist. It whistled one new terrorism 
law, the usa Patriot Act, through Congress soon after Septem- 


ber 11th; now a draconian new “Patriot II” may be pushed 
through during a war with Iraq. But the government has also 
claimed new powers by executive fiat, citing precedent from 
tangentially related cases. Mr Padilla’s strange status is justi- 
fied by an obscure second world war ruling, putting him in a 
legal limbo similar to that of the “enemy combatants” in 
Guantanamo Bay. In practice, the government's main legal de- 
fence has been delay: it could take ages for the challenges to its 
behaviour to reach the Supreme Court. 

The irony is that, particularly when it comes to surveil- 
lance, there is a good case for stronger powers. Despite fiddling 
with the FB1, America lacks a proper domestic intelligence- 
gathering service equivalent to Britain's M15. Similarly, many 
of the ideas that so exercise American civil libertarians—such 
as the notion of government agents snooping on places of 
worship—seem reasonable precautions. But Mr Bush could 
make his case much more easily if he could also show that the 
use of these new snooping powers was itself being watched, 
and questioned, by judges and politicians. 

The most disturbing aspect of America's approach comes 
once terrorist suspects have been arrested. Again, proper terro- 
rism laws should allow a government to treat such people dif- 
ferently from normal criminals, as they are potentially more 
dangerous than humdrum law-breakers. But the differences 
should be of degree. By all means hold a terrorist suspect lon- 
ger before he has access to a lawyer or before specific charges 
need to be made; but let the lawyer appear in due course. As 
for claims to be able to hold people indefinitely, powers like 
these smack of third-world dictatorship. 

This week, John Ashcroft, Mr Bush's attorney-general, 
boasted that the government's tougher methods are yielding 
results. Recent arrests strengthen his argument. But would his 
immediate anti-terrorism battles have been so much less effec- 
tive if he had paid more attention to the basic rules of due pro- 
cess? The public-relations cost has been frightful—particularly 
among groups such as immigrants and Muslims, whose help 
is most needed in battling terrorism. 

Achieving a balance between security and liberty was 
never going to be easy. “For a vast and free nation, there is no 
such thing as perfect security,” Mr Bush reflected last week. 
But America has jumped too far in one direction. A reassess- 
ment is called for, if it wants to avoid rude comparisons with 
South Africa four decades since. m 





Insurance 


A heavy hand looming 


Europe's troubled insurers need more sensible regulation 


IGHT Europe's insurers go 

the way of Japan's? Japa- 
nese insurance companies have 
been in near-perpetual crisis, 
with many bankruptcies, for 
over a decade. Their main error 
was to promise too much to life- 
insurance policyholders. The 
state of European insurers is eerily similar to the Japanese in 
the early 1990s. Indeed, those who wonder if any big bank 
might go bust in today's lacklustre global economy are looking 
in the wrong place: it is more likely to be an insurer that goes 
under. Life insurers in particular, notably in Germany, Britain 
and Switzerland, are at risk, because their investments have 





been badly hit by falling stockmarkets. Regulators have of- 


fered some relief by relaxing rules on pay-outs and solvency— 
but not enough to avert the danger of following Japan. 


Don't blame the sheriff 

European insurers argue that one cause of their problems is 
the messy patchwork of European regulation and inappropri- 
ate domestic supervision. Despite a series of directives to har- 
monise the rules, they still diverge considerably. Brussels de- 
termines minimum requirements for the solvency of both life 
and non-life insurers, but each country adds its own rules on 
top. Britain's regulator has a resilience measure that stress- 
tests investment portfolios for falls in equity markets. The 
French have their own Gallic version of such a test. 

Yet itis too easy to blame regulators for insurers' problems. 
European insurers are themselves at fault for their biggest fail- 
ings: mispricing of underwriting risks and the poor perfor- 
mance of their investments (see pages 63-65). The purpose of 


regulation should not be to make insurers choose risks more 
carefully or invest more prudently. Rather, the case for regulat- 
ing insurers is to protect policyholders, who are not well 
placed to judge the security of a life insurer, say, and who may 
also be obliged by law to buy certain types of cover. 

When American insurers got into trouble two decades ago, 
regulators imposed rules that circumscribed their investment 
unnecessarily. They discouraged investment in equities, for 
example, by forcing insurers to put up more capital against 
their risks. As a result insurers park most assets in “safe” invest- 
ments, largely bonds. That has helped recently; but in the lon- 
ger run safety implies lower returns, so policyholders end up 
paying more for their insurance. 

The Europeans, who are reconsidering their own regula- 
tions, should avoid copying America by interfering too much 
in the day-to-day decisions of insurance companies. They cer- 
tainly need to rethink rules on solvency, possibly adding a 
component that better reflects long-term investment risk. But 
their most important role should be to create a safety-net for 
insurers that get into trouble. Regulators should be ready to in- 
tervene sooner in the management of a troubled company to 
restore its finances. And in extremis a “policyholder guarantee 


fund" should be able to take control. The German life-insur- 


ance industry has such a system; others should copy. 

New regulation cannot and should not shield insurers from 
all troubles. Regulators could not have prevented the collapse 
of Independent Insurance in Britain, say; nor are they to blame 
for the tribulations of Gerling, Swiss Life, Zurich Financial Ser- 
vices, Royal & Sun Alliance and Scor. But if chronic sickness 
can be avoided for the entire industry, some European insur- 
ers will thrive, many will merge and a few will die. And all will 
have learned a useful, albeit painfullesson. m 





India 


Fazed by the ballot box 


all 


The ruling wey is keeping too close an eye on forthcoming elections 


NDIA is justly proud to be 
known as the world's largest 
* democracy. Democracy's critics 
| however-for instance, in even- 
. larger China—can seldom resist 
f dwelling on the system's flaws, 
^ in particular a tendency for de- 
| mocracies to duck hard deci- 
sions, especially at election time. Totalitarian states like China, 
as we report on page 34, are not particularly good at tackling 
awkward problems either. But it is still disappointing to see 
that, with an election at most 18 months away, India's ruling 
party seems to have lapsed into do-nothing mode where the 
economy is concerned, while at the same time stoking the fires 
of religious hatred for the worst of political ends. 








India's latest budget, presented to parliament on February 
28th, did have some virtues (see page 31). It contained plenty to 
make the middle classes happy, including cuts in the overly- 
high levels of duty levied on imported liquor and cars, as well 
as, more usefully, on information-technology products. These 
reforms, though, were plainly political, aimed at the prosper- 
ous voters of the Bharatiya Janata Party (BJ) and offering little 
to the lower castes, who tend to vote for the opposition. Other 
market-oriented reforms, such as a cut in the unreasonably 
high subsidy on fertiliser, looked more a sop to the govern- 
ment's critics, and many doubt that the unpopular measure 
will ever obtain parliamentary approval. More important, 
however, is what the budget does not do. 

The first thing that the budget does not do is take a neces- 
sary axe to India's jungle of tax breaks, dodges, exemptions ! 





tailed report on how to do this from Vijay Kelkar, one of his se- 
nior advisers, the finance minister, Jaswant Singh, praised the 
result and then ignored it in its entirety. For a man presenting 
his first budget, it was not an inspiring display of reformist 
. zeal. The second thing it does not do is tackle India's most seri- 
ous structural problem: its galloping budget deficit, now 
_ tipped to run as high as 11% of Gpp, one of the highest figures 
-for any major economy in the world. The Bj» has balked at tax 
- rises, and has displayed little appetite for spending cuts. (The 
_ government, it is true, projects a small decrease in the deficit 
_ this year, but even if this happens, it will not be enough.) Inter- 
.. est payments on the government's stock of debt already con- 
- sume a quarter of the budget, making a reduction imperative, 
- buthard and getting harder. With an economy still growing at 
over 4%, and record foreign-exchange reserves, this would 
- have been, but for the election, an opportune moment for a 
_ Spot of serious belt-tightening. Yet there is every prospect that 
_ there will be another election-mesmerised budget in a year's 
_ time, before voting actually takes place. 

‘But the Bje's tendency towards irresponsibility on the 
nomic front pales into insignificance faced with its readi- 















tish universities 


ELL hath no fury like a par- 
ent who has struggled to 
get its child decent schooling 
only to be faced with a govern- 
ment policy specifically de- 
signed to award the child's uni- 
versity place to somebody else. 
That's why affirmative action 
dto a decade of rioting in India in the 1980s; why after years 
_of argument California abandoned it in 1996; and why Amer- 
_ica’s Supreme Court may rule it unconstitutional next month. 
_ Now the British government is putting its finger into the fire. 
|... What caste is to India and race is to America, class is to Brit- 
_ ain. The government is concerned that, while 48% of the chil- 
_ dren of the top three social classes go to university, only 18% of 
_ the offspring of the bottom three do. In order to try to change 
à this, itis giving universities a “postcode premium" on its grants 
_ of 5% (rising to 20% next year) for each student from a poor 
. area, and earlier this year it announced plans to set up an “ac- 
_ cess regulator" to ensure that universities admit plenty of un- 
- derprivileged children. On March 3rd, Margaret Hodge, the 
_ minister for higher education, said that the government was 
- planning to set a national target for the proportion of working- 
' lass children which universities should admit. Universities 
already have individual targets (called "benchmarks"); never- 
theless, Ms Hodge was swiftly slapped down by her boss, the 
ducation secretary, for this is a sensitive issue. Newspaper 
lumnists mostly fall into the class of cross parents, so noth- 
ing, aside from war, is generating so much noise right now. 

' There are two reasons for trying to get universities to take 
more poor youngsters, one good, one bad. The bad reason— 
which Ms Hodge's enthusiasm for quotas gestures towards—is 













and twists. Having gone to othe ttouble. of i commissioning a ade- 





ness to play the Hindu card. This was most on show last De- 


cember in the state of Gujarat, the scene, nine months earlier, 
of a dreadful massacre in which 2,000 people died in reprisals 
after a group of Hindus were allegedly murdered by a Muslim 
mob on their way home by train. Despite evidence that his ad- 
ministration had done nothing to prevent, and may actually 
have instigated, some of the violence, Gujarat's chief minister, 
Narendra Modi, called an early election and won. Far from 
treating him as an embarrassment, the BjP's leadership tried to 
capitalise on Mr Modi's standing among the hardline element 
of its support, fielding him as a campaigner in another state 
election last week, though mercifully without much success. 

The saffron vote is actively being courted again, as the gov- 
ernment’s petition to allow Hindus to begin construction of a 
temple atthe contentious site of Ayodhya was heard by the Su- 
preme Courtthis week. Few actions could be better calculated 
to provoke religious violence. The Hindus whose deaths 
prompted the Gujarat mayhem were returning from Ayodhya, 
and the destruction in 1992 of a mosque there led to some of 
the worst rioting India has seen since Partition. Playing with 
such an issue is folly of immense magnitude. But then again, it 
might win a few votes. && 








\ffirmative action, negative reaction 


e wrong way to go about getting more poor youngsters into universities 


to find a quick fix for deeper social problems. Discriminating 
against clever, rich students to give thicker, poorer ones a 
leg-up is unfair and likely to damage higher education without 
improving society. 

The good reason is to try to get more bright people to uni- 
versity. It seems quite likely that some clever, poor children 
are not getting as good a higher education as they should. Bris- 
tol, the university at the centre of the storm, says that, in their 
final exam, state-school pupils tend to outperform private- 
school pupils with equivalent a levels, which suggests that 
thicker private-school pupils are getting through the admis- 
sions system. It would not be surprising. A levels were never a 
brilliant method for screening people, and grade inflation has 
made them worse, because too many pupils now get excellent 
results. This year Bristol got 500 applications from pupils with 
straight As for the 47 places in its English department. 


Don't shoot the universities 

If the government's aim is to find out which children are 
clever, and which have been crammed, then setting up quotas 
or discriminating against people on the basis of their postcode 
is not the way to go about it. A better screening system is 
needed (see page 54). 

But this is not the real answer to the problem of poor pupils’ 
underperformance. Low working-class participation in 
higher education is not, primarily, the universities’ fault. They 
have become the scapegoat for state schools’ failings. But sort- 
ing out schools is not something that can be done quickly. 
Starting in the anti-elitist 1960s it took two decades to get rid of 
a selective secondary system which, despite its faults, gave 
poor, clever children a real chance. It will take longer than that 
to rebuild one. @ 
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How do you put the unreachable 
within reach? 
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Combine tenacity with the skill to bring people together, and you achieve what others said could never be done. In a 
historic partnership with Russia, Kazakhstan and others, we built a pipeline spanning the vast Caspian region. Today, 


the Caspian Pipeline is transforming one of the world’s largest oil reserves into energy and opportunity for everyone. 
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Var won't work 


R - Too often itis assumed 

_ that waging war on Iraq will 

be a magic balm that will 
- make everything fair and just 
. for the Iraqi people, and safe 
- for the region (“Why war 
|». would be justified", February 
- 22nd). However, without a 
- properly thought-out policy 
t governing Iraq afterwards, 
it may just exchange one set of 
problems for another. If 
merica is serious about ob- 
ining a fair and just govern- 
ent for Iraq it should look 
_ for home-grown solutions. If 
. Iraqis a threat to countries in 
e region then America ought 
_ to find solutions that they wel- 

come. If America is truly 
evolent and wishes to 
ake the world a safer place, 
en it should have no pro- 
m gathering worldwide 
port. As it is, America is 
ving to bully and bribe 
g's neighbours and mem- 
of the UN Security Coun- 
into co-operation. 
The world does not need 
ore unilateral military solu- 
ns; it needs intelligent solu- 
ons that minimise the use of 
olence and command re- 
t and support. War should 
Xt be waged because simple 
id quick alternatives are not 
vailable. This war has folly 
ritten all over it. 






























SIR - Your support for invad- 

g Iraq relies heavily on the 

_ demonisation of Saddam 

_ Hussein. This responds nicely 

_ to Anglo-American rhetoric 

_ but ignores the harm that 

_ other Iraqis will suffer as a re- 

. sult. Removing Saddam from 

wer would be a godsend 

-but war is too blunt an instru- 

ment for the task. If un- 

- leashed, we can expect the 

_ American military to follow 

- the Powell doctrine of em- 

oying overwhelmingly de- 

tructive force while mini- 

ng the risk to American 

tary personnel. This trans- 

into the maximum use of 

)ombs, missiles and other 

non-discriminatin g munitions 

yut the likelihood of getting 

_ the leader is small. Given that 
Saddam’ s only rational strat- 



















~ egy will be urban defence, we 


should expect the war to re- 
sult in massive overkill and 
unwarranted damage. Under 
present circumstances, this is 
unacceptable. 

It is time for a rethink. 
More than two alternatives— 
war and the current inspec- 
tion regime—exist for dealing 
with this relatively minor but 
vexing problem. An over- 
whelming UN military pres- 
ence in Iraq is one that 
deserves robust discussion at 
the Security Council. 

STEVEN HILLYARD 
Carmel, California 


Japan's war record 


SIR - You say of Japan that “In 


the Gulf war, it did nothing” 


(“We'll help, but um...ah...", 
February 15th). In fact, Japan 
made various contributions in 
terms of transportation, medi- 
cine, equipment and finance. 
It also provided economic as- 
sistance to countries in the re- 
gion and co-operated with 


efforts to alleviate the suffer- 


ing of refugees and repair 
environmental damage. Ja- 
pan's government funded this 
support through a supplemen- 
tary budget; the Japanese peo- 
ple paid more tax to enable 
this contribution. 

After the war, the Japan 
Maritime Self-Defence Force 
was involved in mine-sweep- 
ing operations, dealing with 
mines where access and dis- 
posal was particularly diffi- 
cult. It is true that our 
involvement in terms of mili- 
tary operations has to be lim- 
ited. However, it is fair to say, 
and important to understand, 
that Japan has been making 
the utmost effort, within these 
limitations, to co-operate in 
tackling difficult issues in the 
international arena. 

KATSUHIKO OKU 
Japanese Embassy 
London 


America's uncertain role 


SIR - The “widening gulf of 
incomprehension" between | 


the American and European | i | 
public cannot be understood 


without reference to the 


| messy process of defining 


America's role (“How deep is 
the rift?", February 15th). As 
the only remaining super- 
power, it has lost its measure 
of how much power it should 
project in the world and finds 
it difficult to realise that it does 
not have nearly as much to 
prove as its present govern- 
ment seems to believe (the 
mighty efforts of which distort 
matters further). 

America's own public, in- 
sufficiently experienced, is 
made alarmed; friends abroad 
may hope patiently for even- 
tual maturation, or, like 
France, show irritation. And 
worse, others may reply with 
retaliatory thrusts of diverse 
method and potency, includ- 
ing terrorism. It simply does 
not help matters that America 
appears in need of someone 
to fight. 

The idea that the regime in 
Baghdad has common cause 
with al-Qaeda seems the pro- 
duct of a yearning for a bigger 
and better-located enemy to 
fight. Iraq's regime ought to be 
a matter for the world's still 
young institutions—at the UN 
and in the Hague. America 
does not contribute to their ef- 
fectiveness if its strident and 
inexpert voice risks divisive- 
ness and confusion at pre- 
cisely the wrong time. 

OLAF JOHAN OGLAND 
Old Lyme, Connecticut 


Helping out Moldova 


SIR - Moldova certainly faces 
some severe problems, as you 
starkly describe (“Outsiders 
aren't helping”, February 
15th). Moldova has seen the 
sharpest fall in Gp» of all the 
former-Soviet republics, since 
it was the most subsidised. 
But we have turned a corner. 
Our investment rating was re- 
cently upgraded and our econ- 
omy has grown for the past 
three years. 

As for the recent confer- 
ence in Lucerne, we heard no 
suggestion, official or unoffi- 
cial, that the European Union 
should run parts of Moldova's 
administration. The most im- 


-portant supportthe ry could . 
give in this situation is, as you 
say, to open its doors to Mol- 


dovan wine and other agri- 
cultural products (and why 
omit textiles?). 

LEONID ZEAMA 

Ministry of Finance 

Chisinau, Moldova 


Capital gains 


SIR - Your discussion of social 
capital focuses on how it 
might increase the wealth of 
an individual and a country 
but you neglect to mention 
that social capital is itself a 
form of wealth (Economics fo- 
cus, February 22nd). Our so- 
cial connections can help us in 
business but feelings of con- 
nection, and commensurate 
feelings of safety, comfort and 
support, are important com- 
ponents of quality of life. So- 
cial capital may or may not 
predict increases in GDP but it 
certainly predicts higher 
scores on subjective happi- 
ness and other quality-of-life 
indicators, such as longevity. 
TOM STAFFORD 

Sheffield 





Australian rules 


SIR - You suggest that bullying 
management may be causally 
linked to the freedom of the 
employee to move on and are 
sensibly non-committal about 
just how effective it is “When 
to terrorise the talent”, Febru- 
ary 22nd). However, you ig- 
nore cultural factors. Some 
years ago, I witnessed a Swiss 
manager cuff a bellboy at a 
swank new hotel in Australia. 
The bellboy instinctively 
decked him and was fired on 
the spot. The manager lasted 
only a few uncomfortable 
months longer. In this country 
such a reaction is generic in 
both office and changing 
room. It may explain why 
Australian sportsmen excel on 
the world stage but our man- 
agers do not. 

ROB FRASER 

Sydney a 





Senior Regulatory Economists 


We have two vacancies within our Competition and 
Trading Arrangements Division for senior managers with 
relevant skills and experience in regulatory economics 
and/or the energy industry. 


You will be working at the very heart of a leading edge 
organisation, on work that has a real impact on peoples 
everyday lives. 


As a Senior Regulatory Economist, you will lead projects on the 


London SW1 


* three to five years’ experience or knowledge of energy markets 
in the UK or overseas 

« three to five years’ experience or knowledge of project 
management and working to ight deadlines 

* proven management skills 


What we offer you 


s salary between £36,800 - £57,700, dependent on 
qualifications and experience, plus non-contributory pension 
30 days annual leave, after two years 





operation and development of wholesale electricity markets and 


haie » ; excellent training and development opportunities 
related trading arrangement rules, 


flexible working hours and family friendly policies 
subsidised gym and restaurant 

interest free season ticket loan, and 

an excellent working environment 


You will be a promoter of change, overcoming barriers and 
developing proposals that will make the market more effective 
and deliver greater choice and value to customers through greater 
competition. You will also act as the voice of the regulator with fer an application pack, please contact our response handing line on 
stakeholders from customer groups to government departments 01206 246013 or email intoipeteriockyer co uk quoting reference OGBO 
and contribute to the ongoing development of policies. The closing date for despatch of applications 

not be accepted or read. Further information can be found on our website 
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Key requirements 
e first degree in Economics or related discipline (e.g. Law) 
* three to five years’ experience in regulatory ———— 
economics and/or developing and applying policy in 
a commercial or public sector environment 
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Tourist Board 
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Substantial six figure 
package + benefits 


Chief Executive 
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With major resources now being provided by the Mayor to promote London as a global visitor attraction, the potential of an Olympic 
bid, and a new remit to promote London to residents, the role of Chief Executive at London Tourist Board (LTB) is being expanded to 
become one of the world's most high profile visitor, leisure and entertainment appointments. With the passion and presence to enhance 
and transform London's reputation, the Chief Executive will have a fundamental impact on the economic success of the city. 


THE ROLE THE QUALIFICATIONS 

WE Responsible to the Mayor and Chairman of LTB for — WI Accomplished and inspirational leader with proven success in 
strengthening London's position as one of the world's pre- promoting a high profile location/event or launching a major new 
eminent tourist destinations, to both visitors from abroad and brand/enterprise. Must be a zealous advocate of London, 
within the UK. Develop a new role of promoting London's 
visitor and leisure attractions to residents. 


Devise and implement an innovative promotional strategy to 
maximise London's profile and reputation. Develop close and 
effective relationships with a diverse range of partners. 
Oversee and implement the Mayor's vision of a greatly 
expanded visitor agency in London. To consolidate these into 
a new Visit London agency. 


Campaign champion with a broad contact base in the public 
and private sectors, including government and media. 
Experience of interfacing with multiple stakeholders, 


Actively encourage private sector funding of initiatives. Build an 
impassioned, pro-active team to leverage the wealth of culture, 
heritage and diversity London can offer the visitor. 


Tek «44 (0) 161 499 6700 

Email: ManchesterdpSpencerStuart.com 

For information and advice on managing 
your career visit www.spencerstuart.com 


treten 
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Outstanding networking, communication and negotiation 
skills. Inspirational champion with contagious enthusiasm. 
Natural presence with immediate persona! credibility. 

HAEATA AEE EERE AERES TEETE EERE EEEE EEEE EERTE 

Please reply with full details to: 

Spencer Stuart, Ref. 32531-001, 

Adlington Court, Greencourts Business Park, 

333 Styal Road, Manchester M22 SLG 


Poneto 









Association of Commonwealth Universities 


WWW. acu. ac uk 


Secretary General 


The Association of Commonwealth Universities (ACU) seeks to appoint a Secretary General, to succeed Professor Michael 

Gibbons, who retires on 31 July 2004. The ACU represents 500 universities in 36 countries; it is the oldest international association 

of universities in the world, having been founded in 1913, The ACU serves its members by advancing international co-operation : 
and understanding in higher education, and by providing a broad range of services and facilities. Key activities include: provision of - 
research and information services related to a broad range of higher education issues; networking and development facilities for staff : 
in member institutions; the highlighting of issues such as gender equity and HIV/AIDS; administration of scholarships; advertising 

and recruitment; policy research and benchmarking. The new Secretary General will lead the ongoing transformation of the ACU, 
raising both its profile and the level of its services to its members and a growing range of other clients. This transformation will also 
involve a shift from subscription revenue towards fee-for-service income, as the basis of the ACU» financial position. 






The Secretary General of the ACU has both representative and managerial responsibilities. The Secretary General is the ACU” 
ambassador, giving a lead in its relations with member institutions, governments, NGOs and partner organisations all over the 
world. As the ACU continues to evolve and diversify the role also requires a communicative and inspiring leader of the 
organisation s secretariat. The successful applicant for this role will combine an understanding of higher education, and credibility in 
dealings with its leaders, with experience of both developed and developing countries across the Commonwealth. Financial acumen 
and proven fund-raising ability are also requisite. 


| | a Further particulars of the post are available from Heidrick & Struggles. Please write, in confidence, with a comprehensive CV 
| and remuneration details quoting ref: 22134/ACU to Claire Lane, Practice Administrator, Heidrick & Struggles International, 
2 3 Burlington Gardens, London W1S 3EP. Email: clane@heidrick.com 


Closing date for receipt of applications is 28 March 2003. 


HEIDRICK & STRUGGLES 


OFFICES IN PRINCIPAL CITIES OF THE WORLD 





To meet the growing demand for upcoming projects in South East Asia GTZ is seeking 


Senior Project Managers / Senior Consultants 


(long-term and short-term assignments) 
fr Health Projects 


Their task will be to provide cutting-edge consultancy services for 





* Health Sector Reform and Decentralisation * Family Medicine 
me e Public Health e Sexual and Reproductive Health 
E a * Health Financing and * Health Facility Management 
. — *Health insurance Systems * Health Education and Promotion 
o * Community Health Development Planning and Training * Health Information Systems Management 





Qualifications: University degree in medicine and an advanced degree for relevant subjects (PhD for 
Team Leader); good command of English; minimum 10 years of work experience, 5 pen in Asian countries; 
extensive experience in implementing projects for international donors (EU, ÁDB or World Bank) and/or 
bilateral development agencies; excellent management and communication skills, 


GTZ Intemational Services operates globally on behalf of the German Government as well as other 
governments and international donors, assisting and advising on the implementation of tech- 
nical assistance projects in transition and developing countries. 


Applications: Please submit your online application to 

h Bvrwww gtz de/international-servicos jobs-and-tenders 

and select either the service sector „health” or the region „ASIA” 
Deutsche Gesellschaft für Technische Zusammenarbeit (GTZ) GmbH 
GTZ International Services | 
Judith Raab. 
Human Resources Unit 


P.O. Box 5180,65726 Eschborn, Germany 


www. gtz.de 
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VACANCY ANNOUNCEMENT 
EXECUTIVE DIRECTOR 


The Regional AIDS Training Network (RATN) was founded in 1997 as a 
project of the University of Nairobi and University of Manitoba. The goal 
of RATN is to provide through its member institutions skills-training, 
upgrading, extension services and technical assistance to health and 
allied workers in the region. Coordinated by a Secretariat based in 
Nairobi, RATN has grown into a network of twenty training institutions 
based in seven countries in the region. 








RATN has recently constituted an independent Board of Directors and 
General Council to govern its future activities. The next step is to transfer 
the day-to-day operational management from the founding universities to 
an Executive Director who will be directly accountable to the Board of 
Directors. 


This will be an internationally-hired and salaried position, requring a 
senior manager who combines a broad knowledge of current HIV/AIDS 
issues with demonstrated experience and skill in project management and 
administration, fund-raising, organisational development and strategic 
planning. 


The successful candidate's duties will include programme implemention; 
liasing and reporting to donors; strategic planning, proposal-writing and 
soliciting additional donor funding; supervision of budget-planning, 
financial reporting, and audits; reporting to the Board of Directors and 
General Council; supervising the Management Team and Secretariat staff; 
engaging and supervising consultants and contractors, travelling in the 
region and internationally to market the Network and represent RATN at 
international conferences, seminars and workshops. 


Qualifications required 

A University degree at Masters level or higher in health, business 
administration, education, international development or social sciences 
combined with a demonstrated knowledge of HIV/AIDS issues in the 

|. region. At least ten years experience, which would include some or all of 

| project management in Africa, human resource management, financial 

management, experience working with NGOs, demonstrated fund-raising 

achievements, strategic planning, proposal-writing, program design and 
implementation, and monitoring/evaluation. 


Skills required include up-to-date computer literacy, writing skills, public 
speaking and presentation skills, and ^ demonstrated leadership 
[y capabilities. English mastery is essential, and knowledge of Prench or 

Portuguese would be advantageous. 


Please submit a comprehensive CV in English with a supporting cover 
letter, including the names of three referees (preferably one should be your 
current or previous employer), as well as salary expectations and 
] availability. Applications should be sent by mail or email to the following 

address, and be clearly marked Application for Executive Director 
Position: 


The Chairman of the Board 

c/o The Co-Director 

Regional AIDS Training Network 
P.O. Box 16035 00100 GPO 
Nairobi, Kenya 


Email: lgelmonG ratn.org 
Closing date: APRIL 30, 2003 


RATN is an equal opportunities employer. Preference will be given to 
qualified applicants from the region. 


We will respond only to short-listed candidates for the interview, and 
will communicate the venue of the interview to short-listed candidates 
only. For more information about RATN and details about our 
programme, visit our website at www.ratn.org. 


fA 
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EUROPEAN CENTRAL BANK 





The European Central Bank (ECB), established in Frankfurt am Ma 
| June 1998, is seeking to fill the vacancy detailed below in the Extet 
Developments Division of the Directorate Economic Developments © 
the Directorate General Economics. ie 
The ECB has its own terms and conditions of employment, include 
a competitive salary structure, retirement plan, health insurance. an 
relocation benefits. | 


ECONOMIST 
(Ref.: ECB/074/03/1/ECO) 

















































Function 
Applications are sought for the position of Economist in the Glob: 
Economy Unit of the External Developments Division in the Director 
Economic Developments of the Directorate General Economics: Tt 
main tasks of the unit are the monitoring, analysis and forecasting b 
of world economic development and of economic and financial de 
lopments in major non-EU countries as well as the analysis and : 
of global macroeconomic issues with a view to their potential i imp 

on the euro area. | 


The successful candidate will perform a wide range of tasks related: 
global economy issues. These tasks include: (i) regular briefing, mon 
toring and forecasting; (ii) the preparation of background documem 
for international meetings; and (iii) contributions to the design, ini 
mentation and follow-up of analytical and empirical studies on glo 
economy issues of relevance to the euro area. 





Qualifications and experience 
* Advanced university degree in economics or proven ability to | 
perform the tasks commensurate with such a formal academic 
lification. A Ph.D. and a research and publication record in appl 
international economies would be considered an advantage. 
* Experience in the unit's fields of responsibility, including: dis 
experience of preparing policy-related briefing material. . 
* Appropriate analytical skills for EOD studies and pre 
policy papers. 
* Sound knowledge of econometric and statistical tools. ang | 
experience in macroeconomic forecasting. | 
* Initiative and the ability to work in a team, a strong commitmer 
high-quality standards and adaptability to variable workloads, € 
pled with the ability to work to tight deadlines. 
* Very good command of English with proven drafting ability: A: wi 
king knowledge of at least one other official Community languag 
required. | 


Applications 
Applications should be submitted in English and include a coverin 
letter, curriculum vitae and a recent photograph together wit 
references confirming the required experience and skills. They shoul 
be addressed, quoting the reference number, to the European Centr; 
Bank, Recruitment and Staff Development Division, Postfach 16 | 
19, 60066 Frankfurt am Main, Germany and should reach the | 2 
no later than 28 March 2003. : 


Candidates must be nationals of a Member State of the European l 
or of one of the following EU acceding countries: Cyprus, the € 
Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Sloy 
Slovakia. " 


Applications will be treated in the strictest confidence and will 
returned. : 

This vacancy has also been posted on the ECB's website at w) 
To meet the deadline, a copy may be sent by fax to +49 69/ 13 
by e-mail to recruitment@ecb.int. However, a signed applica 
still be sent by post. zu 








Colorado School of Mines 





«D United Nations Office for Project Services 







The United Nations Office for Project Services on behalf of the 
Global Environment Facility (GEP) of the United Nations 
Development Programme and the World Bank seeks qualified 

candidates for the position of: 



















Executive Director 
Colorado Energy Research Institute (CERD 
based in Golden Colorado, USA 

















PROJECT MANAGER 


“Reversal of Land and Water Degradation Trends In the Lake 
“Chad Basin Ecosystem: Establishment of Mechanisms for Land 
and Water Management 








The Colorado Energy Research Institute (CERD develops energy research and educational 
programs through the state of Colorado. The focus of the institute includes fossil, renewable and 
alternative egergy technologies as well as energy efficiency and conservation. The institute is based 
at the Colorado School of Mines (CSM), a state-funded, technical university with a mission 
focused on the engineering and science of natural resources and materials. 
















Position Summary 

Reporting to the Vice-President for Academic Affairs of CSM, the Executive Director will establish 
and lead the newly re-instituted CERI. Specific responsibilities will include: providing liaison with 
state officials to define Colorado energy questions and determine new research directions and 
funding sources: working with federal officials, including those at the National Renewable Energy 
Laboratory (NREL) in Golden, to create research and educational opportunities; developing ties 
and innovative joint research and educational collaborations with the private sector (petroleum and 
natural gas industry, traditional and renewable energy generation, energy technologies and energy 
distributors); communication with public officials at the State and Federal level on energy research 
in technology. economics, and policy; and distribution of educational material to the public. 






















"The long-term objective of the project is to achieve global 
environmental benefits through concerted management of the 
- naturally integrated land and water resources of the Lake Chad Basin. 
The primary output will be the formulation of a GEF supported 
Strategic Action Programme to address priority trans-boundary issues. 
ie Project Manager shall be responsible for the overall coordination 
Xf all aspects of the Project in general and in particular. 

























Qualifications and Experience Requirements 

The incumbent will have: an advanced university degree; strong management and communication 
skills; excellent State, Federal, and industry contacts in the area of energy: and a passion for the 
energy arena. Technical expertise is required in at least some portion of the broad field of energy. 
Academic experience as well as research management experience is preferred. 


Application deadline: 15 March 2003 

mated starting date: May 2003 

Pntràct Duration: l-year with possible extension for a total 

n of 4 years 

Duty station: N'djamena, Chad with travel within the 
g Project region (CAR, Chad, Niger, Nigeria, 

Sudan) as required. 















The initial contract for a two-year term is renewable. Salary will be negotiable. 


Interested candidates are invited to send their applications, including CV, cover letter, and names 
Of and contact information for references to Colorado School of Mines, Office of Human 
Resourves, Sesrch 803-311 120, 1500 Illinois Street, Golden, CO 80401, USA, or by email to 
Emplovment. Applications € is mines.edu. 













r further information and application details please visit our website Application deadline — April 11, 2003 


WWW.unops.org 





CSM is an EE/AA employer. CSM is committed to enhancing the diversity of its faculty and staff, 
and encourages applications from women, minorities, veterans, and people with disabilities. 
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IDRC 3& CRDI 


International Development Centre de recherches pour le 
Research Centre développement international 


Project Coordinator, Water Demand Management Forum (WDMF) 


International Development Research Centre (IDRC), Cairo, Egypt 
(Ref: ROM-08) 


The Intemational Development Research Centre {IDRC} is one of the leading institutions in the world 
concemed with generating and applying new knowledge to meet the challenges of international development. 
IDRC supports research in developing countries on key problem areas and builds international networks to 
Share and apply this knowledge. IDRC is a Canadian Crown Corporation, headquartered in Ottawa, with 
Regional Offices located in Africa, Asia and Latin America. 


The Water Demand Management Forum (WDMF) in the Middle East and North Africa (MENA) supports 
projects and activities to promote water demand management to a whole range of stakeholders in the MENA 
region. Its mission is to advance WDM practices in order to increase water and financial savings and reduce 
social and environmental drawbacks. 






TÉ: 


Kosovo Trust Md" 


ié European Union Pillar (EU Pillar) of the United Nations Mission in Kosovo is. the | 
'imary agent for economic change and restrueturing in the Province. Within the EU 
lar, the Kosovo Trust Agency (KTA) takes action to preserve or enhance the value, 
ability, and corporate governance of Socially and Publicly Owned enterprises. The 
wally Owned Enterprises Division of the KTA administers and takes the lead in the 
rivatisation of the approximately 400 Socially Owned Enterprises (SOEs) of a 
commercial and industrial nature on the terrítory of Kosovo. Some of the SOEs are 
commercially viable. Others have idle assets that need to be mobilized for the private 
ctor preferably by means of transparent tender. The Publicly Owned Enterprises 
ivision administers and oversees over 50 enterprises ranging from public utility 
providers to transport and telecommunications. 

































In this context the KTA is seeking mature professionals with the 
following profiles: 







The project coordinator's prime responsibilities will be to provide intellectual and professional leadership to 
the WDMF, promote the Forum's vision, mission and objectives through a whole range of activities, and raise 


Regional Enterprise Development Officer 


Transaction Officer 
The selection criteria and background for the positions are: 

|; Relevant advanced academic qualification in the respective professional area 
Self-starters motivated to excellence and wanting to contribute to the task of 
fostering peace and economic development 
Excellent speaking and writing ability in English. Experience of working in 
i Central and Eastern Europe or in the Balkans is an added advantage 
L Prior international experience, enabling candidates to provide the knowledge 
‘frameworks and transitional modalities in the respective job areas 
. Strong managerial and communication skills. Energetic, culturally sensitive and 

politically astute team player. Proven ability to operate independently and 
DORA with minimum Support xp d 






adequate resources to support these activities, among other duties. 
The successful candidate will have: 


+ A M.Sc.or Ph.D. degree in a relevant discipline; 

* Minimum of five years working experience in water management, with demonstrable understanding of WOM: 
* Outstanding research/publications record; 

* Proven management/administrative experience within à multi-disciplinary setting: 

* Experience in fund-raising and resource mobilization at national, regional and intemational leveis; 

* Demonstrable capability to interact regionally with researchers, policy-makers, water users, NGOs and donors: 
* Willingness to travel in the region and elsewhere: 

* Fluency in English and French, Arabic would be a strong asset. 

The salary will be commensurate with the incumbent's qualifications and experience, We offer a very 
competitive benefits package, and relocation assistance, if necessary, will also be provided. 


Résumés should be sent to Competition ROM-08, no later than March 30, 2003, by e-mail to: 
competitions &idrc.ca, or by fax to (613) 238-7230. Mailed applications should be sent to: 
Human Resources, IDRC, P.O. Box 8500, Ottawa, Ontario K1G 3H9. 


For more information on IDRC and the position visit its website (hitp;iwwwi idtc.ca/careers) 


IDRC IS COMMITTED TO EMPLOYMENT EQUITY AND ENCOURAGES APPLICATIONS FROM QUALIFIED 
WOMEN, MEN, VISIBLE MINORITIES, ABORIGINAL PEOPLES AND PERSONS WITH DISABILITIES, 


We thank alf applicants lor their interest and will contact those candidates whose Can dà 
skills and experience best match the requirements of the positon. a a 
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living conditions Mlowanch i is offered for all posts. 
and cover letter in English are to be submitted to eupillar-recr y 

osing date for applications is March 31, 2003. Applicants must be nationals of a (EU 
imber state or CARDS (PHARE, OBNOVA) countries. Nationals of candidate 
atries for accession to EU are also eligible.Only candidates selected for interview 
be contacted. The UNMIK EU Pilar is an equal opportunity employer and 
eourages application from female candidates. 


tailed job descriptions and election criteria for all vacancies are found at 





















Executive Focus 


www.undp.org/jobs 
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With a world of development It's time to take sides. 


experience, we're on the : = 
| Put your ideas and expertise to work. 


At the United Nations Millennium Summit, the world's leaders pledged to cut poverty in half by 2015. 

To support progress toward that goal, the UN's development organization, UNDP, uses its global network to 
where it counts. We want connect countries to expertise and resources from around the globe. Our wide range of partners includes 
governments, civil society, the private sector and other multilateral organizations. Now we arc recruiting to 
augment our own team of expert practitioners — individuals who can seek out, develop and promote innovative 
solutions to long-standing problems. People who can communicate across cultures and all strata of society. 


ground in 166 countries, 


making a difference 


you to work with us. 


People who have practical experience in one or more of the following areas: 


Democratic Governance (Afghanistan, Timor Leste, Vietnam and various other locations) 
Crisis Prevention and Recovery ( Various locations) 

Poverty Reduction ( Various locations) 

Energy and Environment ( Various locations) 

Information and Communications Technology ( Various locations) 





For more information and to apply, please visit 
our Web site at www.undp.org/jobs. 

We especially encourage women to apply and ^ 
value geographical diversity in our workforce. In addition, we have career tracks and project opportunities for people with outstanding management skills. 





AUDITOR GENERAU'S OFFICE OF KOSOVO 


AUDITOR GENERAL UNMIK 
DEPUTY AUDITOR GENERAL ze 


(Two posts) Institutional Development and Capacity Building 





EUROPEAN UNION 


The European Union Pillar of the United Nations Mission in Kosovo (UNMIK) is the primary agent for economic change and 
restructuring in the Province and has recently been tasked with the establishment of the Auditor General's Office. 


We are currently seeking to appoint a person/s to lead the establishment and development of this important new institution, as Auditor 
General and/or Deputy Auditor General. The ideal candidate/s will be an individual interested in, and capable of, implementing 
European and internationally accepted public sector auditing principles in a transitional socio-political landscape. The Auditor " 
General will be responsible for managing all operations and activities, financial, administrative and technical of the Audit Office of : 
Kosovo. 


The scope of work for this position/s includes, but is not limited to, the following: 


BE Institutional establishment, development and capacity building including the rapid development of a Supreme Audit 
Institution within Kosovo and the formulation of institutional and departmental policies, procedures and code of conduct 


Bi Responsibility to produce and maintain in writing Kosovar Public Sector Auditing Manuals /Guidelines in compliance 
with International and European standards 


B Management and leadership of audit activity, including the preparation of an annual audit plan, fulfilling legal 4 
reporting requirements and preparing guidance to key stakeholders on accounting and financial reporting issues 


The successful applicant will have a university degree, professional qualifications in a relevant discipline and a strong background in 
public sector auditing, preferably in a supreme Auditing institution within the EU. 


We are seeking a commitment for an initial term of three years, noting that EU contracts run until the end of the calendar year, and 
are subject to renewal pending mutual agreement and length of the mandate of the organisation. 


An internationally competitive compensation package, inclusive of a local living conditions allowance, is offered for the posts. 


CV and cover letter in English is to be submitted to eupillar-recruitment@eumik.org. Closing date for applications is 31 March 
2003. Applicants must be nationals of a EU member state or CARDS (PHARE, OBNOVA) countries and citizens of the candidate 
countries for accession to the European Union. Only candidates selected for interview will be contacted. 


The UNMIK EU Pillar is an equal opportunity employer and encourages application from female candidates. il 
Detailed job description and selection criteria for the vacancies are found at www.euinkosovo.org 
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We are fluent in the language of Leadership, 
Negotiations, Policy Reform and Management 


HARVARD'S JOHN F. KENNEDY SCHOOL OF GOVERNMENT IS PLEASED TO ANNOUNCE EXECUTIVE PROGRAMS 
IN 2003 DESIGNED FOR AN INTERNATIONAL AUDIENCE OF POLICY MAKERS, ANALYSTS, AND SENIOR MANAGERS, 


leaders in Development: Managing 

Political and Economic Reform 

June 9-20, 2003 

Problem-solving, analytic and strategic skills needed to implement 
major political and economic reform and institutional change. 
Merilee $. Grindle and John W. Thomas, Faculty Co-Chairs 


The Art and Practice of Leadership Development 
April 25-May 2, 2003 

For senior level consultants, professional trainers, academics and 
practitioners of leadership education and training. Explores 
innovative approaches to leadership education through day-long 
teaching demonstrations/debriefs, small group work, experiential 
exercises and practice teaching sessions. 


Senior Managers in Government 

July 27-August 15, 2003 

For senior executives in the federal government and their 
private sector and international counterparts. Focuses on 
management of change, policy analysis, negotiation, leadership, 
strategy, and organizational management. 





infrastructure in a Market Economy 

July 13-25, 2003 

Focus on effective policies for implementing and regulating the 
private provision of infrastructure that is technically defensible, 
economically feasible, and politically acceptable. 

Jose A. bomez-lbanez and Henry Lee, Faculty Co-Chairs 


Justice and Reform: Promoting the Rule of Law 
May 10-23, 2003 

Policy makers from around the world will explore the rule of 
low and relationship with economic and social development. 


The Practice of Trade Policy: Economics, Negotiations, 
and Rules 

September 28-October 10, 2003 

Exposure to advanced concepts in international trade economics 
and institutional analysis with state-of-the-art fraining in 
negotiation, involving both developed and developing countries. 
Robert Lawrence, Faculty Chair 


Corruption Control and Organizational Integrity 
June 8-15, 2003 

Deepen your understanding of the circumstances that lead to 
corruption, explore a full range of intervention strategies, and 
design sustainable control systems. 


Strategic Public Sector Negotiation 

May 12-16, 2003 

For senior level executives in government and their 
international equivalents, and senior executives in private and 
nonprofit organizations with heavy government interface. 
Negotiating successful formal agreements and productive 
informal understandings. 

James Sebenius and Brian Mandell, Faculty Co-Chairs 


Financial Institutions for Private Enterprise 
Development 

August 31-Sept 12, 2003 

A practical guide to the financing of micro, small, and medium 
enterprises (MSMEs), including how to design appropriate 
financial instruments ond adopt market oriented management 
approaches, 

jay Rosengard, Faculty Chair 


For brochure and application, please contact: 
Enrollment Services 

Phone: (617) 496-0484, ext 293, 

E-mail: KSG_ Execkd@Harvard.edu 

Internet: http://www.execprog.org 
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The arrest of Khalid Sheikh Mohammed has reminded America of a more elusive 


enemy than the one in Baghdad 


HE timing was certainly felicitous. 

George Bush's critics have been whis- 
pering that Iraq is distracting his adminis- 
tration from its “war on terror”. Yet the cap- 
ture last weekend of Khalid Sheikh 
Mohammed, a much-sought al-Qaeda 
suspect, in Rawalpindi, Pakistan, showed 
that America's intelligence services have 
not abandoned that other war at all. Far 
from it; they and Pakistan have netted one 
of the biggest fish in the al-Qaeda sea. 

Mr Mohammed has a résumé that 
reads like a potted history of anti-Ameri- 
can Islamist terror. He has been linked to 
the World Trade Centre bombing of 1993 
that was orchestrated by his relative, 
Ramzi Yousef. Mr Mohammed and Mr 
Yousef are thought to have collaborated 
on the so-called Bojinka plot to bomb sev- 
eral airliners over the Pacific, which was 
discovered in 1995. He has also been impli- 
cated in the bombing of the American em- 
bassies in Kenya and Tanzania in 1998; the 
attack on the USS Cole in 2000; and the 
murder of Daniel Pearl, an American jour- 
nalist, last year. He has admitted his in- 
volvement in the September 11th atroc- 
ities, and, according to American officials, 
had been planning new attacks in Amer- 
ica. Mr Mohammed is the most senior al- 


Qaeda figure caught so far. 

His capture could prove useful in sev- 
eral ways. Mr Mohammed himself is now 
out of commission. His associates may 
judge that any plans he helped to hatch 
have been compromised. His personal ef- 
fects may lead investigators to other al- 
Qaeda leaders. Pakistan has handed him 
over to America, but where and by whom 
he is to be interrogated is unclear: America 
may choose to entrust the task to friendly 
regimes with fewer qualms about torture. 
If Mr Mohammed does talk, he may try to 
bamboozle his captors with disinforma- 
tion. But even his lies, when cross-checked 
with information from other prisoners, 
could help to sort truth from fiction. Be- 
cause al-Qaeda plots are known to have 
long gestation periods, even if he keeps 
shtum for months he could provide vital 
intelligence. Magnus Ranstorp, of the Uni- 
versity of St Andrews, points out that even 
finding out in general terms about the sort 
of tactics and targets al-Qaeda is consider- 
ing will be valuable. 

So the jubilation that the arrest induced 
in the White House may prove justified. 
Yet, as with the “war on terror" in general, 
this silver lining has an accompanying 
cloud. The arrest may speed up rather than 
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cancel planned attacks. Other al-Qaeda 
leaders, and an unknown number of foot- 
soldiers, remain at large. And, since the 
American-led campaign in Afghanistan, 
al-Oaeda has become an even more dif- 
fuse and amorphous enemy. 


The price of victory 

Ousting the Taliban and depriving al- 
Qaeda of its Afghan sanctuary was an im- 
portant victory for America. It seems likely 
that al-Qaeda expected, even wanted, an 
American strike on Afghanistan, and de- 
veloped what Brian Jenkins, a terrorism 
analyst at Rand, a think-tank, calls a “busi- 
ness-continuity plan" to safeguard its lead- 
ership and finances. But it may not have 
anticipated the ease and speed with which 
America prevailed. It will find it difficult to 
establish another similar base elsewhere, 
given America's leverage over functioning 
states and vigilance over failed ones. Al- 
Qaeda operatives who fled to Pakistan, 
Iran, Iraq and elsewhere now have to 
worry about preserving their own lives as 
well as taking other people's. 

Yet for all its successes, the Afghan cam- 
paign failed to neutralise some existing 
risks and may have created new ones. 
Most obviously, although several al- 
Qaeda leaders have been killed or cap- 
tured, Osama bin Laden and his right- 
hand man, Ayman al-Zawahiri, as well as 
Mullah Omar, the leader of the Taliban, 
are unaccounted for. (Mr Mohammed's 
capture may yet lead to theirs, just as previ- 
ous arrests are said to have led to his.) Find- 
ing or killing Mr bin Laden, who is gener- 
ally thought to be alive and hidingin either 
Pakistan or Afghanistan, could risk making 
him a martyr. But his elusiveness has bol- 
stered his reputation for cocking a mighty 
snook at America, and helped to make him 
a powerful totem of Islamist "resistance". 

Success is only partial, too, when it 
comes to the foot-soldiers. The cIa has es- 
timated that more than 3,000 al-Qaeda op- 
eratives or associates have been detained 
around the world since September 11th, 
though some have subsequently been re- 
leased. But because western governments 
can have only a hazy sense of their adver- 
sary's dimensions, as James Woolsey, à 
former head of the CIA, says, it is hard to 
tell if that represents “a huge dent, a mod- 
est dent, or something in between." Re- 
cruitment seems to have continued since 
September iith-though many curious 
radicals, disenchanted youths or brain- 
washed jailbirds are needed to make one 
Mohammed Atta, the lead hijacker. The 
disruption of al-Qaeda cells in Spain, 
France, Germany and Britain is both heart- 
ening (because it shows that intelligence 
about them is improving) and alarming 
(because it shows how well-established 
the network is in Europe). The FBI suspects 
there are several hundred Islamists in! 
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» America with links to al-Qaeda. 

The same goes for al-Qaeda's finances. 
Bank accounts have been frozen and shifty 
charities scrutinised; this week, America 
revealed thatit was seeking the extradition 
from Germany of two Yemenis accused of 
raising money for al-Qaeda, much of it in 
Brooklyn, New York. But the terrorists can 
still move cash around via the informal ha- 
wala system of banking, an old modus ope- 
randi that helps them to evade detection, 
as donew ones such as chat-rooms and en- 
crypted e-mails. And al-Qaeda's attacks— 
even September 11th—have not been all 
that expensive, especially for a terrorist 
organisation rich enough in the past to 
have sponsored states, rather than be 
sponsored by them. 

Increasingly, though, al-Qaeda should 
probably be regarded less as an organisa- 
tion than as a movement. (Mr Jenkins’s 
preferred term is “enterprise”.) It has a net- 
work of committees at its core, which in 
the past have co-ordinated major strikes. 
But thousands of jihadis who passed 
through the Afghan training camps have 
now dispersed across the globe, forming 
cells that can act autonomously. Al-Qaeda 
also has a range of relationships with 
other terrorist groups, to which, like a ven- 
ture capitalist, it sometimes offers finance 
and training. Several of these are in South- 
East Asia: American troops have been 
helping the Philippines fight an Islamist 
terrorist outfit, one of several there, which 
may have planted the bomb that exploded 
atan airport on the island of Mindanao on 
March 4th, killing at least 21 people. Other 
such groups exist in Kashmir, Algeria, the 
Horn of Africa and the Caucasus. 

One grave future risk is that these affili- 
ated groups will take on al-Qaeda's more 
grandiose goals. At the moment, they tend 
to be less well-trained and resourced than 
al-Qaeda itself, and so are less able to 
mount catastrophic attacks. So-called "tar- 
gethardening" at military and political 
sites in western countries may have en- 
couraged Mr bin Laden's own people to 
concentrate on softer economic targets and 
developing countries since September 
11th. The bombing of a synagogue in Tuni- 
sia last April, and the killing of a group of 
French engineers in Karachi last May, seem 
to fit this pattern. 

But that is no reason to feel reassured. 
Daniel Benjamin, of the Centre for Strate- 
gic and International Studies in Washing- 
ton, says that before September 2001 the 
bombing of the Sari night-club in Bali last 
October would itself have been consid- 
ered catastrophic. The FB1 estimates that, 
since September 11th, about 100 terrorist 
plots have been thwarted around the 
globe; because security services, for un- 
derstandable reasons, often intervene ear- 
lier rather than later when a plot is de- 
tected, it is often hard to know what was 
being plotted. Long intervals have gener- 
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ally elapsed between al-Qaeda’s bigger 
operations. So it is extremely unlikely that 
the risk of a symbolic attack with mass 
American casualties (or perhaps one in 
Britain, a country that al-Qaeda, despite its 
threats, has not yet directly targeted) has 
gone away. 

Where and what might it be? In the 
past, al-Oaeda has been both ingenious in 
its methods and persistent in its objectives: 
the ideas of using planes as weapons and 
destroying the World Trade Centre were 
nurtured for years. Given its successful use 
of it by land, sea and air, suicide is one 
technology it will probably deploy again: 
FBI agents have been learning about coun- 
tering such attacks from their Israeli coun- 
terparts. Surface-to-air missiles, of the kind 
used in the failed attempt to shoot down 
an Israeli airliner last year over Kenya, are 
plentifully available. 

Mr bin Laden is also known to regard 
the acquisition of weapons of mass de- 
struction as an act of piety, and al-Oaeda 
could well already have chemical and bio- 
logical capabilities. Robert Mueller, the 
FBI's director, recently conjured up an ar- 
ray of doomsday possibilities in testimony 
to the Senate, including the poisoning of 
water supplies. In contrast to almost all 
other terrorist groups, al-Qaeda seems not 
to be circumscribed by any self-imposed 
limits as to how many people it should kill. 


The strongest horse 

What difference will a war on Iraq make to 
the “war on terror”? Again, there is good 
news and bad news. "Iraq will be Exhibit 
A” in al-Qaeda’s recruitment campaign, 
says Mr Benjamin. Al-Qaeda cells or sym- 
pathisers may be activated by a taped mes- 
sage, attributed to Mr bin Laden and 
broadcast last month, in which he exhorts 
Muslims to rally to Iraq’s defence. (The 
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tape was the latest, albeit inconclusive, 
piece of evidence that Mr bin Laden is still 
alive. Some of his previous messages do 
seem to have provoked attacks.) Intention- 
ally orotherwise, a war may resultin some 
of Saddam Hussein's weapons of mass de- 
struction finding their way into al-Qaeda 
hands. It might make some useful Arab 
and Muslim countries less inclined to co- 
operate in the “war on terror". 

On the other hand, a swift and decisive 
campaign could undermine Mr bin 
Laden's belief, derived from America's 
abortive mission in Somalia in 1993 and its 
circumspect response to his own early op- 
erations, that America, like the Soviet Un- 
ion,is a weak and flaccid adversary. In one 
of the videos of Mr bin Laden, broadcast 
since September 11th, he observes that 
"When people see a strong horse and a 
weak horse, by nature, they will like the 
strong horse." A triumph in the Gulf could 
persuade existing and potential al-Qaeda 
recruits that America is the strongest 
horse, and that the tide of history is not 
against this steed after all. 

It may also result in a reduced Ameri- 
can military presence in Saudi Arabia—a 
presence that, violating the prophet Mo- 
hammed's injunction of only one religion 
in Arabia, helped to radicalise Mr bin 
Laden. But there are good reasons to be- 
lieve that political issues, such as the plight 
of the Palestinians and American support 
for the rulers of Saudi Arabia and Egypt, 
provide convenient propaganda for al- 
Qaeda and yet do not represent its ulti- 
mate motivation. According to this view, 
al-Qaeda's aims are as radical and unprec- 
edented as its methods: to unite the Mus- 
lim umma and destroy western civilisa- 
tion. If that is the case, Mr bin Laden and 
his confederates are bound to fail. But they 
can still do alot of damage trying. m 
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After the war is over 


CAIRO 


Iraq will need coaxing towards democracy. It will be a long haul 


wd iix nation of Iraq, with its proud 
heritage, abundant resources and 
skilled and educated people, is fully capa- 
ble of moving toward democracy and liv- 
ing in freedom." That was George Bush, in 
a speech on February 26th. His view of a 
sweeping and natural transformation, 
however, is not widely shared. Re- 
constructing Iraq will be *difficult, confus- 
ing and dangerous", says the Council on 
Foreign Relations in New York. "It will be a 
very, very nasty affair," agrees Joseph Wil- 
son, an American diplomat who once 
served in Baghdad. 

Recent precedents for what America is 
thinking of doing in Iraq- Panama, Haiti, 
Afghanistan—are discouraging. Iraq is 
more complex, and in a more volatile 
place. Its history, too, gives no comfort. The 
country was forged by the British, who lost 
20,000 troops capturing three neglected 
Ottoman provinces that were known to be 
rich in oil. Colonial administrators as- 
sumed they could bypass rural chieftains 
and the urban Sunni elite to impose repre- 
sentative government. A tribal revolt in 
1920, suppressed only with mustard gas, 


convinced them otherwise. The British- 
backed monarchy, having largely rein- 
stated the old class order, survived until 
1958. Three coups later, Saddam Hussein 
consolidated power with a mixture of oil 
money, cunning and ruthlessness. 

By the late 1970s he had built an im- 
pressive state, whose citizens were re- 
warded for cowed obedience with gener- 
ous state services. The ideology he 
espoused was Baathism, a socialist and 
secular “Arab Renaissance” inspired by 
European fascism. Baathism professed to 
subsume Iraq’s disparate identities in an 
overriding Arab nationalism, but in Sad- 
dam's practice this often meant playing on 
tribal, religious and ethnic differences, or 
brutally crushing minority resistance. 
Purges at the centre ensured control by a 
closer, loyalist circle that was mostly Arab 
and Sunni Muslim. Meanwhile, the state’s 
relentless adulation of Saddam made him 
a mythical hero even as he led the country 
to ruin and to war. 

Iraq today is a bruised and still divided 
country. Between Mr Hussein's wars and 
UN sanctions, it has endured a long pro- 





cess of demodernisation and social frag- 
mentation. Much of the educated elite has 
fled. Secularism has retreated in reaction to 
the evident bankruptcy of Baathism, but 
also in response to the regime’s manipula- 
tion of religion to sustain its own legiti- 
macy. Incomes have plunged below a 
tenth of what they were in 1980. Most fam- 
ilies rely directly on government food ra- 
tions to survive, or indirectly on state sala- 
ries. A quarter of children are mal- 
nourished. In a place with no trust in civil 
institutions, but with plenty of cheap fire- 
arms, religious, ethnic and clan loyalties 
predominate. The map overleaf shows an 
oppressed Shia majority in the south, 
warily dominant Sunnis in the west, pre- 
cariously autonomous Kurds in the north, 
a smattering of Christians, Turkmen and 
Assyrians, and tribes everywhere. 

The present regime has sunk deep, con- 
trolling roots. Outside the official armed 
forces, the layers of coercion consist of 
some 30,000 members of Mr Hussein's 
own extended clan, the al-Bu Nasir; an- 
other 30,000 from affiliated loyalist clans; 
an estimated 80,000-200,000 secret po- 
lice in at least eight overlapping security 
agencies, and as many as a million party 
officials, petty informers and profiteers 
from the president's charmed circle. 

That, however, is about the limit of the 
regime’s support in a population of 25m. 
Most Baathists joined the party solely to 
protect their families, or for perks such as 
an automatic 10% upgrade in their chil- 
dren's exam scores. Many of the "loyal"? 





> tribes are loyal simply because Mr Hussein 
gave their leaders guns and Toyota Land 
Cruisers. “You can never rely on loyalty 
from tribesmen,” says Khaldoun Nageeb, 
a Kuwaiti sociologist who knows Iraq well. 
“The best you can dois rent it." 


Hearts and minds 
How will Iraqis respond to being invaded? 
Paul Wolfowitz, America's deputy secre- 
tary of defence, believes that they will 
greet Americans as liberators. On the un- 
certain assumption that victory is swift 
and civilian casualties are limited, that will 
doubtless be true of the many Iraqis who 
have suffered directly at the hands of the 
regime. The 4m Kurds will certainly cheer, 
as may the powerful Sunni Arab tribes 
from the Euphrates valley in western Iraq 
who have traditionally opposed Mr Hus- 
sein's Tigris valley clans. And since Shias 
make up a disproportionate number of 
Saddam's victims, more whoops of joy 
may sound from their strongholds in the 
south and in Baghdad's squalid east end. 
Those who know the country better 
than Mr Wolfowitz, however, believe or- 
dinary Iraqis will keep their heads down 
out of simple fear—first of the horror of 
American weaponry, next of the flailing 
regime's reprisals against traitors, and fi- 
nally of vigilante vengeance against any- 
one associated with the ruling clique. The 
3% Christian minority will fear the replace- 
ment of Baathist secularism with Islam- 
ism. The merchant classes of Baghdad and 
Mosul will fear vandalism, looting and 
loss of influence. In short, many Iraqis will 
reserve judgment on their "liberation" un- 
til they see tangible benefits such as secu- 
rity, freedom and food. 
If these benefits arrive promptly, most 
Iraqis will surely be grateful. What they 
have lacked most, during two decades of 
‘war or near-war, is the sense of having a 
future to plan for and look forward to. 
Property prices have already risen across 
Iraq in anticipation of an end to this long 
State of siege. Yet many still bear deep 
grudges against America. American 
bombs, after all, killed thousands of Iraqi 
soldiers and hundreds of civilians in the 
last Gulf war; and America is blamed more 
than Mr Hussein for the subsequent sanc- 
tions, which have robbed Iraqis of much 
of the hope and dignity they used to have. 
So how effective will America be at 
pacifying and reviving a defeated Iraq? 
Leaving aside the scale of the humani- 
tarian crisis that may face the occupying 
force, it must first persuade Iraqis of its 
good intentions. Yet America has not yet fi- 
nalised its post-war plans. Mr Bush him- 
self has promised that the new nation will 
be “a dramatic and inspiring example of 
freedom" to the whole region. Other offi- 
cials insist that America has a commit- 
ment to stay there, but not for too long, en- 
suring stability at first and the beginnings 


of economic and political reconstruction. 
There is talk too, behind the scenes, of a 
central role for the United Nations in re- 
building Iraq. 

But Pentagon planners have also said 
that an American general would remain in 
overall charge of Iraq, perhaps for as long 
as two years. (More like five years and with 
at least 100,000 troops, say other Ameri- 
can military sources.) An American civil- 
ian administrator may also be appointed. 
If so, Iragis would merely serve as advis- 
ers, perhaps in local councils and in spe- 
cialised committees such as one that will 
draft a constitution. But America's military 
men will have to rely on Iraq's existing ad- 
ministrative structures, including Baathist 
civil servants who, at least at the lower lev- 
els, will remain in their jobs. On this cal- 
culation, direct rule, with the preservation 
of service ministries such as health and 
education, looks the least bad option. 








Kurdish/Sunni Arab* 
E Sunni Arab* 
Sunni/Shia Arab* 
Bil Shia Arab" 

*Within Iraq 










\ 
SAUDI ARABIA PN 


500 km 








These apparent plans have infuriated 
the exiled Iraqi opposition, which claims it 
had been led to believe that it would play a 
leading role in the transition to a hoped-for 
democracy, and had hoped to cleanse Iraq 
of the Baathists as thoroughly as Ger- 
many's Nazis were purged. America 
seemed to view the opposition, with its 
noisy factions and slim backing inside 
Iraq, as incapable of running the place. At 
the end of February, however, an opposi- 
tion conference set up 14 committees, ap- 
parently "ministries in waiting", in prepa- 
ration for some role in a provisional 
government. The Americans also reas- 
sured them that they will not stay in Iraq “a 
minute longer" than they have to. This has 
pacified the opposition somewhat, though 
its role is still far from clear. 

Circumstances suggest that America's 
forces will have to build goodwill wher- 


ever they can find it: among exiles as well 
as tribal sheikhs, religious figures, and the 
competent core of Iraqi technocrats. Just 
consider the immediate tasks: weeding 
out and prosecuting hundreds of Baathists 
implicated in crimes; demobilising much 
of the 400,000-man army and 80,000- 
man police force, and then reordering 
them; declawing intelligence agencies; pre- 
venting spontaneous reprisals against the 
former regime; purging the law of Baathist 
accretions and rebuilding the corrupted 
justice system; holding back Kurds from as- 
serting their contentious historical claim 
to the city of Kirkuk; and curtailing the 
influence of the armed Shia militias, based 
in Iran, which have waited 23 years to ex- 
port its Islamic revolution. 


Finding the money 

All this will cost money. Will enough be 
found? America has only recently created 
a body to co-ordinate ideas for relief and 
reconstruction. NGOs complain that they 
have hardly been consulted, and UN agen- 
cies, their plans drawn up, remain 
strapped for funds. There is no hint yet of 
an international civilian force to do the 
kind of policing that American troops can- 
not. And the shallowness of world sup- 
port for America may mean that too little 
aid will appear. Friends gave America $54 
billion to pay for the last Gulf war. It will 
be lucky to get a fraction of that this time. 

How much money will be needed? The 
Congressional Budget Office estimates the 
annual cost of peacekeepers at $250,000 a 
head. This puts the price for maintaining 
100,000 foreign troops in Iraq at $25 bil- 
lion a year, as much as the country's GDP. 
Immediate humanitarian aid for 5m peo- 
ple—a low estimate, given the numbers al- 
ready on food rations—could cost $500 a 
head, for a total of $2.5 billion. Rebuilding 
basic infrastructure to the standard Iraq en- 
joyed in 1990 comes to another $25 billion. 
Throw in the reconstruction of institu- 
tions, from schools and hospitals to uni- 
versities and museums, and the price-tag 
grows to $100 billion. 

Ah, but Iraq has oil. True, and plenty of 
it. The trouble is that itis in the ground, and 
the infrastructure to move it is sadly bat- 
tered, even if Mr Hussein ignores the op- 
tion of torching his own wells. Current ex- 
ports of 2.5m barrels a day (b/d) earn over 
$15 billion a year. Experts say raising this 
by 1m b/d will need an investment of at 
least $7 billion. Reaching 6m b/d—an ambi- 
tious target-would take more than an- 
other $20 billion and as much as ten years. 
At that level, Iraq could begin to pay for its 
own rapid development. It might even be 
able to pay some of its existing debt, which 
is estimated at anything between $60 bil- 
lion and $140 billion. But with so many 
claims on oil revenue, relatively little may 
be reinvested in production. 

Since Iraq's reserves are second only to » 
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> Saudi Arabia's, foreign firms will rush to 
invest; but only if the place is stable and 
the terms attractive. The rewards, more- 
over, will come only in the longer term, 
meaning a painful stretch when Iraqi 
expectations and the harsh reality will re- 
main far apart. 

Iraq's other great resource is its people. 
In the 1970s, high levels of schooling, 
health and regard for women made the 
country a model of progress. But three- 
quarters of Iraq's population were born 
after 1980 and raised in the years of de- 
cline and retrenchment. Illiteracy has actu- 
ally swollen in the past ten years, as top 
professionals have emigrated, school stan- 
dards have plummeted and a prosperous 
middle class has been ruined by sanctions. 
Corruption has also spread, promoted by 
Baathist cronyism and the misery of 
wages that average $10 a month for police- 
men or schoolteachers. 

Iraq is lucky to have a rich pool of émi- 
grés to draw on, but few will risk returning 
or investing until the country stabilises. 
Those who do go back will find a society 
far rougher than the one they left behind. 
War, poverty and neglect have reduced 
Basra, beautiful and ancient, to a smelly 
slum. Baghdad's once-rowdy riverside ca- 
fés are derelict. Exiles hoping to recover 
abandoned property, such as the 100,000 
Kurds displaced by Saddam's "Arabisa- 
tion" schemes around Kirkuk, may be con- 
fronted by hostile usurpers. Some ambi- 
tious Iraqis, cooped up for too long, may 
leave as soon as they have the chance. Yet 
the example of Afghanistan suggests that 
many of the country's 4m exiles, wealthy 
and educated as they are, will want to re- 
turn and help eventually. 


Democrats or demagogues? 

Which raises another question. Is Iraq ca- 
pable of becoming a beacon of democ- 
racy? Mr Nageeb, the Kuwaiti sociologist, 
has some sobering reflections. Democracy 
requires basic conditions in order to 
prosper, he says. There must be consensus 
among the elite about the rules of the 
game. The public must accept its results. 
There must be a shared concept of justice 
and respect for the rule of law. These con- 
ditions do not currently exist in Iraq, nor, 
for that matter, in most neighbouring 
countries. “Every Iraqi is a potential Sad- 
dam,” says one weary exile. “All of them 
think they speak for all Iraqis." 

Iraq remains a patriarchal society, di- 
vided not just by tribe and religion among 
Kurds, Shias and Sunnis, but also between 
classes and clans. There are 35 major tribal 
confederations, some of which span eth- 
nic and sectarian divides. Consider the op- 
position. Plenty of its parties claim to stand 
for principles, but the only effective groups 
remain essentially clan-based. The Su- 
preme Council for the Islamic Revolution 
in Iraq, a Shia group based in Iran that is 


the largest and best organised of the Arab 
parties, has followers in the east of Iraq but 
few among Shias elsewhere. Many resent 
its pretensions to speak for them. 

Kurdistan, too, remains divided be- 
tween two clan chieftains who pose as 
modern politicians. Iraqis jokingly refer to 
their fiefs as Talabanistan and Barzanistan. 
As recently as 1996 they fought a civil war; 
one side sought aid from Mr Hussein, the 
devil himself. Yet Kurdistan is also palpa- 
bly freer than it was, with a lively press and 
a plethora of political parties. 

Islamism, with its rejection of man- 
made laws, has made significant inroads 
into what was once one of the most secu- 
larised Arab societies. Its strength, particu- 
larly among Sunni Arabs, is unknown, al- 
though a clue may lie in the 20% of votes 
regularly won by Kurdistan's range of 
mild-to-radical Islamist parties. What is 
certain is that once Iraq's isolation ends, 





Free, with luck, to speak his mind 


the xenophobic Islamist rhetoric that dom- 
inates the rest of the region will penetrate 
faster and deeper than the “popaganda” of 
Radio Sawa, a jaunty, American-funded 
station beamed at young Arabs. 

Iraq's political fragility has its positive 
side. All current Arab autocracies, like Mr 
Hussein's, centre on tight networks of one 
clan, sect or class. But Saddam's levelling 
sword, and the imminent collapse of his 
own house, make it unlikely that any sin- 
gle group will soon achieve dominance in 
Iraq. This opens the way for a political for- 
mula that may break the current, unsuc- 
cessful, Arab mould. 

Another positive point is that the fear 
of Iraq splitting into Kurdish, Sunni Arab 
and Shia states is exaggerated. Since the 
country is highly urbanised, and has 
known trauma so recently, its people may 


be more willing to accommodate diversity 
than is commonly assumed. The sectarian 
consciousness of Shias, for example, is not 
very strong, despite their historical disen- 
franchisement and the knowledge that 
they make up 55% of the population. Iraqis 
note that during the 1991 uprising Shias 
happily murdered Shia officials, and 
Sunnis joined the revolt. And although 
Shias, in contrast to Sunnis, have a highly 
structured clergy, there is no single Kho- 
meini-like figure to unite them. Indeed, the 
most venerated Iraqi ayatollahs have his- 
torically scorned involvement in politics. 


Those tricky Kurds 

Iraq's Kurds have the strongest case for in- 
dependence. Their mountainous region 
has been in revolt for much of Iraq's his- 
tory, culminating in Mr Hussein's notori- 
ous Anfal campaign of 1988, which 
scorched Kurdistan and killed at least 
60,000 of its people. This was followed by 
the 1991 refugee crisis that won UN inter- 
vention and autonomy. Freedom has 
brought relative prosperity, a strength- 
ened sense of identity and a steely deter- 
mination, backed by 80,000 peshmerga 
fighters, to preserve these gains. 

The Kurds are aware, however, that 
they need money and regional support to 
survive. They have very little oil—unless, 
as they hope, they can recover Kirkuk, a 
city ringed with oilfields where Kurds 
were once in the majority. Moreover, Kur- 
distan is surrounded by countries—Turkey, 
Iran, Syria—so worried by their own Kurd- 
ish minorities that they would gleefully 
sabotage any separatist bid. Painful 
though it is for independence to be so 
close, yet out of reach, Kurdish realists re- 
cognise that they must tread very carefully 
indeed. 

It seems clear that the best political for- 
mula for Iraq is a decentralised federation. 
But where to draw the lines, and how to 
share the spoils? Some Shia parties, for ex- 
ample, harbour ambitions of creating an 
Islamist fief in the south, which holds the 
bulk of Iraq's oil reserves. The Kurds have 
proposed a constitution that would divide 
the country into Kurdish and Arab sub- 
states, with power at the centre appor- 
tioned on ethnic lines. Most contentiously, 
they dream of an internal border that al- 
lots big chunks of “Arab” northern Iraq to 
Kurdistan, including Kirkuk. But extremists 
among the 500,000 or so Turkmen who 
live in Iraq are ready to call in Turkey to 
keep the Kurds out. 

Wiser counsel suggests that Iraq should 
be a federation of strictly administrative 
regions, not of tribes. It is argued, too, that 
allowing the central government to suck in 
all the oil revenue is a recipe for future op- 
pression. But hashing out all these ques- 
tions will take time and patience in abun- 
dance. Those, not oil, will be the most 
important resources. 8 
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A budget for votes, not reform 


DELHI 


Jaswant Singh's first budget represents a lost opportunity for India 


EW finance ministers have the good 

luck to find their budgets drowned by 
unconfined national rejoicing. When he 
unveiled his plans to parliament on Febru- 
ary 28th, Jaswant Singh could not have 
known that a day later triumph over Pak- 
istan in a cricket match would light fire- 
works across the country. Only the opposi- 
tion and curmudgeonly economists 
played party-poopers, stubbornly de- 
manding to know how long his govern: 
ment can keep deferring a serious effort to 
plug the cavernous hole in its finances. 

Mr Singh played his innings against dis- 
tracting background noises. The martial 
drumbeat from the Gulf recalled India's 
harrowing experience in 1991, the last time 
the world took on Iraq: economic slump 
and national bankruptcy. Closer to home, 
there was the heckling of politicians ahead 
of a spate of electoral contests, including a 
general election due by October next year. 

The government's Economic Survey, 
published just before the budget, had re- 
corded a year of chugging-along in adverse 
circumstances. The countryside, where 


70% of the population live, has been af- 


flicted with one of the worst droughts in 
decades, affecting nearly a third of the 
country. Agricultural production, still 
about a quarter of Indian output, is fore- 
cast to have fallen by 3.1% in the fiscal year 
that began in April 2002. 

Yet the economy will still have grown 


by 4.4%—a snail's pace when compared, as 
it usually is, with China (especially if the 
official figures are to be believed), but not 
bad against most other yardsticks. Indus- 
try and services are both growing faster 
than before (at annual rates of 6.1% and 
7.1% respectively), exports are up by a fifth, 
and the current account, after 24 years in 
the red, entered surplus in 2001. 

Mr Singh was moderately generous, 
tinkering with direct-taxation allowances 
and with excise duties. The urban middle 
class will be a prime beneficiary, as befits 
an important constituency for Mr Singh's 
Bharatiya Janata Party. They will have 
more money in their pockets; and cars, air- 
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conditioners and imported booze will all 
be cheaper. 

But the government's critics worry that 
Mr Singh has not done enough to trim the 
public-sector budget deficit, which has 
been running at around 10% of GDP for the 
past five years (see chart). The World Bank 
and others have been worrying about the 
deficits for years. "They may result in 
higher inflation," fretted a recent Bank re- 
port, ^push up interest rates, further crowd 
out private investment, weaken the health 
of the financial system and increase vul- 
nerability to macroeconomic risks." And 
so they may. But for the time being infla- 
tion is subdued, interest rates falling, 
banks hungry for government debt, for- 
eign-exchange reserves ballooning and ex- 
ternal borrowings modest. 

So Mr Singh, who was presenting his 
first budget since becoming finance minis- 
ter, faced no really compelling pressure for 
radical surgery. He delayed the overhaul 
of the tax system recommended in the re- 
cent report of a government-appointed 
committee, though he agreed with it that 
the present regime is “exemption and dis- 
cretion based", making it "suspicion-rid- 
den, harassment-generating, coercion-in- 
clined” (“corruption-riddled”, too, he 
might have added). But moves towards a 
simpler, more efficient approach that 
might also generate more revenue were, he 
lamented, “difficult to achieve in one 
leap”. In fact, his budget does less to widen 
the tax net and simplify the rules than it 
does to magnify the network of loopholes 
and opportunities for “discretion”. 

There were some sops to those keen to 
see renewed momentum behind the lib- 
eralising reforms undertaken after the 1991 
crisis. More industries were removed from 
the list of those “reserved” for small com- 
panies. Foreigners will be allowed to own 


majority stakes in banks. The government- 
set interest rates paid on "small savings" 
deposits were lowered, cutting the cost of 
subsidising them, and freeing the central 
bank to reduce its own rates. Budgeted rev- 
enue from privatisation was increased, to 
132 billion rupees ($2.75 billion), though 
most of this—from the sale of stakes in two 
oil companies—was in last year's budget as 
well, and failed to materialise. Most 
controversially, Mr Singh made a small 
dent in the subsidies poured into both 
food and agricultural inputs by raising the 
price of fertiliser. He was at once assailed 
on all sides for being "anti-farmer". 

Mr Singh's supporters would argue 
that you cannot expect too much from a 
single budget. And it is true that India's fi- 
nance ministers have been painted into a 
corner by their predecessors because of 
the cost of financing the deficit. In a coun- 
try of a billion people, a quarter of whom 
live below the poverty line, interest pay- 





ments are the biggest single expense, ac- 
counting, with defence spending and sub- 
sidies, for 60% of recurrent expenditure: 
capital spending is only 15% of the budget. 
That leaves little for health, education and 
infrastructure. A lavish-looking commit- 
ment to road and other projects worth 600 
billion rupees was achieved largely by pro- 
mising private investors' money. 

The target in India's current five-year 
plan is for average annual economic 
growth of 8%, the minimum needed to 
create enough jobs for India's young. Im- 
peccably orthodox, rhetorically at least, 
Mr Singh noted that “fiscal consolidation" 
is the "central pillar" of sustained growth. 
But like many before him, he seems more 
intent on short-term growth than on struc- 
tural reform, in the hope that the former 
will make the latter less painful. The risk, 
distant though the prospect now seems, is 
that it will take a crisis to give radical re- 
form another spurt. m 





Pakistan 
A timely arrest 


LAHORE 


The arrest of a top al-Qaeda agentis welcome news for General Musharraf 


HE arrest on March ist of Khalid 

Sheikh Mohammed, alleged to be al- 
Qaeda's chief of operations, by a joint FBI- 
Pakistan team has come as a huge boost 
not just to George Bush, but to Pakistan’s 
president, Pervez Musharraf, as well. State- 
controlled television interrupted its cover- 
age of Pakistan's nail-biting World Cup 
cricket match with arch-enemy India to 
break the news. A grateful President Bush 
publicly expressed thanks to General 
Musharraf, for continuing to "lead" the 
war against terrorism. 

All this is deeply gratifying for the gen- 
eral, and comes as welcome respite at a dif- 
ficult time. In recent months, the America- 
Pakistan relationship has become danger- 
ously strained, following leaked stories in 
the American press of a Pakistani hand in 
the development of North Korea's illicit 
nuclear programme. Allegations have also 
surfaced of Pakistan's secret support to 
pro-Taliban Pushtun elements in its tribal 
borderlands, who are conducting hit-and- 
run operations against America's forces in 
Afghanistan. And America is worried that 
the Pakistani government is doing less 
than it could to curb the infiltration of mili- 
tants into Indian-held Kashmir, something 
that angers the Indians and provoked fears 
of a war between the two nuclear powers 
last year. General Musharraf has denied 
all these charges. But he admits to concern 
that if “anti-American elements at 


home"-a reference to the radical Islamists 
who are clamouring for a confrontation 
with America—and “anti-Pakistan agen- 
cies abroad"—a reference to India—had 
their way, Pakistan could be dragged into 
America’s “axis of evil” along with Iran 
and North Korea after America has fin- 





General Musharraf, back in favour 





ished with Iraq. 

More significantly, President Bush’s 
praise for Pakistan’s leading role in the war 
against terror may just give General Mush- 
arraf the opportunity to wriggle out of a 
perilous situation on the question of Iraq. 
Pakistan is currently a member of the UN 
Security Council, and its vote is sorely 
needed if America and Britain are to se- 
cure the nine positive votes needed to pass 
a resolution declaring Saddam Hussein in 
“material breach” of his obligations. But 
despite calls from Colin Powell, the Ameri- 
can secretary of state, for support, so far 
General Musharraf has not committed 
himself. A wave of anti-Americanism has 
engulfed Pakistan and the Islamic parties 
are beginning to mount impressive street 
protests against any war in Iraq. Last Sun- 
day, over 100,000 angry protesters in Ka- 
rachi chanted slogans against America, 
burnt effigies of President Bush and 
warned General Musharraf that they 
would overthrow him if he supported “the 
great Satan”. Under the circumstances, the 
government must hope it will be forgiven 
for abstaining rather than voting yes. 

On the home front, too, General Mush- 
arraf is seeking to exploit his recent suc- 
cesses against al-Qaeda. Mr Mohammed 
was picked up from the house of a local- 
government councillor of the funda- 
mentalist Jamaat-e-Islami party, whose 
leader, Qazi Hussain Ahmad, has been in 
the forefront of agitation against America 
and General Musharraf. Her son, one Ah- 
med Qadoos, appears to have given refuge 
to Mr Mohammed along with another al- 
leged al-Qaeda Arab. This is the third occa- 
sion in recent months that an al-Qaeda ter- 
rorist has been nabbed in the house of a 
Jamaat activist or supporter. In January, 
two al-Qaeda men, Abu Omar and Abu 
Hamza, were arrested after a shoot-out at 
the house of the leader of Jamaat's 
women’s wing in Karachi. A couple of 
Pakistani doctors, with alleged links to 
both Jamaat and al-Qaeda, have also been 
detained and questioned by the authori- 
ties. “The Jamaat has a lot of explaining to 
do", said Pakistan's prime minister, Zafa- 
rullah Jamali, this week, "for providing 
sanctuaries to terrorists". 

Jamaat-e-Islami's weak denials are not 
cutting much ice. There is even talk in Is- 
lamabad of banning the party, which is 
the largest component of the Islamic oppo- 
sition alliance. Although a ban is not con- 
sidered likely, Jamaat's fiery and self-righ- 
teous posture is in danger of being made to 
look hypocritical or sinister. When the de- 
bate in parliament starts, in the next few 
days, about the position Pakistan should 
take in the UN Security Council, the gov- 
ernment is sure to take great pains to re- 
mind the country about Jamaat's “connec- 
tions" with terrorists, in an effort to draw 
the poison the Islamists will seek to direct 
against America and the general. m 











South-East Asia’s economies 


If war comes... 


BANGKOK 
The region assesses the costs 


IETNAM, like most countries in South- 

East Asia, has expressed its opposition 
to an American war against Iraq. But if 
America ignores the protests coming from 
the region and presses on, Vietnam will 
have less to complain about than most. Itis 
gathering a windfall from oil exports, 
thanks to a high price stoked in part by 
fears of war. It is also enjoying a boom in 
tourism, as skittish holidaymakers seek 
out safe destinations. As a regional econo- 
mist put it, Vietnam is the hottest thing in 
South-East Asia at the moment. 

The same factors apply in the rest of 
South-East Asia, but with the opposite ef- 
fects. Singapore imports all its oil. Thailand 
and the Philippines import most of theirs. 
The high oil price is already fuelling infla- 
tion and singeing confidence in all three 
countries. This is particularly alarming for 











Thailand, which grew at a reasonable 4.6% 
last year on the back of a consumer boom. 
Even Malaysia and Indonesia, which ex- 
port oil, will suffer in the longer run from 
the slowing world economy. In Asia there 
are very few winners from a high oil price 
in the medium term, says Arup Raha, an 
economist at UBS Warburg. 

The uncertain political climate is also 
putting off tourists and investors. Various 
governments had already advised their 
people not to travel to Indonesia, Malay- 
sia, Thailand and the Philippines after the 
bombing in Bali last October. This week's 
bombing of Davao airport in the southern 
Philippines, killing at least 21 people, will 
not have helped. Indonesia, the hardest- 
hit country, has already seen a plunge in 
both foreign investment and tourist arriv- 
als. A war in Iraq would make things 





worse by raising fears of further terrorism 
or unrest in the region, especially in Mus- 
lim-majority countries such as Malaysia 
and Indonesia. 
But the biggest risk for South-East Asia 
is that uncertainty about Iraq might weigh 
on countries elsewhere, and hence dent 
demand for the region’s exports. During 
the previous Gulf war world trade slowed, 
particularly that involving America. Ex- 
ports make up 40% or more of cpr for the 
big economies in the region. America is the 
biggest trading partner for most of them, 
and electronics the main export. Both 
America and the global electronics indus- 
try are in the doldrums. If they continue to 
stagnate South-East Asia will suffer. | 
All this mighttake as much as a percen 
age point off the region's GDP this year, 
pending on the duration of the curr 
stand-off and the intensity of any su 
quent war. The Thai and Malaysian 
ernments are publicly fretting about me 
ing growth targets. Even Indonesia, : 
region's biggest oil exporter, will face 
slower growth if world trade contracts by 
1% or more and oil prices rise by $2, accord- 
ing to a rough World Bank projection. = 
But the biggest loser will be the Philip- 
pines. Electronics make up almost 70% of 
its exports, and it sends 30% of them to 
America. It consumes more imported oil 
per dollar of cpr than any other country 
in South-East Asia. It suffers from terro- 
rism, insurgencies and crime. Its balloon- 
ing public debt is already weighing on tl 
economy. And it is the only country in th 
region with a direct stake in any we 
against Iraq. More than ım of its citize 
work in the Gulf countries, and help kt 
the economy afloat by sending much 
their wages home. If a war sends them 
fleeing, the Philippines will have to cop 
with both a refugee crisis and a current ác- 
count crisis. No wonder the peso and the 
stockmarket are under pressure. m E 



























What he did, and left undone 


BEIJING 


The mixed legacy of Zhu Rongji, China's outgoing prime minister 


N ONE respect at least, China's retiring 
prime minister, Zhu Rongji, has fulfilled 
his promises. In 1990, when he was mayor 
of Shanghai, he was asked by an American 
interviewer whether he was "China's 
Gorbachev”—a comparison much in use at 
the time among western journalists. “No,” 
Mr Zhu replied, “I am China's Zhu Rongji.” 
In his farewell speech to China's parlia- 
ment on Wednesday, the 74-year-old Mr 
Zhu offered no hint that Gorbachev-style 
political reform had ever crossed his mind. 
Mr Zhu's appointment in 1998 raised 
hopes in China and abroad of a sea- 
change in the way China's government 
would be run. His predecessor, Li Peng, 
was a stodgy, uninspiring conservative 
with little obvious enthusiasm for 
wrenching the economy out of the grip of 
the state and letting the market take con- 
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HE good news is that Nauru, a tiny 

Å speck in the middle of the Pacific, is 

in touch with the outside world. An 
4 an engineer has fixed its tele- 
phone system, which collapsed in early 

January. The bad news is that the hazy 
reports of parliamentary paralysis, riots 

and fires that emerged during the break- 

down all seem to be true. 

Things just keep getting worse in one 

of the world’s most dysfunctional coun- 
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from phosphate mining gave Nauruans 
the world's largest income per head. But 
now there is hardly any phosphate left 
to mine. In a string of doomed attempts 
to maintain their standard of living, the 
landers have tried everything from 
money-laundering to bankrolling an ap- 
ing London musical about Leonardo 
Vinci's love-life. In 2001, the govern- 
ment of the day even agreed to house 
refugees on Australia's behalf in ex- 
change for a big dollop of cash. 
-The current chaos stems in part from 
that decision. Some of the 454 refugees, 
mainly Iraqis and Afghans, took control 
fof their camp in a riot in late December. 
The government succumbed to a no-con- 
d vote soon afterwards. The courts 


trol-or knowledge of how to do it. Mr Zhu 
came in fighting, pledging to slash bu- 
reaucracy, turn around the fortunes of ail- 
ing state-owned enterprises within three 
years and allow the state-owned commer- 
cial banks to operate independently. 

But although Mr Zhu has made pro- 
gress in some of these areas, the job is far 
from finished. In his 90-minute oration to 
3,000-0dd delegates in Beijing's Great Hall 
of the People at the start of the legislature's 
annual two-week session, he at least ac- 
knowledged that there were “outstanding 
difficulties and problems" which his suc- 
cessor (almost certainly Wen Jiabao, now a 
deputy prime minister) would face. 

Take bureaucrats. Mr Zhu promised to 
cut half of the central government's staff, 
which he did (though some still draw state 
salaries in universities and think-tanks). 
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subsequently reinstalled the ousted 
president, but he quit again a day later, 
as did the speaker. Amid the confusion, 


the presidential mansion somehow got 
burned down. A five-times former presi- 
dent, Bernard claimed the of- 
fice again, but then flew to America for 
medical treatment. In his absence, the 


parliament cannot agree on a new 
speaker, let alone a budget. 


The mess rolls on. The government is 
not paying its employees. It cannot af- 
ford fuel to run the island's power plant. 
Itis behind on payments for Air Nauru's 
one and only aircraft. And if that gets im- 
pounded, Nauru will be cut off again. 
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But the far bigger bureaucracy in the coun- 
tryside has continued to swell, resulting in 
growing friction between officials and the 
farmers whose taxes support them. Re- 
form of state-owned enterprises (SOEs) 
has also seen mixed results. Mr Zhu man- 
aged to make some loss-making soes prof- 
itable by setting up asset-management 
companies that took over their debts and 
have been trying, with very limited suc- 
cess, to sell them. But this has done little if 
anything to improve the way the soes (or 
the state-owned banks) are run, and has 
done very little either to reduce the gov- 
ernment's liabilities. Mr Zhu is often 
praised for keeping China's economy on 
track during the Asian financial crisis of 
1997. But the pump-priming that has 
helped to keep the economy growing at 
7-8% a year (according to official figures) 
has resulted in a fast-growing budget defi- 
cit (see chart). On March 6th, China's fi- 
nance minister announced that this year's 
projected deficit would be 3.2% up on last 
year's record-breaking shortfall. 

Mr Zhu did manage to force a recalci- 
trant bureaucracy to accept China’s acces- 
sion to the World Trade Organisation in 
2001. But he would have won greater ku- 
dos among Chinese intellectuals and more 
reform-minded party members if he had 
pushed for greater political liberalisation 
too. Some brave spirits now hope, with the 
old guard moving out, for better. The latest 
edition of Southern Weekend, an official 
newspaper in Guangdong, published calls 
for more press freedom. Other publica- 
tions have carried a daring speech by Li 
Rui, who was once Mao Zedong's private 
secretary, saying that "dictatorship is the 
origin of turmoil" and arguing that democ- 
ratisation is a prerequisite for China's 
modernisation. In February, a privately- 
run think-tank in Beijing organised a sym- 
posium on democracy at which several 
academics said that China should lift its 
ban on opposition parties and allow free- 
dom of speech. In his summary of the gov- 
ernment's "outstanding achievements" of 
the past few years, Mr Zhu said democracy 
had been "improved steadily". A vague 
phrase, and he didn't spellitout. m 





A question of freedom 


The Bush administration is obliged to tighten up security. But is the cost to liberty 


creeping unnecessarily high? 


N MARCH st the new Department of 

Homeland Security, the product of 
the biggest reorganisation of the American 
government in 50 years, started work. But 
that change looks like mere bureaucratic 
reshuffling compared with the quieter, but 
far bolder, overhaul by the Bush adminis- 
tration of the government's powers of in- 
vestigation, surveillance and arrest. 

The starting-point for the administra- 
tion is simple and understandable. “We 
are in a war and we have to do things dif- 
ferently than we did before," John Ash- 
croft, the attorney-general, has explained. 
The war, against terrorism, requires not 
only the creation of new departments and 
reorganising the FBI, but also changes to 
most of the rules which govern what these 
authorities are allowed to do. 

Citing the arrests of some al-Qaeda 
members this week, Mr Ashcroft told the 
Senate Judiciary Committee that the new 
approach is doing well. He declared that 
Americais ^winningthe war on terrorism" 
and that "our strategies and tactics are 
working". Even Mr Ashcroft's critics will 
hope that this claim does not come back to 
haunt him. Nevertheless, successful ar- 
rests will not dispel alarm about the ad- 
ministration's appetite for new domestic 
policing powers and its apparent impa- 
tience with concerns about civil liberties. 

America is not the only democracy to 


have reduced the legal constraints on its 
policemen since the terrorist attacks of 
2001. But the change in the balance be- 
tween liberty and security is especially 
striking in the United States. Americans 
have enjoyed unusually explicit and 
deeply rooted protections for individual 
rights. It was these freedoms that were ex- 
ploited by the September 11th hijackers. 

Two big changes mark the govern- 
ment's anti-terrorism policy. The first is to 
focus not on catching and punishing terro- 
rists after an attack—the usual goal of law- 
enforcement—but on preventing one from 
taking place. The second is to consider ter- 
rorism no longer primarily as a threat from 
abroad. In the past, despite their howls 
about congressional oversight, American 
spies abroad have been freer in what they 
can do than their domestic equivalents. 
Now the idea is for more of the same pow- 
ers to be wielded domestically. 

Many people would, in principle, ac- 
ceptthese two changes. The real complaint 
of civil libertarians centres on the way 
they have been put into practice. Rather 
than trying to set up a clearly defined new 
set of rules, enshrined in an emergency 
law, to deal with terrorism—as exists in 
most other countries-the Bush adminis- 
tration has tried a more piecemeal ap- 
proach, with a bunch of legislated changes 
accompanied by the bald assertion of new 
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40 Lexington: Bush, the great uniter? 


powers by the government itself. 

The main piece of legislation so far is 
the USA Patriot Act, pushed through Con- 
gress by Mr Ashcroft soon after September 
11th. A somewhat blurry creation, it in- 
creased the powers of investigators and 
prosecutors that had been established un- 
der the 1996 Anti-Terrorism Act (passed 
after the Oklahoma City bombing). Nowa 
leaked draft 120-page bill, known as the 
“Patriot Act II", seems to indicate that Mr 
Ashcroft is planning to claim even broader 
powers of surveillance and arrest, includ- 
ing the right to strip Americans of their citi- 
zenship. This week he insisted that no final 
decisions had been made; but he also re- 
fused to rule out further legislation, and 
many fear that he is planning to introduce 
a bill in the overheated atmosphere fol- 
lowing an invasion of Iraq. 

On top of the Patriot Act, Mr Ashcroft 
and other government officials have sim- 
ply claimed a wide range of new powers 
over both immigrants and citizens. When 
challenged on issues such as its right to call 
people "enemy combatants" (and im- 
prison them indefinitely), the administra- 
tion has cited doubtful second-world-war 
precedents and insisted that it is operating 
“within the constitution". 

Although one of the principal aims of 
the American constitution's Bill of Rights 
was to restrict the government's powers to 
spy on suspects and lock them up preven- 
tively, this legal tactic has drawn few prot- 
ests. The various cases challenging the 
government are bogged down in appeal 
courts; they may take years to reach the Su- 
preme Court. The administration has also 
chosen to fight many of its battles in immi- 
gration courts, where the power of judicial 
review is more circumscribed. And, as in 
other countries, judges have been fairly 
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sympathetic to the government at a time 
of national emergency. 

The political impact of all this has been 
more mixed. At home, concern about civil 
liberties is rising, and the administration's 
seizure of more powers has alarmed even 
some of its own supporters. Abroad, true 
stories of Uncle Sam locking up foreigners 
and depriving them of basic rights have 
helped give credence to rumours of torture 
and intimidation. 


Moving the line 
Some themes emerge from the maelstrom 
of new laws and assertions. One is that, 
from a civil-liberties viewpoint, the ad- 
ministration's treatment of suspects gets 
less defensible the further it pursues them. 
Increased surveillance of suspects often 
seems justified; most abuses come after 
they have been arrested. Another theme is 
a recurrent one: a continual lack of judicial 
and congressional oversight. Five areas of 
concern stand out: 
* Extending surveillance. The Patriot Act 
has given the government new powers to 
bug telephones, monitor e-mails and in- 
ternet use and scour public databases. 
Many of these changes seem sensible, 
such as roving wiretaps aimed at suspects 
rather than individual telephones, and 
easier information-sharing between law- 
enforcement and intelligence agencies. 
Most other democracies with terrorist pro- 
blems have already done these things. 
This does not mean that the act has no 
troubling aspects. For instance, civil liber- 
tarians moan that it allows the govern- 
ment to compel internet-service providers 
to disclose any record that it believes might 
help its investigations, even if the informa- 
tion has nothing to do with a suspect. 
Interestingly, surveillance is the part of 
the civil-liberties debate that makes ordin- 
ary Americans most uncomfortable. *Op- 
eration TIPS", a Justice Department plan 
last year to recruit millions of American 
workers to report "suspicious" activity, 
provoked such a hostile reaction that the 
Senate explicitly banned it in the law 
establishing the new Department of 
Homeland Security. An Orwellian Penta- 
gon scheme to analyse government and 
commercial databases for suspicious ac- 
tivity, called "Total Information Aware- 
ness", has also been blocked for the mo- 
ment. There has been a revolt by 


librarians, bookshops and universities 
against demands by FB1 and other officials 
for access to their records. 

* Guilt by association. The American gov- 
ernment wants to target the financial and 
logistical support for terrorist groups. But 
this is complicated. Many groups involved 
in violence, such as Hamas and the IRA, 
also have wings which do legal things, 
such as running schools or holding rallies. 
After the hysteria of the McCarthy era in 
the 1950s, the Supreme Court and Con- 
gress together established a clear dividing 
line: membership in or association with a 
group designated by the government as 
hostile was not illegal. Some distinct crimi- 
nal activity had to be proved. 

The 1996 Anti-Terrorism Act reversed 
this, making it a crime to offer such groups 
any "material" support. The Patriot Act 
went further. Under its provisions, it 
would have been a crime to support the 
African National Congress during Nelson 
Mandela's imprisonment. Giving money 
to a Chechen orphanage, or a hospital on 
the West Bank, could also land someone in 
trouble if the government puts the group 
running it on its terrorist list. Patriot Act II 
would allow the government to maintain 
a DNA database of anyone suspected of 
supporting a designated group, even if he 
is not charged with any crime. 

Again, the main problem is not the in- 

tent, but the lack of oversight. Civil liber- 
tarians point out that the new laws make it 
difficult for Congress or the courts to moni- 
tor or question the designation of terrorist 
groups by the government. 
* Targeting immigrants. In the months 
after the September 11th attacks, some 
1,200 immigrants, mostly Muslims, were 
rounded up by police and immigration of- 
ficials across the country. Some of these 
were held for months before seeing a law- 
yer or being brought before an immigra- 
tion judge. Most have since been released, 
some were deported, and only a few were 
charged with a crime. This practice seems 
to have continued, though the govern- 
ment has stopped reporting the arrests. 

The Department of Justice has also en- 
forced a long-dormant registration require- 
ment on men from 25 countries, all but one 
of them Arab or Muslim. Of the 32,000 
men who have registered so far, 3,000 face 
deportation—many of them apparently for 
relatively minor offences. Both the current 


and proposed Patriot Acts drastically re- 
duce the rights of immigrants, legal as well 
as illegal. For instance, Patriot I allows the 
indefinite preventive detention of immi- 
grants on the say-so of the attorney-gen- 
eral, even if they have committed no crime 
and cannot be legally deported. 

* Redefining due process. The Bush ad- 
ministration's most extreme act involves 
"enemy combatants”. Its decision to hold 
indefinitely 650 prisoners from Afghani- 
stan at Guantanamo Bay in Cuba, neither 
allowing them prisoner-of-war status nor 
charging them with a crime, has drawn 
protests from around the world as a breach 
of international law. That point is at least 
debatable. But its treatment of two Ameri- 
can citizens held within the United States 
has been, from a legal point of view, even 
more drastic and less justified. 

Government lawyers have argued that 
the courts have little or no oversight of the 
detention of enemy combatants, that 
these men have no right to see a lawyer or 
anyone else, and that they can be held un- 
til the war on terrorism is over, which may 
mean for ever. Such isolation, they ex- 
plain, is necessary to obtain intelligence 
about further terrorist attacks. 

The “enemy-combatant” tag might fit 
Yaser Esam Hamdi, an American-born 
Saudi captured in Afghanistan. But Jose Pa- 
dilla, the so-called dirty bomber, was first 
detained at Chicago airport as a material 
witness to a grand-jury probe, not as a 
criminal suspect or hostile fighter. Only 
later was he transferred to a navy brig as 
an enemy combatant, and then solely on 
the authority of the president. A judge has 
ruled that he should be able to see a law- 
yer, but the government has refused this 
and appealed against the decision. 

Put it another way: Mr Bush's people 
are claiming that the government has the 
right to imprison anyone, citizen or not, 
perhaps for ever, inside America without 
havingto charge him or her with a crime or 
do much to demonstrate to a judge that it 
has reason for its suspicions. Naturally, it 
says it will use the enemy-combatant des- 
ignation only in extreme circumstances. 
And yet it is hard to think of any time 
when the American government has 
claimed so much power over its own citi- 
zens without reference to Congress. 

Not that what it may be planning to 
submit to Congress is likely to soothe such »» 





> concerns. The draft Patriot Act II would 
give officials the power to strip American 
citizenship from anyone suspected of giv- 
ing “material support" to a group desig- 
nated by the government as terrorist, and 
then allow it to imprison or deport him 
without trial, as it may already do with vis- 
itors or immigrants. 

Other forms of due process have also 

been undermined. If the prisoner in a ter- 
rorist case does gain access to a lawyer, the 
government has already unilaterally as- 
serted the right to listen in on anything 
said between the two, in effect destroying 
lawyer-client confidentiality, one of the 
pillars of a fair trial. And there is also the 
much-touted plan for military tribunals. 
These could, according to the presidential 
order setting them up, apply to millions of 
legally resident aliens in the United States, 
though not to citizens. 
* Resisting oversight. The most persistent 
complaint about the Bush administra- 
tion's efforts to expand its powers is its de- 
sire to escape review by either Congress or 
the courts. Civil libertarians complain that 
Mr Ashcroft rammed the Patriot Act 
through Congress with little consultation. 
This is a trifle unfair: Democrats managed 
to change some things. More worryingly, 
the administration has repeatedly refused 
congressional requests to report on how 
the new law is operating, or to consult 
Congress about any new legislation, de- 
spite preparing a full draft of Patriot II. 


Terror's victory 

How much will the government's new 
powers help it to fight terrorism? Unless 
the FB1, the C1A and the police are extraor- 
dinarily inept, increased powers of sur- 
veillance and arrest should make it easier 
to catch some terrorists. Yet there is also 
reason to fear that the heavy-handed use 
of these powers could be counterproduc- 
tive—particularly with immigrants and for- 
eign-born Americans. 

Ethnic profiling of Muslims is sensible 
after the September 11th attacks. But these 
are also the people whose co-operation 
could most help stop al-Qaeda. Many of 
America’s 1.6m Muslims are nervous. 
Hundreds of Pakistani families, fearing de- 
portation, inundated border posts last 
month seeking asylum in Canada. Nations 
on the new immigrant-registration list, 
many of them supposedly American al- 
lies, have protested their inclusion. 

More broadly, there are some 18m le- 
gally resident aliens in the United States, 
an estimated 7m illegal immigrants, and a 
further 10m foreign-born citizens. Even on 
Mr Ashcroft's reckoning, hardly any of 
these people are terrorists. Most, like the 
waves of immigrants who came before 
them, are fervent believers in the Ameri- 
can dream. Reducing the legal protections 
that all are entitled to is a blow to that 
dream, and a victory for the terrorists. 8 


Alan Greenspan and the economy 


Irking the right 


WASHINGTON, DC 
Conservatives are fed up with the Fed 
chairman. He is not their only problem 


N MARCH 6th, Alan Greenspan, the 
chairman of the Federal Reserve, 
turned 77. Given his age, speculation about 
Mr Greenspan's departure from the central 
bank tends to spike around his birthday 
every year. This year is no exception. The 
pundits’ tone, however, is different. In- 
stead of reverentially dreading when St 
Alan will retire, conservatives are whisper- 
ing it is time to martyr him now. 
Mr Greenspan infuriated the right with 
a recent congressional testimony that was 
less than glowing about George Bush's lat- 
est $670 billion tax-cut plans. Though he 
spoke warmly about the benefits of elimi- 
nating the double taxation of dividends, a 
centrepiece of the plan, Mr Greenspan 
made the crass error of suggesting that tax 
cuts needed to be paid for and that budget 
deficits matter. Worse, he said the econ- 
omy might not actually need a stimulus. 
Heresy indeed. In a column "Is it good- 
bye for Greenspan?", Robert Novak, a 
prominent conservative writer, suggested 
that the White House was so furious with 
Mr Greenspan that it was considering not 
reappointing him next year. Stephen 
Moore of the supply-side Club for Growth 
has argued that the “old ace” is tiring and it 
is time for a new pitcher. Grover Norquist, 
an anti-tax man, suggests that Mr Green- 
span has "exhausted any reservoir of sup- 
port" among conservatives. Things have 
got so bad that one Democratic senator, 


He can hear the whispers 


Charles Schumer, accusing the administra- 
tion of “an ongoing orchestrated whisper 
campaign", formally introduced a resolu- 
tion in Mr Greenspan's support. 

Is this a storm in a teacup or is Mr 
Greenspan really in trouble? Formally, his 
current four-year term as chairman of the 
Fed ends on June 20th 2004. He could be 
re-appointed for a further two years until 
his 14-year term as a governor is up in Janu- 
ary 2006 (by which time he would be al- 
most 80). By all accounts, Mr Greenspan 
loves hisjob and would be keen to stay on. 

Mr Bush's calculation is less clear. Ide- 
ally, he would like to appoint his own man 
to the post. Even before the tax-cut spat, Mr 
Greenspan was not a natural friend. The 
central banker's refusal to cut interest rates 
in 1992 is blamed by many Bush acolytes 
as a reason for the defeat of George Bush 
senior. On the other hand, both the timing 
and Mr Greenspan's reputation make re- 
placing him tricky. June 2004 is uncom- 
fortably close to the presidential election 
in November. That suggests any change of 
Federal Reserve chairman must either take 
place soon, or wait until after the election. 

Until recently conventional wisdom 
held that Mr Greenspan could stay on if he 
so chose. Firing St Alan would simply 
shock the markets too much. But as the 
economy remains slack, that reputation is 
dulling, and not just among conservatives. 

Much depends on finding a credible 
successor. Glenn Hubbard, who resigned 
as chairman of the Council of Economic 
Advisors (CEA) last week, is widely men: 
tioned as a young, but possible, successor. 
Best odds, however, go to Martin Feldstein, 
a Harvard economist who was chairman 
of the CEA under Ronald Reagan. Mr Feld: 
stein famously clashed with Mr Reagan's 
supply-siders, but he has recently gone out 
of his way to argue that the economy 





United States 


needs more stimulus, and to praise Mr 
Bush's proposed tax cuts. 

This enthusiasm is not shared by many 
senators, who tend to espouse similar 
doubts to Mr Greenspan. Only one Demo- 
cratic senator, Zell Miller, publicly sup- 
ports Mr Bush's tax plan, and several Re- 
publicans are sceptical about huge tax cuts 
at a time of soaring deficits. To the conser- 
vatives' chagrin, these moderate Republi- 
cans are also cool about Mr Bush's plans to 
reform Medicare by offering old Ameri- 
cans prescription-drug benefits in return 
for joining managed-care organisations. In 
a striking climb-down, Mr Bush this week 
touted a watered-down Medicare reform 
proposal that offered some prescription- 
drug benefits to old people who stayed 
with the existing system. 

On tax policy, the White House has so 
far refused to negotiate. Instead, Mr Bush's 
economic team has begun a huge lobbying 
blitz. Corporate bosses, for instance, have 
been enlisted to send letters touting the 
dividend tax cut along with their share- 
holders' dividend cheques. John Snow, 
the new treasury secretary, claimed this 
week that eliminating taxes on dividends 
would buck up the stockmarket. The idea 
is to get investors to pressure those recalci- 
trant lawmakers. But with budget deficits 
soaring and the costs of an Iraq war yet to 
come, the White House may be the one 
that has to retreat. m 


The Estrada fight 


A war over two 
Latino lawyers 


WASHINGTON, DC 
“Playing politics”, snorts the White 
House. It is, indeed 


NCE again, the Senate is engaged in 

hand-to-hand combat over judges: 
this time over the nomination of Miguel 
Estrada to the federal Court of Appeals for 
the District of Columbia. The Republicans 
have enough votes, 50, to get Mr Estrada 
confirmed. But they don’t have the 60 they 
need to break a Democratic filibuster. 

As The Economist went to press, the Re- 
publicans were trying to break the filibus- 
ter through a technical (and somewhat dis- 
gusting sounding) procedure called 
“cloture”. In practice, this means having a 
vote to force Democratic opponents to 
come out in the open to be shamed. The 
Republicans intend this to be the first of 
many such procedures. 

Both sides are being stubborn, which 
stops other business and poisons the 
club’s normally gentlemanly atmosphere. 
The Republicans accuse the Democrats of 
nothing less than subverting the constitu- 
tion. The constitution gives the president 


Estrada smiled and said nothing 


the power to nominate judges “with the 
advice and consent” of the Senate, they ar- 
gue; the Democrats are trying to establisha 
60-vote threshold for judicial nominees. 

The Democrats accuse Mr Estrada of 
what might be called “strategic terseness”. 
His answers during his Senate confirma- 
tion hearing were so sphinx-like that it was 
impossible to tell what he thought about 
controversial legal subjects such as abor- 
tion. (Mr Estrada says he does not want to 
be seen to be prejudging cases that might 
come before him as a judge.) The White 
House has refused Democratic requests to 
release Mr Estrada's memos from his years 
in the solicitor-general’s office. One Demo- 
cratic senator, Charles Schumer of New 
York, accuses Mr Estrada of being a 
“stealth” conservative; another, Edward 
Kennedy of Massachusetts, says that “the 
fundamental rights of the American peo- 
ple are too important to be entrusted to a 
person about whom we know so little." 

The battle is spreading beyond Wash- 
ington. Republicans have held pro-Estrada 
demonstrations around the country, in- 
cluding a rally in Miami and candle-lit vig- 
ils in San Francisco and Los Angeles. They 
have paid for pro-Estrada advertisements 
on Spanish-language television in several 
states. So far, four Democratic senators (in- 
cluding Florida's Bill Nelson) have said 
they will vote for Mr Estrada. 

Why all this fuss? The District of Co- 
lumbia circuit is widely regarded as the 
second-most important court in the land, 
because it rules on the constitutionality of 
federal laws and regulations, and resolves 
disputes between the executive and legis- 
lative branches. It is also a stepping-stone 
to the Supreme Court. 

The fact that Mr Estrada is a Latino adds 
to the stakes. Heis part of the country's big- 
gest minority—and one that is much less 
wedded to the Democratic Party than 
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blacks are. George Bush won about a third 
of the Latino vote in 2000, and some Re- 
publicans think that a noisy battle over Mr 
Estrada's future could help their cause. 

Mr Estrada, they say, is an embodiment 
of the American dream: a Honduran who 
came to the United States at the age of 17 
with a limited command of English but 
nevertheless graduated from Columbia 
University and Harvard Law School. His 
legal curriculum vitae is also good: he was 
an editor of the Harvard Law Review, 
worked for a Supreme Court judge, was 
named as an assistant Us attorney by 
George Bush senior, and was promoted to 
assistant solicitor-general by Bill Clinton. 
He has argued 15 cases before the Supreme 
Court. His supervisorin the Clinton period 
has praised him as a "model of profes- 
sionalism and competence". The Ameri- 
can Bar Association has given him its high- 
est rating. Republicans claim that the 
Democrats' attempt to block his nomina- 
tion proves that they will allow Latinos to 
get ahead only if they toe the party line. 

In fact the White House may have a 
subtler agenda. Gregory Rodriguez of the 
New America Foundation argues that Mr 
Bush is less concerned about Mr Estrada 
than he is about another Latino, Alberto 
Gonzales, the White House counsel. The 
composition of the pc circuit court is 
hardly a topic of conversation in the sub- 
urbs of Los Angeles and Houston. The fact 
that Mr Estrada is a Honduran limits his 
appeal to the two-thirds of Latinos who 
hail from Mexico. Mr Estrada is too conser- 
vative and too young, at 41, to have any 
chance of a seat on the Supreme Court. 

Mr Gonzales, on the other hand, is an 
ideal candidate for the Supreme Court. He 
is a Mexican-American whose father did 
two jobs in order to feed his wife and eight 
children, and a moderate Republican who 
speaks with great delicacy on controver- » 





» sial subjects like affirmative action. He has 


long been on close terms with Mr Bush. By 
fighting Mr Estrada's appointment to the 
federal court so fiercely, the Democrats are 
making it less likely that they will be able 
to resist Mr Gonzales's elevation to the Su- 
preme Court in a year or so. 

Mr Bush has warned the Democrats 
against "playing politics" with the Estrada 
nomination. In fact, the nomination is an 
example of the White House itself playing 
politics, and doing so most efficiently. If 
the Republicans get their way, they add a 
solid conservative to the federal court; if 
they fail, they paint the Democrats as fili- 
buster-loving obstructionists and enemies 
of Latino advancement. Either way, the 
fight makes it easier to get Mr Gonzales a 
seat on the highest courtin the land. & 


Blowing up the 
Delaware Sub 


AUSTIN 
Or, when is a new tax not a new tax? 


EARD of the “Delaware Sub” loop- 
hole? Perhaps you should have done. 
At a time when Texas's ruling Republicans 
face a $10 billion budget shortfall, and are 
desperate notto violate a pledge of no new 
taxes, itis the mosttempting target around. 

It works like this. Joe's Texan Widget 
Corporation, whose shares are publicly 
traded on Wall Street, gets fed up with its 
state tax bill. So Joe creates two out-of-state 
(usually Delaware) subsidiary corpora- 
tions, or “subs”, and makes them partners 
in a business structure known as a Texas 
limited partnership—the same kind of tax- 
sheltered entity that George Bush used 
when he took over the Texas Rangers base- 
ball team. Joe’s former corporate custom- 
ers and employees are then transferred to 
the partnership, and presto!—the 96-year- 
old Texas “franchise” tax on corporations 
no longer applies. 

This capacious dodge has been around 
for years, but recent tax and legal changes 
have made it more attractive. Now more 
and more huge companies, including Dell 
Computer and ssc, formerly Southwest- 
ern Bell, are making use of it. Since 1998, 
when just 54 companies converted to the 
hybrid structure, some 3,906 have opted 
out of Texas business taxes, according to 
the state comptroller. The loophole saves 
SBC alone $30m-50m a year, and in the 
next two fiscal years, if matters stay as they 
are, it will cost the Texas state treasury an 
estimated $360m. But shutting the loop- 
hole, depending on how a bill is drafted, 
might bring in much more. 

Would it mean, in effect, a new tax? The 


Republicans say no; closing the loophole 
merely means that corporations have to go 
back to paying a tax they were paying be- 
fore. Or, as Governor Rick Perry recently 
declared, “It’s not a new tax if you should 
have been paying it all along." 

Besides, the state's would-be budget- 
balancers have tried almost everything 
else they can think of—short of imposing a 
personal income tax, which may come 
when hell, or at any rate Houston, freezes 
over. State agencies are proposing a list of 
fearsome spending cuts: ending health-in- 
surance coverage for 250,000 children, de- 
nying life-saving drugs to AIDS patients, 
even releasing juvenile prisoners early. In 
comparison, eliminating the "Delaware 
Sub" seems painless. "We've got to raise 
money. We've gotto have some revenue to 





balance our budget," says Yvonne Davi 
Democrat who has sponsored the bil. | 
But don't expect the companies to take 
it lying down. Dell and ssc are said to be 
quietly organising a lobbying effort to keep 
the loophole on the books. They will have 
support from the still-powerful oil and gas 
industry, where plenty of companies ex: 
ploit it. Ben Sebree, vice-president for go 
ernmental affairs at the Texas Oil and ¢ 
Association, says his industry already 
pays plenty in sales, property and drilling 
taxes, and will mount a "vigorous" cam- 
paign to keep the partnership law 
changed. Moreover, he does not agree 
with Governor Perry's logic. “If you legally 
didn't pay the tax," he says, "and t 
change the law and you're suddenly sub: 
ject to the tax, that’s anew tax." 18 : 
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The great uniter? 





Lexington 





George Bush's policy has become one of divide and conquer. It is working—for the moment 





EI A uniter, not a divider." That was George Bush's boast in 
the 2000 presidential election. He promised to *change the 
tone in Washington" by bringing back civility to domestic pol- 
icy. He also said his "humble but strong" foreign policy would 
improve America's relations with the rest of the world. 

These ambitions lasted about five minutes. Mr Bush's first tax 
cuts passed the House of Representatives with a mere ten Demo- 
cratic supporters. Things improved a little after September 11th, 
when the need to show a patriotic united front prevailed, but 
partisan warfare has since returned with a vengeance. The presi- 
dent is pushing for a second round of tax cuts, the appointment 
of anti-abortion conservatives to judgeships and the rolling back 
of affirmative action—all things that make Democrats seethe and 
weep. As for endearing his administration to foreigners through 
humility, well, let's just say that it did not go entirely to plan. 

The great uniter presides over a transatlantic relationship that 
is going through one of its roughest patches for a long time. Most 
non-Americans are strongly opposed to a war in Iraq, hostile to 
the president, and increasingly critical of America itself. At 
home, despite an impressive Republican performance in the 
mid-term elections, public opinion has moved comparatively lit- 
tle. Although Mr Bush's own ratings remain reasonably high, 
they too follow the party line. Among Republican voters, he is as 
popular as any president has ever been at this stage, Ronald Rea- 
gan included. But only one in four Democrats looks favourably 
on his performance, an unusually low figure. If Mr Bush was se- 
rious about being a uniter, he has failed. 

In the short run, this record of division has not hurt him that 
much. Of course, the president has not lived up to those prom- 
ises of being a uniter. But the dreams of campaign-time often go 
pop. Washington politics was anyway becoming more partisan 
before Mr Bush became president. He has continued a trend, but 
has also exacerbated it. 

Anyway, this divisiveness has yielded short-term benefits. 
Mr Bush has split not only his country but also his critics. Some 
Democratic presidential candidates approved the congressional 
resolution on the use of force against Saddam Hussein last year; 
others vehemently oppose military action in Iraq. Some Demo- 
crats voted for tax cuts in the Senate; the party rank-and-file dis- 


likes them. It is the same story with the transatlantic alliance. 
New and old Europe have split on the merits of war against Sad- 
dam, and, as with the Democrats, this has helped Mr Bush. 

So why should he worry? The answer has to do with the ex- 
traordinary ambition of his plans and the inevitable difficulties 
of sustaining them. At home and abroad, he is rolling the dice in 
the expectation of gains far off into the future. 

In domestic policy, Mr Bush's justification for tax cuts has 
changed so often that it is easy to lose sight of his real motives. 
The administration makes much of the idea that the cuts will in- 
crease demand in the short run. But there are plenty of speedier 
ways to inflate the economy. Mr Bush's tax-cut strategy is at 
heart a more ideological gamble on the future: he argues that 
lower taxes and a simpler tax structure will make the economy 
more efficient in the long run—meaning eight, ten, 20 years out. 

Something similar applies to Iraq. Mr Bush is on the verge of 
committing America to an immense enterprise. Toppling Sad- 
dam Hussein would be a big step in the campaign to halt the 
spread of weapons of mass destruction and ensure they do not 
fall into the hands of terrorists. And, as he made clear in last 
week's speech to the American Enterprise Institute, it would be 
an earnest of America's commitment to the democratic transfor- 
mation of the Middle East, which would help to solve the Israel- 
Palestine problem. But this too will take years, even decades. 


The vision has to be seen by the others 

The fact that Mr Bush is looking so far into the future is in many 
ways admirable. But it casts a Shadow of doubt over his divisive 
tactics. For in both domestic and foreign policy, the president is 
committing America to a long haul without doing the work 
needed to prepare people for the setbacks that will be inevitable 
along the way. 

At home, the economy is sputtering. It could even fall back 
into recession. At some point, criticism of the tax cuts seems 
likely to grow louder. Having sold the cuts with a bewildering 
variety of arguments—the budget surplus means we can afford 
them; they will give the economy a short-term fillip; budget defi- 
cits don't matter anyway—Mr Bush will find it harder to per- 
suade the public that they are a good idea in the long run, not just 
a boondoggle for the rich. 

Abroad, everyone hopes that a war in Iraq, if it comes, will be 
swift and relatively merciful. But there is no guarantee that it 
will. And it seems highly likely that the subsequent reconstruc- 
tion of Iraq will be extremely difficult-and the political transfor- 
mation of the Middle East harder still. So was it sensible of Mr 
Bush to wait until the last minute to start talking about long- 
range political transformation? And then to do so in vague, cli- 
ché-ridden terms? Was it shrewd, given that such an ambitious 
transformation cannot be managed by America alone, to do so 
little to advocate an Israeli-Palestinian peace in the meantime? 
Or to irritate many Europeans so casually on everything from 
the Kyoto protocol to jibes about *old Europe"? 

Mr Bush has fallen prey to a besetting fault of his administra- 
tion. Serious discussions do take place in the White House—but 
their seriousness often does not carry over into the realm of pub- 
lic persuasion. The president too easily assumes that, if the pol- 
icy is right, people will come to see its wisdom. They may well 
do so, eventually. But in the short run doubt and suspicion con- 
tinue. And that makes it harder than it need be to sustain the ad- 
mirably ambitious policies Mr Bush has embarked upon. m 
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The Andean drug industry 


The balloon goes up 
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The “success” of Plan Colombia in cutting coca production has started to 


undermine governments farther south 


6€ A TURNING point" is how John Wal- 
ters, the director of the United 
States' office for drug control, jubilantly de- 
scribed figures released by his government 
last week, which claimed a 15% fall in 2002 
in Colombia's crop of coca, the plant used 
to make cocaine. This follows eight years 
of steady increases in the amount of land 
under coca in Colombia, the source of 
three-quarters of the world's cocaine. 

For American officials, last year's fall is 
evidence that "Plan Colombia", a pro- 
gramme of mainly military aid begun by 
Bill Clinton and continued by George 
Bush, is starting to pay off. Under this plan, 
the United States has provided Colombia 
with extra helicopters and crop-dusting 
planes to spray coca with herbicides. Most 
of these have finally arrived, and Alvaro 
Uribe, who became Colombia’s president 
last August, has been happy to use them: 
he has unleashed a massive spraying cam- 
paign which officials say is at last outpac- 
ing the ability of coca farmers to replant. 

Yet there is a hollow quality to this vic- 
tory. Over the past three decades, rich- 
country demand for cocaine has created a 
monster in the Andean countries. The ille- 
gal-drug industry has corrupted institu- 
tions, distorted economies, wrecked for- 
ests, and financed armed groups such as 
Colombia’s FARC guerrillas and right- 
wing paramilitaries. But the “drug war” 
has imposed its own costs. One is known 
as the “balloon effect”: local squeezes sim- 


ply move the industry elsewhere, spread- 
ing violence and corruption with it. 

Thus, in a reversal of a trend begun a 
decade ago, drug production is rising in Bo- 
livia and Peru, and this year coca farmers 
there have mounted new challenges to 
governments; this “politicisation” of the 
coca industry is “most troubling” admitted 
Mr Walters. This shift comes at a delicate 
juncture: weak economies, weak govern- 
ments in several countries, political con- 
flict in Venezuela and Bolivia, and Colom- 
bia’s intensifying wars have all aroused 
fears about the Andean region's stability. 

A second worry concerns the figures 
themselves. Mapping the coca crop is diffi- 
cult, and not everyone trusts the American 
figures. But the trend is clear enough. The 
UN will next week publish its annual coca 
census, which is more comprehensive 
than America’s sampling. Having reported 
an 11% fall in Colombia's coca area in 2001 
to 145,000 hectares (358,000 acres), the UN 
is expected to reveal an even steeper fall for 
2002. But its estimate for Peru (46,700 hect- 
ares in 2001, with a small increase last 
year) is higher than America’s. The UN 
also reports that more productive coca va- 
rieties are being used in both countries; in 
Peru it reckons that fields may be produc- 
ing 10% more coca than a year ago. 

Nevertheless, the shrinking of coca 
land in Colombia will comfort the United 
States’ Congress. It is anxious to see some 
return from aid to Colombia of around 
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$500m a year. That is especially true after 
FARC last month shot down an American 
spy plane apparently on an anti-drug mis- 
sion, killing one American and taking 
three hostage. Even so, American officials 
believe this year will be better still: Mr 
Uribe has pledged to spray 200,000 hect- 
ares. If that happens, Mr Walters thinks, 
coca farmers will despair of profit and give 
up. He told Congress that America had "an 
unprecedented opportunity to seriously 
reduce the availability of illegal drugs". 
Klaus Nyholm, the UN's drugs man in Co: 
lombia, says better prices for legal crops 
are helping: excluding drug crops, the 
country's farm output expanded by 3.5* 
last year, double the growth of GDP. 

The results are à fillip, too, for Mr Uribe, 
who faces mounting urban terrorism by 
the FARC. Some of Colombia's most drug: 
infested areas are close to giving up coca. 
Putumayo, where the UN reported 66,000 
hectares in 2000, can eliminate the crop by 
December, says a local official. But the UN 
reckons it is spreading to smaller plots (to 
evade spraying) and that output is rising in 
other areas, such as Guaviare. Mr Nyholm 
says coca will not be eradicated until Co: 
lombia's wars end. 


Fears of retreat 

The guarded optimism in Colombia is mir 
rored by increasing problems farthe! 
south. In recent years, Bolivia was the drug 
warriors’ success story. Between 1997 anc 
2001, its government eradicated 40,00€ 
hectares of coca in the Chapare, the mair 
growing area; aid money trickled in for al 
ternatives, such as bananas. But Americar 
officials are now nervous about a retreat 
In the past two years, new planting ha: 
outstripped eradication. And increasing 
amounts of Peruvian semi-processed co 
caine-base are now being smugglec 
through Bolivia to Brazil and thence to Eu 
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Chile 


Seeking inspiration 


SANTIAGO 


Opportunities missed—and unwanted 


| ALFWAY through his six-year term, 
| President Ricardo Lagos needs a 
pick-me-up. Neither a lacklustre econ- 
omy nor two corruption scandals are his 
fault. But they have left his government 
looking limp. A long-awaited cabinet re- 
Shuffle promised a cure. But it has 
merely shown how little scope he has 
for innovation. 
~ Inall, Mr Lagos's centre-left coalition 
has been in power for 13 years. It lacks 
_new faces, and relations between its four 
constituent parties have become tense 
and jealous. So in the reshuffle on Febru- 
ary 28th, Mr Lagos's senior ministers all 
- kept their jobs. Seven out of 17 ministers 
were replaced. But the only new blood is 
_at the justice ministry. It went to Luis 
Bates, who previously ran the local 
branch of Transparency International, 
_an anti-corruption watchdog. 
-~ Mr Lagos can point to achievements, 
including an unemployment insurance 
Scheme and free-trade agreements with 


rope. Cobija, a poor northern outpost, has 
acquired sudden wealth; locals report an 
influx of heavily-laden, armed "backpack- 
ers" from Peru on the logging trails in the 
surrounding forest. 

This year, Bolivia's powerful coca 
growers’ movement has drawn blood 
against a weak government. Evo Morales, 
the movement's leader, was emboldened 
by winning 21% of the vote in last year's 
presidential election. To head off protests, 


President Gonzalo Sánchez de Lozada of- 


fered to expand the area in which coca can 
be legally grown for traditional uses (such 
as chewing and tea) if a study of demand 
showed this to be justified. To no avail: in 
January, protests by coca farmers brought 
much of the country to a standstill for two 
weeks. Mr Morales played no direct role in 
violence last month, in which 33 people 
were killed in riots and clashes between 
striking police and the army. But these 
events have left Mr Sánchez (who claims 
there was a plot to kill him) in no position 
to take the offensive against coca. 

In Peru, too, the politics of coca has be- 
zome more confrontational. Until the 
mid-1990s, Peru was the world's main 
source of the shrub. But the price of coca 
nas been climbing again since 1998, and 
yroduction rising. Worried about the back- 
low from Plan Colombia, American offi- 
tials have stepped up aid to Peru, while 
also pressing for a tougher policy. In Sep- 
ember, the government said it would be- 
zin forcible eradication in hard-core coca 


the United States and the European Un- 
ion. His government's underlying pro- 
blem is that it now lacks an agenda to 
reinvigorate the coalition. Its microeco- 
nomic reforms appeal less to its own 
voters than to business. Its plans to mod- 
ernise the state are worthy but dull. Sim- 
ilarly, its health reform is well-inten- 
tioned but incomprehensible to 
ordinary Chileans. 

They will take more notice of Mr La- 
gos's line on Iraq: Chile is currently a 
member of the UN Security Council. 
That is a responsibility with which the 
government now feels uncomfortable. 
Like Mexico, a fellow council member, 
Chile dislikes war but is wary of anger- 
ing the United States—because, in its 
case, its trade deal has yet to be ratified. 
So far, Chile has slipstreamed behind 
Mexico in common indecision. In the 
end, it may swing behind George Bush. 
But that will do nothing to inspire Mr La- 
gos's jaundiced supporters at home. 


areas, a policy Peru eschewed in the 
late-1980s, after Shining Path terrorists ex- 
ploited discontent over it. 

Theresponse was a wave of violent un- 
rest in traditional coca-growing areas. 
More than 70 people were injured in an 11- 
day "strike" last month; in Aguaytía, prot- 
estors smashed up the government's anti- 
drug office, burning equipment. For the 
first time, the coca growers may have a po- 
litical leader, albeit not with the clout of 
Mr Morales in Bolivia: Nelson Palomino, 
who was recently arrested on charges of 
supporting the (much weakened) Shining 
Path, something he denies. His arrest was 
greeted by a protest by thousands of coca 
farmers in Ayacucho, the Shining Path's 
birthplace. Such protests are a novelty for 
Peru. The farmers have now called a three- 
week "truce": they want the government 
to agree to an end to forced eradication and 
more money for development schemes. 

Further afield, there are other worrying 
signs. This week, Rio de Janeiro's carnival 
took place under the eye of the army: on its 
eve, the city's leading drug gang bombed 
buses and buildings, its second such show 
of strength against an ineffective state gov- 
ernment in five months. And following 
tougher action by Mexico, more drugs 
now flow to the United States through Ca- 
ribbean islands, as they did in the 1980s. 
The drug industry has an unerring eye for 
institutional weaknesses. As long as co- 
caine is demanded, victories over it in- 
volve defeats elsewhere. m 





Argentina's economy 


Defaulter of last 
resort 


BUENOS AIRES 
Savers get dollars, sort of 


N JANUARY 2002, when Eduardo Du- 

halde, Argentina's interim president, 
bowed to the inevitable and devalued the 
peso, he faced a problem. Argentina's econ- 
omy was largely dollarised: 70% of bank 
deposits and 7996 of loans were in green- 
backs. Since devaluation would thus mean 
bankruptcy for many debtors, Mr Duhalde 
decreed that dollars should be converted 
into pesos. To try to mollify angry deposi- 
tors, there was a twist: while most loans 
were switched at par, deposits were con- 
verted at 1.4 pesos to the dollar. It was a 
mess, and it has come to haunt him. 

As the peso plunged (it now stands, 
somewhat stronger, at 3.18 to the dollar), 
some 180,000 depositors filed lawsuits 
against the decree. On March sth, in a test 
case, the Supreme Court ruled that conver- 
sion to pesos was illegal. Savers rejoice at 
what they see, rightly, as a victory for prop- 
erty rights. They will now rush to claim dol- 
lars—and will be frustrated not to get them. 
Deposits worth at least $12.5 billion are in- 
volved, assuming the ruling is not applied 
to those already withdrawn. The banks 
lack the money. So the government will 
have to issue bonds to cover the difference. 

There is expensive irony in all this. The 
IMF had long pressed the Argentine gov- 
ernment to convert frozen savings deposits 
into bonds; it had resisted, partly out of fear 
the courts would disapprove. And the vo- 
cal campaign for the restitution of dollar 
deposits has not extended to dollar loans: 
many borrowers quietly paid these off in 
devalued pesos. 
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Messy though the process was, some 
economists claim there was a rough justice 
in “pesification”. Under its complex rules, 
deposits (many of which have been frozen 
since last year) were indexed to inflation. 
All told, savers would get back 67 cents to 
the dollar. The average term of savings de- 
posits was five years; before the devalua- 
tion, they had received high interest rates. 
So the typical saver would have done no 
better had he deposited the money in Mi- 
ami, points out Javier Gonzalez Fraga, a for- 
mer governor of the central bank. 

Now, the savers' losses will be trans- 
ferred to the taxpayer. Argentina's govern- 
ment defaulted on its foreign bonds last 
year. But that has not deterred it from issu- 
ing new debt. Already, it has given the 
banks bonds to make up for the differential 
treatment of their assets and liabilities. 
Now the banks will receive yet more gov- 
ernment paper of uncertain value. 

Argentina is due to electa new president 
next month. Chaos at the banks would not 
help Néstor Kirchner, Mr Duhalde's fa- 
voured candidate. But the return of dollar 
savings was backed by Carlos Menem, his 
main rival, who when he was himself pres- 
ident packed the Supreme Court with 
friends. Mr Duhalde can only rue his ham- 
fisted effort to devalue without pain. m 


Brazil's new politics 
Compromising 
idealists 


BRASÍLIA 
The Workers' Party battles to turn 
dreams into policies 


JANUARY Brazil's education ministry 
spent 760,000 reais ($221,000) on post, 
147,000 reais on travel and 6,000 reais on 
bottled water. The money, complains 
Cristovam Buarque, the education minis- 
ter in Brazil's new left-leaning govern- 
ment, was spent not by schools but by the 
bureaucrats at headquarters. A hundred 
university rectors descended on him in his 
first 40 days as minister. Municipal offi- 
cials responsible for primary education, 
one of the government's top priorities, 
'never ask to be received", laments Mr 
Buarque, himself a former rector. 

Idealism and impatience with govern- 
ment-as-usual are much on display in Bra- 
silia, two months into the government of 
Luiz Inácio Lula da Silva, a former trade- 
anion activist. The petistas, as members of 
Lula's Workers' Party (PT) are called, are 
struggling to master the machinery of gov- 
ernment without being compromised by 
t. And they are trying to correct what they 
regard as Brazil's misguided course while 
naving to rely on many of the people who 
5lotted it. 


Society is civil enough, Congress less so 


They are a relatively inexperienced 
bunch, having previously run nothing big- 
ger than Brazil's fourth most-important 
state. But they are eager learners. “There is 
a total openness to knowledge," says Vi- 
nod Thomas, who heads the World Bank's 
Brazil office. To find talent, the government 
has poached so many activists from "civil 
society" that NGOs are having trouble re- 
cruiting. Even so, of 24,000 senior jobs in 
the president's gift, only 500 have so far 
gone to petista recruits, estimates Walder 
De Góes, a political scientist. 

The idealism sits alongside pragmatism 
and compromise. That is already a taunt 
from centrists, and a bitter accusation from 
the PT's own left wing. Lula has submitted 
to the financial orthodoxy of his predeces- 
sor, Fernando Henrique Cardoso, raising 
interest rates and chopping the budget to 
stabilise inflation and debt. His top prior- 
ities for reform—pensions and taxes—were 
Mr Cardoso’s too. The petistas have struck 
deals with “oligarchs” whom they once re- 
viled. José Sarney, a former president and 
backwoods political boss, became presi- 
dent of the Senate with the PT's backing. 
"Maybe Lula fell into the trap of seeking 
power for its own sake," worries Luciana 
Genro, a dissident PT congresswoman. 

Her comrades in government see them- 
selves as compromising without being 
compromised. If political pacts are needed 
to tame congressional oligarchs, a new “so- 
cial pact" will bring the powerless into 
policymaking and persuade the powerful 
to rise above narrow interests. "Dialogue 
with civil society is as important as par- 
liamentary politics, but not a substitute for 
it", says Luiz Dulci, a member of Lula's in- 
ner circle. The main reforms will be dis- 
cussed by a Council of Economic and So- 
cial Development, which brings together 
politicians, unions, business and NGOs, 
before going to Congress. 

Much of this smacks of the need of the 
PT's leaders to persuade their rank-and-file 
to back policies they have long opposed. 
But congressmen worry that they are be- 
ing bypassed. Not so, swear Lula’s men. In 
private, however, the mistrust is mutual. 





“Congress is basically conservative,” says 
a senior petista. 

Mr Cardoso drafted reforms, then in- 
vited debate; Lula talks first and drafts 
later, notes Mr De Góes. This is time-con- 
suming, and risks squandering the honey- 
moon on which Lula depends to enact his 
main reforms. It has borne some fruit: on 
February 22nd the president persuaded 27 
State governors to sign the “Brasilia Char- 
ter”, outlining a consensus on pension and 
tax reform. But the real test will be what 
happens when the consensus lands on 
congressional desks. 

Rather than chopping civil servants’ 
pensions, what galvanises petistas is a 
yearning to shrink Brazil's social and econ- 
omic inequalities, a project they sense has 
a global audience. They see themselves as 
the most visible of the world’s democrati- 
cally-elected “progressive” governments. 
Success would vindicate both democracy 
and progressivism. 

What sort of progressivism? “We are a 
party of attitudes rather than a party of 
ideas,” says Mr Buarque. He admits that so 
far the PT has offered Brazil no blueprint. 
He proposes "liberal socialism", a free- 
market economy coupled with robust 
public services such as education. This hy- 
brid is more or less what the government 
has been forced to adopt by Brazil's pre- 
carious finances. But it may not satisfy pe- 
tistas, who class the markets with the oli- 
garchs as forces requiring their guidance. 

António Delfim Netto, a conservative 
congressman, describes the shift in de- 
velopment philosophy in Brasília thus: the 
Cardoso team saw comparative advantage 
as "an act of God"; Lula's government 
thinks it can be created. This hope inspires 
Brazil's advocacy of protection for “infant- 
industries" in the proposed Free-Trade 
Area of the Americas. Ministers wantto di- 
rect spending on government nutrition 
programmes to family farmers, promoting 
two of their favourite causes at once. Too 
much of this could easily turn into old- 
fashioned dirigisme. But, for the moment, 
this risk seems small. The petistas are as 
pragmatic as they are idealistic. 8 
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Dealing with Iraq 


As diplomacy runs out 


Collision ahead in the Security Council; war ahead in Iraq 


Y DIPLOMATIC standards, the state- 

ment was crystal-clear. On March 5th 
France, Russia and Germany said they 
would not “allow the passage of a planned 
resolution that would authorise the use of 
force” against Iraq. France and Russia are 
both veto-wielding permanent members 
of the UN Security Council, so they could 
certainly make good their threat, although 
both pointedly refrained from using the 
word “veto”. 

The trio called on Iraq “to co-operate 
more actively” with UN weapons inspec- 
tors. But America’s secretary of state, Colin 
Powell, argued that time had already run 
out, and that the world should not be 
fooled into believing that Iraq’s “too-little, 
too-late gestures” should save it from the 
“serious consequences” threatened by the 
Security Council’s resolution 1441. That 
message, delivered two days before the in- 
spectors were due to report to the Security 
Council on March 7th, was seen as a signal 
that, so far as America is concerned, the 
long-threatened shift from diplomacy to 
warfare is now imminent. 

France had earlier proposed that in- 
spectors be given at least another four 
months. Britain is exploring a compromise 
to give Saddam Hussein yet another last 
chance to disarm and a few extra days at 
most. His recent concessions, such as let- 
ting inspectors destroy some proscribed 
missiles and promising more information 
on old biological and chemical arms, were 


dismissed this week by the White House 
as “the mother of all distractions”. 

Barring some new diplomatic gambit, 
America and Britain say they will press the 
council to vote next week on their joint 
resolution with Spain, stating that Iraq 
“has failed to take the final opportunity” it 
was given in a council resolution in No- 
vember to rid itself of all weapons of mass 
destruction. 

With the Security Council so deeply di- 
vided, why bother with this vote? Amer- 
ica is certain that, legally, it does not need a 
new resolution, and this week hinted that 
it might not press for one. Yet a second 
resolution would help its allies, especially 
Britain's Tony Blair, who faces a sizeable re- 
volt over military action without one from 
within his own Labour Party. Failure of the 
Security Council to act together, it is 
widely accepted, would also undermine 
the world body's credibility. 

If America and its allies could collect at 
least the minimum nine votes (out of 15 
permanent and rotating members) 
needed for a resolution to pass, it could in- 
crease pressure on France and Russia to ab- 
Stain, rather than wielding their vetoes. 
But France has been working just as fever- 
ishly to garner enough noes to defeat a 
resolution without needing to use its veto. 
Of the six previously uncommitted coun- 
cil members (Germany and Syria say no to 
force; Bulgaria backs America), this week 
Cameroon looked likely to follow the 
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French lead, but the rest—Pakistan, Chile, 
Mexico, Guinea and Angola—were still be- 
ing lobbied hard by both sides. 

Much hangs on this week's reports 
from Hans Blix, the chief weapons inspec- 
tor, and his counterpart, Mohamed ElBara- 
dei, from the UN’s nuclear watchdog. Mr 
Blix was expected to highlight the ongoing 
destruction of Iraq's al-Samoud 2 missiles, 
though the inspectors are still awaiting de- 
tails from Iraq of other potentially illegal 
missiles, and Mr Powell accuses it of con- 
cealing yet others. And although Iraq has 
handed over more documents, these have 
so far contained little new to answer out 
standing disarmament questions. 

Russia wants the inspectors to say how 
long they will need to address these. Mr 
Blix has welcomed some signs of co-oper- 
ation from Iraq, but was saying last week 
that it had still not made a "fundamental 
decision" to disarm. 

Without that, President George Bush 
has always said that force will be used, if 
not with UN backing, then without it. The 
failure of Turkey's parliament last week 
end to endorse a deal the government had 
struck with America to use Turkish bases— 
enabling it to open a second front against 
Iraqi forces, from the north—might delay 
the start of a military campaign. But then 
again it might not: America can probably 
find another way. This week Mr Bush or 
dered another 60,000 troops to the region. 
to add to the 250,000 chiefly American 
and British forces now ready for action. 


A *much, much, much" different war 

And a war this time, predicted America's 
senior military man, General Richard My 
ers, would anyway be "much, much 
much" different from the Gulf war in 1991 
which relied on many days of bombing 
and lots of heavy armour. Disarming Iraq 
he argued, could best be achieved with é 
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minimum of casualties by delivering a 
“shock to the system”—earlier reports had 
spoken of an opening 48-hour barrage of 
several thousand precision-guided bombs 
and missiles, with ground troops invading 
almost simultaneously. 

Iraq's neighbours are not counting on 
French and Russian opposition at the UN 
to stop a war. An Arab League summit last 
weekend failed formally to discuss a pro- 
posal to give Mr Hussein and senior mem- 
bers of his regime two weeks to quit the 
country, and ended in a shouting match. 
Exile is seen by Iraq's increasingly nervous 
neighbours as probably the only alterna- 
tive to a war. This week 1,000 Saudi sol- 
diers joined a small Gulf morale-boosting 
force being assembled in Kuwait, which 
has run into flak from other Arab govern- 
ments for letting American troops use its 
territory to launch their assault on Iraq. 
The force is only a political gesture but, as 
even mighty America knows, allies are 
worth alotinatightspot. m 





Religion in Iraq 
Iraqis turn to God 


BAGHDAD 


And perhaps against each other 


ET HAVE seen it on the internet: they are 
killing Iraqis called Omar.” Only 
Sunni Muslims name their sons Omar, so 
this rumour, articulated in a Baghdad 
mosque by a furious imam called Sheikh 
Hisham, is as incendiary as it is unreliable. 
His argument, echoing that of the regime, 
is that Iraq's Shia opposition are blood- 
thirsty Iranian stooges. 

As Iraqis pray for salvation, sectarian 
tensions are mounting. Two-thirds of the 
population are Shias, but Iraqis have been 
ruled by Sunnis for centuries. This week 
saw the start of the rite of Ashoura, when 
Shias mourn the prophet's grandson, Hus- 
sein, and his 72 companions, who were 
killed at Karbala, south of Baghdad, by a 
Sunni tyrant, Yazid. The ruling Baath party 
has long sought to curb the rite's more ar- 
dent aspects, such as flagellation and self- 
mutilation with swords. But some within 
the regime are calling for it to relax its ban 
on processions, to soothe Shia grievances, 
such as those stemming from Saddam 
Hussein's crushing of a Shia revolt after 
the last Gulf war. 

Mr Hussein may not be convinced, 
however. With millions bound for Karbala 
for Ashoura, he has no interest in letting 
pilgrimages turn into demonstrations, as 
happened under previous leaders. But he 
anderstands the importance of religion. 
He has rebuilt (sumptuously) most of the 


a cost, says a government guidebook, of 
"300m dinners". He long ago discovered 
that he is, by an amazing coincidence, de- 
scended from the House of the Prophet, 
and has engraved his family tree on Kar- 
bala's walls. And the man who banned the 
veil when he went to war with Iran has 
now put up billboards showing himself 
and his two sons in a pose suggestive of 
the Shia trinity. 

For the first time, Mr Hussein marked 
the Muslim new year, which coincides 
with the start of Ashoura, with a public ad- 
dress. Predictably, he assumed the mantle 
of defender of the faith, and depicted 
George Bush as an evil despot bent on de- 
stroying Islam. He also reached out to both 
main Muslim sects. To please Sunnis, he re- 
called that the Muslim new year marked 
the prophet's flight from Mecca and the 
launch of his plans for jihad (holy war). For 
Shias, he made an allusion to Ashoura, ap- 
pealing to the spirit of sacrifice shown by 
the earlier Hussein in his resistance to the 
tyrant Yazid. 

To make sure everyone gets the mes- 
sage, Shia clerics on Iraqi television have 
named America as the modern Yazid. 
Baghdad's Shia leader, Hussein Sadr, 
mindful perhaps that several of his rela- 
tions have met bloody ends, has issued a 
fatwa calling on Iraqis to defend their 
homeland. 

The Iraqi leadership may find comfort 
in the precedent of 1915, when Shias and 
Sunnis proclaimed a jihad against the in- 
vading British. The jihad failed, but only 
after inflicting one of the more serious de- 
feats in British military history. "The threat 
of foreign conquest is enough to unite 
Iraq's sects,” says a Baath party official. 
Hikmet, a Shia soldier in Baghdad, con- 
curs. But Iraqis have begun to be afraid of 
Iraqis. The fury of Sheikh Hisham does not 
bode well for concord. m 
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Elections in Iran 


A weary country 


TEHRAN 
The reformers gave in to despair 


€€ T) OPULAR disillusionment with the 
usefulness of the whole regime" was 
one of President Muhammad Khatami's 
explanations for the wretched turnout in 
Iran's local elections on February 28th. The 
president's reformist supporters lost 
ground to conservatives almost every- 
where. But the real victor was apathy. 

Turnout in small towns and rural areas, 
where voting patterns often reflect family 
and economic affiliations, was not bad, av- 
eraging well over 50%. But in Tehran a risi- 
ble 12% of the electorate voted, and in no 
large city did so much as a third go to the 
polls. This shrugging of the shoulders in 
the cities worries even the conservatives, 
who, despite the drubbings they received 
in past presidential, parliamentary and lo- 
cal elections, could present high voter par- 
ticipation—69% at Mr Khatami's re-elec- 
tion in 2001, for instance—as proof of the 
regime's underlying solidity. No more. 

Reform-minded voters simply stayed at 
home, which suggests that many have de- 
spaired of Mr Khatami's ability to circum- 
vent the conservative institutions that 
have blocked his attempts to make Iran 
more democratic. The reformists' star can- 
didate in Tehran was beaten by no fewer 
than 15 conservatives, and won barely a 
tenth as many votes as the top-performing 
reformist in the previous local elections in 
Tehran four years ago. 

The conservatives' victory does not im- 
ply genuine popularity: the most popular 
of Tehran's new councillors was endorsed 
by a measly 4% of the voters. This is omi- 
nous, especially since voters had a much 
wider choice of candidates than usual. In 
presidential and parliamentary polls, a 
conservative watchdog invariably dis- 
qualifies liberal and secular candidates. 
Last week, such people were permitted to 
stand, but performed dismally. 

In Tehran, where the previous munici- 
pal council was dissolved amid allegations 
of corruption and incompetence, the vic- 
tors are eyeing short-term spoils. They will 
no doubt alter the currently reformist tone 
of Iran's biggest daily newspaper, which is 
owned by the municipality, and redeploy 
the city's huge revenues from advertising 
hoardings and the sale of building permits 
to more conservative ends. 

Some see the vote as an endorsement 
of George Bush's contention that the Is- 
lamic Republic has lost popular legiti- 
macy. If that is so, the conservatives, by 
blocking reforms clearly desired by the » 


‘The Economist March 8th 2003. — - 


> majority, are most to blame. This was the 
point behind Mr Khatami’s observation, 
ostensibly directed at Iraq, that people liv- 
ing under dictatorships might welcome 
foreign intervention if it means they can 
“breathe easily”. His pessimism is accentu- 
ated by Iran’s feeling of helplessness in the 
face of America’s perceived military and 
political designs on Iraq: designs that, 
some think, will lead to an American push 
for regime change in Iran, too. 

Mr Khatami will soon have to decide 
whether to call a referendum designed to 
give the president more power against the 
mullahs. Until 2001, he would have 
romped to victory. In the first couple of 
years of his presidency, people would 
have poured on to the streets, if only he 
had given the word. Now, it seems, a stroll 
to the polling station is too much to ask. m 


Ramshackle Guinea 


Ruler and state in 
precarious health 


CONAKRY 
Guinea, president of the UN Security 
Council, has a dying president 


HE president’s foot was not ampu- 

tated, despite the preliminary medical 
advice. But, after several small strokes, his 
circulation remains dire, and though he 
has hardly been seen since December, 
most Guineans believe that Lansana 
Conté, their 69-year-old, chain-smoking, 
diabetic dictator, is dying. 

Awkwardly, this is the month when 
Guinea is president of the UN Security 
Council, which makes its potential power 
vacuum of exceptional concern for outsid- 
ers. Will the country vote for or against war 
with Iraq? Guineans, for the most part, do 
not care. Few have even heard of Saddam 
Hussein. Muslim clerics in Conakry boast 
that theirs is the only Muslim nation to 
show no interest in the war on terror. On 
March 3rd, Mamadou Ba, an opposition 
leader, called for military intervention, not 
in Iraq, but at home, to avoid chaos. 

Most Guineans believe that the army 
will indeed step in again when Mr Conté 
expires. Although he was shoved into in- 
troducing democracy in 1993, he has done 
little to encourage it since. In 2001, he 
rigged a referendum to allow himself to 
abolish presidential term limits. Officially, 
the turnout was 93%; unofficially, 15%. Last 
year, he rigged a parliamentary election— 
which is easy, since 75% of Guineans are il- 
literate. Most of the 46 opposition parties 
boycotted the vote, including the leading 
Rally for Guinea (RPG), a party whose ac- 
ronym is more often used in these parts to 
denote rocket-propelled grenades. 

Guinea owes its peacefulness (a recent 


An African action movie 


Middle East and Africa i 


Beer makes you sexy 


LAGOS 


Africa’s answer to James Bond is a feature-length booze commercial 


ICHAEL POWER, an unfeasibly 

hunky African super-hero, strips 
naked and takes a shower. But as he 
lathers his muscle-bound torso, the wa- 
ter slows to a trickle, and then stops 
completely, leaving him in a soapy mess. 
A rogue politician, it seems, has been di- 
verting funds earmarked for public wa- 
ter projects to buy weapons. Besides 
spoiling Mr Power’s shower, this will de- 
prive millions of clean water. But fear 
not. Africa’s answer to James Bond will 
expose the conspiracy and restore clean 
water, and clean governance, to the land. 

This, roughly, is the plot of “Critical 
Assignment”, a new pan-African movie 
that will be screened in bars and out- 
door theatres in 21 countries. The theme 
is apt: what better quest for an African 
hero than to fight corruption? Mr Power, 
a photo-journalist, ducks bullets, flies he- 
licopters, gets the girl and helps bring 
piped water to impoverished villages. 
His foes are suitably villainous: a 
crooked official with a marble-floored 
mansion, in league, naturally, with a 
fleshy European arms dealer. 

All great fun, but whizz-bang special 
effects cost money, which African film- 
makers tend to lack. Nigeria produces a 
lot of racy, low-budget videos, but ram- 
pant piracy and the audience’s shallow 
pockets make big features uneconomic. 
Unless a multinational pays the bills, as 
Guinness, a brewer, has for “Critical As- 
signment”. The film is, in fact, one long 
beer commercial, short on dialogue and 
long on product placement. 


coup attempt and minor uprising aside) to 
a strong, centralised army and its rulers’ 
flair for dividing their acolytes and batter- 
ing dissenters. Mr Conté is less brutal than 
his predecessor, Ahmed Sékou Touré, who 
ruled from independence in 1958 until his 
death in 1984. But by preventing the rise of 
an able successor, while neutering the 
new democratic institutions, he has left 
Guinea in a condition almost as precarious 
as his own health. The army has no clear 
leader. A power struggle could set off a 
conflict between Guinea's (hitherto fairly 
amicable) three main tribes. And with the 
region at its most turbulent in years—per- 
haps a million Guinean migrants are al- 
ready flooding back from Côte d'Ivoire's 
war, and Guinean-backed rebels are near- 
ing Monrovia, Liberia's capital-so any 
new conflict could get out of control. 
There is plenty to fight over. Guinea has 
a third of the world's bauxite reserves, as 


Guinness's Africa is a bit sanitised. 
The fictional country where the drama  - 
unfolds is a postcard-pretty composite of 
Nigeria, South Africa, and others. The 
scenes filmed in Lagos, Nigeria's gritty 
commercial capital, capture architectural 
landmarks such as the city's National 


. Theatre, but not the garbage-choked gut- 


ters and child beggars. The images shot 
in South Africa show glistening high-rise 
buildings, but no shanty towns. 

That Nigeria's censors approved a 
film about corruption shows how much - 
freer the country has become. But not 
much cleaner: entire neighbourhoods in 
Lagos regularly run as dry as Mr Power's 
shower, and the well-off buy water from 
the fire brigade. 
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well as gold, diamonds, iron ore and vast 
hydroelectric potential. Under Sékou 
Touré, a Marxist isolationist, these riches 
were barely touched. Since 1993, with the 
World Bank’s encouragement, some priv- 
ate firms have invested in Guinean mines, 
butnew money has nourished corruption. 
By one estimate, a fifth of government rev- 
enueis pinched, and much of the rest mis- 
spent. Most Guineans, already among the 
world's poorest people, grow still poorer. 
Their best hope of avoiding war lies in 
their extraordinary acquiescence. They 
seem not yet to have awoken from the pro- 
letarian zombiehood of Sékou Touré's 
time. In recent weeks, Conakry has seen a 
few mild riots, protesting against power, 
water, fuel and salary shortages, but the 
mob always flees at the police's first volley 
into the air. As for that other fight, against 
Saddam, Guinea is in a pickle, anxious to 
offend neither France nor America. 8 


Turkey 


A pivotal nation goes into a spin 





Whatever path Turkey's government chooses, it is bound to face howls of protest 


Wien Turkey’s parliament narrowly 
rejected a government motion on 
March 1st to let 62,000 American troops on 
to Turkish soil, a wave of euphoria swept 
the country, because a good 90% of its peo- 
ple—so say the pollsters-vehemently op- 
pose an American-led war in Iraq. But the 
joy was short-lived. With dozens of Ameri- 
can warships still anchored off Turkey's 
eastern Mediterranean shores, pressure 
began mounting on the country's ruling 
Justice and Development Party to resub- 
mit the bill or risk wrecking relations with 
the country's most influential friend, the 
United States. For Turkey's leaders know 
that, without American co-operation, 
hopes of rapid economic recovery will re- 
cede. And so-just as important, in many 
Turkish eyes—would Turkey's chance of 
having a big say in the future of Iraq, its 
troubling neighbour. 

On March sth, Turkey's top general, 
Hilmi Ozkok, weighed in on the American 
side, saying he favoured letting the Ameri- 
cans open a second front against Iraqi 
forces in Kurdish-controlled northern Iraq, 
with Turkey as the launch-pad. The odd 
thing about his statement was that he and 
his fellow generals had refrained from 
speaking up earlier. Well, they said, they 
had not wanted to intimidate parliament. 

Many generals, in any event, still doubt 
the sincerity of the ruling party's recent en- 


thusiasm for a secular Turkey, since its 
roots are Islamist and the party's leader, 
Tayyip Erdogan, started his career in a zeal- 
ously Islamist party. Moreover, not all gen- 
erals take a pro-American line on Iraq. 
“Once the Americans come they will 
never leave,” says Kemal Yavuz, a retired 
general who is strongly against the war. 
“We don’t know where the military or the 
government really stands in all of this,” 
Says one weary American diplomat. 

So what next? Mr Erdogan is still in a 
pickle. He faces a by-election on March oth. 
Five years ago he was barred by a security 
court from being an MP and therefore from 
becoming prime minister, because of a 
conviction for allegedly seeking to incite 
religious hatred by a poem he recited in 
1997. If he again wins a seat, it is under- 
stood that he will be let back into parlia- 
ment (the constitutional article under 
which he was convicted was amended last 
year) and should become prime minister 
within a week or so. Hitherto, he has 
pulled the strings behind the scenes. 

But should he, with the generals' bless- 
ing, press for a second vote on the bill be- 
fore his by-election or wait until his pre- 
miership is in the bag? He has to weigh 
several factors. First, would the Americans 
wait that long? Just as General Ozkok was 
making his speech, they had begun to di- 
vert some of their ships towards the Suez 
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canal, presumably en route to the Gulf. 
And the Americans have let it be known 
that they could still open a northern front 
by airlifting troops into the mainly Kurdish 
north of Iraq, and would bank on the Kurd- 
ish militia operating there for support. 

In any event, whatever the timing of a 
second bill and however hard the generals 
now urge MPs to pass it, it would still not 
be sure to get through. Another defeat in 
parliament would be a huge blow to Mr Er- 
dogan's leadership, whether or not he had 
become prime minister. It could even 
cause the government to fall. 

Mr Erdogan plainly misjudged the first 
vote. He had confidently declared that it 
would be approved just hours before it 
was rejected. In the event, 264 MPs did 
vote in favour and 250 were against, but 
the presence of 19 abstainers meant that 
the government had failed by three votes 
to get a simple majority of all those in the 
chamber at the time. 


With friends like these... 
Mr Erdogan had underestimated the 
strength of dissent within his own Justice 
and Development Party, better known by 
its initials AK, some 100 of whose mem- 
bers rebelled. Many were from the Kurdish 
south-east, and were not so much against 
American troops coming into Turkey as 
Turkish ones going into northern Iraq. 
Bulent Arinc, a mercurial AK man who 
is parliament's speaker, made no secret of 
his delight at the government's humilia- 
tion. A fiery advocate of lifting the ban on 


' the Islamic-style headscarf in public insti- 


tutions, he has alot of support in the party. 
Barely an hour after General Ozkok's re- 
marks, he said he was still loth to let parlia- 
ment debate the bill again, and spoke 
scathingly of "the war lobby". 









Indeed, he noted, predictions that the 
Turkish lira would collapse as a result of 
the no vote and thus bring a fresh financial 
crisis had proved false. And, though Istan- 
bul's stockmarket dived by 10% just after 
the vote, it soon began to recover; the lira 
has since held fairly steady against the dol- 
lar, thanks to intervention by the central 
bank. The mF further boosted confidence 
when it said it was happy with a new bud- 
get unveiled this week. 

But the Americans still have means of 
persuasion. They made it clear that an aid 
package worth $6 billion which was 
meant to cushion the financial effects of a 
war would be shelved, that the Pentagon 
would no longer approve the idea (man- 
dated by the quashed motion in parlia- 
ment) of thousands of Turkish troops 
crossing into northern Iraq, and that Tur- 
key would have virtually no say in shap- 
ing Iraq's future. After the no vote, Ameri- 
can military engineers who had begun 
upgrading Turkish ports in preparation for 
disembarking troops stopped work. 


Old pals fall out 

It will take a long time for the wounds 
opened by the American-Turkish row to 
heal. The Turks think that the Americans 
have been clod-hopping and insensitive. 
Even before the vote, haggling over petty 
issues had become bitter. 

And for all of America’s repeated assur- 
ances that it does not back the idea of an 
independent Kurdish state, many of Tur- 
key’s generals are suspicious. Some Turk- 
ish officials suggest that a wave of anti- 
Turkish demonstrations in northern Iraq 
have been encouraged by what one has 
described as “us agents” in the region. 

To make matters more awkward be- 
tween the Americans and the bruised 
Turkish government, Turkey’s generals 
seem determined—whatever the Ameri- 
cans say—to wade into northern Iraq. Ac- 
cording to some Turkish reports, around 
20,000 Turkish troops have already 
crossed the border. The Iraqi Kurds say 
they will fight back. Turkey’s main rival in 
the region, Iran, will certainly use its own 
friends in the Kurdish enclave in northern 
Iraq to compete for influence. 

Nor, despite its spat with America, is 
Turkey winning plaudits in Europe, par- 
ticularly since it has failed so far to prod 
Rauf Denktash, the Turkish-Cypriot 
leader, into agreeing to a settlement in Cy- 
prus (see next article). If, however, Mr Er- 
dogan took the risk, before or after his by- 
election, of resubmitting the bill to let in 
American troops, he would take a lot of 
flak from rebels in his own party and from 
his compatriots at large. Many Turks 
would then furiously charge him with 
trampling on democracy and cowering be- 
fore bankers, generals and bullying Ameri- 
cans. Mr Erdogan has a rough fortnight 
ahead of him. m 
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A settlement for ecd 
A last, last chance? 


NICOSIA 
The UN's secretary-general offers the 
islanders a last chance of reunification 


EADLINES in Mediterranean coun- 

tries have a habit of slipping—and so it 
is proving in Cyprus. After fruitless talks in 
the divided island's capital, Nicosia, the 
UN's secretary-general, Kofi Annan, ex- 
tended until March 10th his ultimatum to 
the Greek- and Turkish-Cypriot leaders 
that they should have signed his peace 
plan's latest version by February 28th. 

Mr Annan also changed tack. He pro- 
posed that if the leaders were unable to ac- 
cept the plan, the Greek- and Turkish-Cyp- 
riots should themselves give their verdicts 
in referendums on March 3oth. If both 
communities vote yes, the leaders of a re- 
united Cyprus would then agree to sign an 
accession treaty in Athens on April 16th, to- 
gether with other countries, mainly from 
central Europe, that are keen to join the EU. 

The uN's idea is to stitch Cyprus back 
together as a pair of two "constituent" 
states, each of which would run its own af- 
fairs, leaving a central government to look 
after foreign policy and, in particular, rela- 
tions with Brussels. The second revised 
plan, say diplomats, was intended to win 
over Rauf Denktash, the Turkish-Cypriot 
leader, by letting the Karpas Peninsula, a 
chunk of territory in the north, stay under 
Turkish-Cypriot control. 

Before the Turkish military interven- 
tion in 1974 (after a Greek-Cypriot coup 
had briefly threatened to unite the whole 
island with mainland Greece), the penin- 
sula had long been peopled largely by 
Greek-Cypriots but is considered strategi- 
cally valuable by Turkey's generals, who 
have been Mr Denktash's strongest sup- 
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porters. In return, the Greek-Cypriots 
would get back some more villages and 
another stretch of coastline in the east. The 
overall amount of territory handed back 
to the Greek-Cypriots under the revised 
plan would drop just a tad, from 9% to 8% 
of the whole island. At present the Turkish- 
Cypriots, who were 18% of the island's 
population before the invasion, control 
37% of its territory. 

True to form, Mr Denktash, who has re- 
sisted every previous UN blandishment, 
rejected this one too. But his constituents 
now overwhelmingly favour a settlement. 
While Mr Annan was pressing for a deal, 
about 70,000 people—nearly half the im- 
poverished north's population—showed 
how they would vote in a referendum by 
staging a pro-EU demonstration on their 
side of Nicosia. Thomas Weston, the 
American special envoy for Cyprus, sig- 
nalled his country's backing for the UN 
plan—and its displeasure with Mr Denk- 
tash—by turning up among the protesters. 

But would the Greek-Cypriots vote in 
favour too? Even without a settlement, 
their bit of the island is assured of joining 
the euro-club, though Günter Verheugen, 
the EU's commissioner for enlargement, 
stresses that a reunited Cyprus would 
have a warmer welcome. But Greek-Cyp- 
riot politicians call the latest UN plan 
“much worse” than previous ones. With- 
out the Karpas prong, they say, Greek-Cyp- 
riot hotel-builders have little space for ex- 
pansion. The British have tried to sweeten 
the pill by offering to hand over nearly half 
their sovereign base at Dhekelia, which 
straddles the present boundary, for settle- 
ment largely by Greek-Cypriots; the other 
base, at Akrotiri, would be untouched. 

Tassos Papadopoulos, the new presi- 
dent of the Greek-Cypriot (and interna- 
tionally recognised) south, used to be a 
hard man opposed to any sort of compro- 
mise with Mr Denktash. Now he says he 
wants to work for a settlement. Diplomats 
trying to fix a deal are unconvinced. 1 

The Greek-Cypriots have previously 
been able to shelter behind Mr Denktash's 
intransigence. But if, all of a sudden, he is 
willing to accept a settlement, Mr Papado- 
poulos might find it hard to rally wavering 
Greek-Cypriots. Mr Annan says the meet- 
ing on March 10th, due to take place in The 
Hague, would mark a final deadline. There 
would be no discussion of the plan, just a 
request for a yes or a no. 

After 14 months of negotiation two or 
three times a week chaired by Alvaro de 
Soto, the UN's special envoy to Cyprus, Mr 
Annan says he is calling a halt. If this last 
effort fails, he says there will be no new UN 
initiative on Cyprus while he holds the top 
job. Local pundits guess there is a 50-50 
chance of the Greeks saying yes. Other- 
wise, it will be up to the EU to work out à 
deal by May 2004, when the new coun- 
tries are due to enter the expanded club. @ 


France and Algeria 
Partners again 


PARIS 
So says Jacques Chirac, during the first 
state visit by a French president 


HE French used to rule the place, and 

quit in 1962 only after a savage libera- 
tion war. Yet Algeria's welcome, both offi- 
cial and popular, for Jacques Chirac, mak- 
ing the first-ever state visit by a French 
president, could hardly have been 
warmer. And he knew how to react. Mr 
Chirac shook hands, kissed cheeks and 
plunged, regardless of his security men, 
into the cheering crowds. He also pro- 
claimed before the Algerian parliament “a 
shared vision of a tolerant Islam" and then 
signed, with President Abdelaziz Boute- 
flika, a ^declaration of Algiers", forerunner 
of a formal treaty to underline the two 
countries' "special partnership". 

Meaning what, exactly? Was this, Mr 
Chirac's second trip to Algeria within 15 
months (his visit in December 2001 was 
not deemed "state"), really more than ges- 
ture politics? Yes and no. 

It is hard, for example, to reconcile Mr 
Chirac's promise to improve visa proce- 
dures—“visa, visa" was one of the crowds’ 
loudest slogans—with the pledge (to the 
French) of his interior minister to crack 
down on “the huge increase in the number 
of visas issued, which is at the root of the 
growth in illegal immigration”. Thousands 
of visitors outstay their visas and disap- 
pear into the anonymity of the multi-eth- 
nic suburbs that surround most French 
towns. How many are Algerian no one 
knows. In 1997, 57,000 visas were issued to 
Algerian nationals; in 2001, 275,000, 
thanks in part, maybe, to an easing of the 
requirement that each visitor give proof of 
an address in France and means of sup- 
port. This was still far below the 800,000 a 
year typical before 1992, when Algeria's 
present internecine horrors began; and the 
total slumped last year to 183,000. But that 
hardly reassures French voters. 

Yet behind the Chirac rhetoric lies seri- 
ous politics, domestic and international. 
Some 5m Muslims live in France. Of these, 
537,000 in 2001 were lawfully resident AI- 
gerian nationals. Add French citizens of Al- 
gerian origin and the total is large enough 
to be a permanent issue in French politics. 
The extreme right trades in xenophobia. 
Arab youths complain of rampant dis- 
crimination (a 1992 study found 40% un- 
employment among French youths of Al- 
gerian origin, as against 11% among those 
of French origin). Foreign imams in French 
mosques spread the message of an extrem- 
ist Islam—and the security services note 
the North African, especially Algerian, 





Chirac wins the palm 


influence in Europe's terrorist groups. 

Hence Mr Chirac's care to list Islam, 
"the second religion of France", among the 
two countries' links. And when he spoke 
of a tolerant Islam, everyone knew what 
he did not mean: the extremists whose ter- 
rorism (and the repression thereof) has 
cost Algeria maybe 150,000 lives. France's 
views on Palestine and Iraq are also such 
asto win Algerian friends. 

Yet what will it all add up to? France 
rides high in Arab opinion. But reality 
could be sobering. The two countries' new 
"partnership" echoes the Eu's “Barcelona 
process", begun in 1995 with the aim of en- 
riching all countries on the Mediterranean. 
Those to its south are not rich yet. m 


Germany's labour reforms 


How far dare the 
chancellor go? 


BERLIN 
The unions are angry. Gerhard 
Schróder may make them angrier yet 


HE long-ailing Alliance for Jobs, a fo- 

rum of trade unions, employers and 
government, is dead at last-and with it 
Chancellor Gerhard Schróder's hopes of 
consensus for his supposedly radical pack- 
age of labour-market and welfare reforms. 

The package is to be revealed to the 
Bundestag, the lower house of parliament, 
on March 14th. When he chaired a meeting 
of the alliance on March 3rd, the chancel- 
lor called for "talks without taboos". But 
no one was ready for compromise, and the 
union leaders, who see almost any reform 
in these fields as an attack on themselves, 
stalked out, declaring that they would not 





accept a "dismantling of the welfare state". 

They are especially angry that Mr 
Schróder plans to relax Germany's strict 
job-protection rules, despite his campaign 
pledge last year not to do so. At present, 
any worker in a company with more than 
five employees is protected. So micro-em- 
ployers hesitate to hire extra workers be- 
cause they won't be able to fire anyone 
when business turns down. Wolfgang 
Clement, the superminister for economics 
and employment, is proposing a more flex- 
ible system: only the longest-serving em- 
ployee, not all five, would get protection 
when a sixth worker was taken on, the 
next-longest-serving when a seventh one 
was hired, and so on, up to an as yet unde- 
cided limit. In larger companies, Mr Clem- 
ent wants those laid off to have to choose: 
they can have a fixed level of compensa- 
tion (which is not now automatic) or go to 
a tribunal to protect their jobs but aban- 
don all right to financial compensation. 

Mr Clement does not pretend his pro- 
posals would create many jobs. But he sees 
the issue as a "highly symbolic" test of the 
government's ability to push through ta- 
boo-breaking reforms. The unions too see 
it as a test-of the government's ability to 
break their power. *We're not talking 
about peanuts," one union leader said: 
“This is all about crushing our influence." 

It is. Though the DGB, the giant union 
confederation, and its eight member un- 
ions by now represent only one worker in 
five, their power is still great. They sit on 
company supervisory boards and works 
councils. With the employers, they run the 
state's welfare-insurance schemes (health, 
unemployment, pensions). They sit on the 
labour tribunals. And—whatever govern- 
mentis in power-their advice is sought on 
a whole range of policy issues, from taxes 
and immigration to genetic engineering 
and local-government finance. 

This is all part of Germany's post-1945 
tradition of consensus politics. But many 
are beginning to question the system. It 
has brought industrial peace but it also 
blocks radical reform. Christian Democrat 
leaders want the unions' influence cut 
back; Guido Westerwelle, leader of the 
free-market Free Democrats, Germany's 
liberals, has called the unions "the grave- 
diggers of the welfare state" and “a plague 
on our country". He believes it is time for a 
Thatcherite confrontation. 

Mr Schréder—a union member, like Mr 
Clement and three-quarters of his Social 
Democratic backbenchers—jumped to de- 
fend the unions, condemning attacks on “a 
well-tried system that has made our coun- 
try strong". But he plans to press on with 
reform. His forthcoming state-of-the-na- 
tion speech to parliament will provoke 
"cries and gnashing of teeth", he says. It 
will be carefully scrutinised to see just 
how just how far he is ready to go in con- 
fronting the unions and his own left wing. »» 





He plans to sweeten the pill with news 
of a huge public-investment programme. 
But it will still be hard for the unions to 
swallow. It is expected to include: less job 
protection; lower long-term unemploy- 
ment benefits; big cuts in official job-cre- 
ation and training schemes; an extension 
of the low-wage sector; a review of the “co- 
determination" rules that give workers a 
say in management; more flexible wage 
bargaining; abolition of the *master" qual- 
ification for self-employed craftsmen; lon- 
ger shop-opening hours; obligatory priv- 
ate insurance for certain health services 
(eg, false teeth and sporting accidents) 
now covered by the public system; and the 
introduction of a basic charge for each visit 
to the doctor. 

In many ways, the time is ripe for push- 
ing through such unpalatable reforms. The 
unions are under pressure. Their member- 
ship has fallen by more than a third over 
the past decade and is still falling. The 
economy is stagnant and, on unadjusted 
figures, 4.7m Germans, more than 11% of 
the workforce, are out of work. The gener- 
ous welfare system is near financial col- 
lapse. Even the toughest union leaders re- 
alise that something has to give. 

Battered in two state elections in Janu- 
ary, the Social Democrats suffered again in 
local ones in Schleswig-Holstein on March 
ist and 2nd. But Mr Schróder has a “win- 
dow for reform" before the next big wave 
of state elections late next year. His opposi- 
tion to any war in Iraq has helped rally his 
party around him. His backbenchers on 
the left may rage against his government's 
“neo-liberal experiments", but they are 
loth to bring it down. Now is the time for 
him to act-if he has the guts. m 


A new Czech president 
Prickly Vaclav 
Klaus 


PRAGUE 
Czech MPs choose a very different sort 
of president from the last one 


HE election of Vaclav Klaus as the 

Czech president won't raise American 
hopes for a pliant "new Europe". Where 
his predecessor, Vaclav Havel, was cuddly 
and accommodating, Mr Klaus, aged 61, 
will be prickly and adversarial. During his 
five-year spell as prime minister (first of 
Czechoslovakia, then of the Czech Repub- 
lic after it split off) he declared himself a 
Thatcherite. Populist nationalist may be 
nearer the mark. 

These days he is against a war in Iraq 
and calls Mr Havel misguided for backing 
the Americans. He will also be a thorn in 
the side of Brussels. He admits that Czech 
entry into the European Union is inev- 


Poland's minority government 
Soldiering on 


WARSAW 


Poland's embattled prime minister has a fair chance of survival 


€€T WILL be no one's hostage," prom- 
ised a glum Leszek Miller, Poland's 
prime minister, after expelling his junior 
coalition partner, the Peasants' Party, 
from government on February 28th. The 
troublesome alliance between Mr 
Miller's europhile (albeit ex-communist) 
Democratic Left and the parochial Peas- 
ants collapsed after 16 months when the 
farmers teamed up with the opposition 
in parliament to vote against the govern- 
ment's flagship infrastructure bill. 

This rebuff, coupled with the Peas- 
ants' wishy-washy support for Polish 
membership of the European Union, 
was enough to force Mr Miller's hand. 
But his government has a fair chance of 
survival, at least for a while, even with a 
minority of seats in parliament. And, no 
less vital for Mr Miller, he should still be 
able to win a referendum in June to let 
Poland join the Eu next year. 

While Poland's constitution shields a 
minority administration in the absence 
of a viable alternative, the government 
will have to scour the lower house for 
ad-hoc allies to pass its legislation. A 
plan unveiled last week by the finance 
minister, Grzegorz Kolodko, to stream- 
line the public sector in preparation for 
EU entry will be tortuously hard to ap- 
prove. If it falls by the wayside, the gov- 
ernment might then be doomed. 


itable but bemoans the terms of entry. He 
dislikes Franco-German collusion and 
loathes what he sees as European federal- 
ism. He fears that the European constitu- 
tion, now in the making, will be a vehicle 
for dodgy ideas. 

Most Czechs are still astonished that Mr 
Klaus was elected at all. He probably 
would not have been, if they had been 
given a say. A quarter of his countrymen 
adore him but he annoys most of the rest. 
His free-market Civic Democrats lost last 
year's general election; his party got only 
25% of the vote to the Social Democrats’ 
30%. After his defeat, Mr Klaus was hospi- 
talised for "disorientation". Few thought 
he would make a comeback, let alone grab 
the presidency. 

Fortunately for him, the Czechs' system 
for finding a president came to his rescue. 
The Czech head of state is elected by secret 
ballot in the two houses of parliament. In 
the first round, in January, he took a slim 
lead in a much-divided lower house but 
trailed badly in the upper house. After sev- 
eral inconclusive results, he squeezed in 
this week by a single vote. His victory, a 


But the outcome of the referendum in 
June is its biggest worry. Though the 
Peasants’ leader, Jaroslaw Kalinowski, 
flew with Mr Miller and his team to Co- © 
penhagen last December to negotiate fi- _ 
nal details of Poland's entry into the EU, — 
the party itself is reluctant to endorsea 
yes vote in the referendum before gain- | 
ing cast-iron guarantees from the govern- 
ment for propping up farmers’ incomes. — 
Already eclipsed by its militant agrarian — 
rival, Samoobrona (Self-Defence), the — . 
Peasants may split, with their radical — . 
wing throwing in its lot with Poland's — 
anti-EU camp. That could give a big 
boost to the no campaign. Euro-tuned  - 
Polish nerves may start to jangle. 
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testament to feuds among his opponents, 
highlights the weakness of the Social 
Democrats' prime minister, Vladimir Spi- 
dla, whose party's own MPs back-stabbed 
each other throughout the process. 

Mr Spidla now faces a vote of confi- 
dence. Mr Klaus has almost no executive 
power as president but can wheel and deal 
behind the scenes—and will certainly try 
to get the Social Democrats, who run a mi- 
nority coalition government in partner 
ship with a group led by Christian Demo: 
crats, out of government. But how? 

Mr Klaus paid a heavy price for his elec- 
tion. Though he has long railed against the 
reviving Communists, who got 19% of the 
votes in last year’s general election, he 
owes his presidency to a deal with them. 
Some may be drawn to his strongman 
style and nationalist language. Mr Klaus 
says he promised them nothing more than 
simple recognition. So his Civic Democrats 
are very unlikely to team up with them. 
while the parliamentary group led by the 
Christian Democrats is barely keener tc 
gang up with Mr Klaus's lot. So expect à 
period of political turbulence. 8 
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Grandiose hopes for the convention on Europe's future may get punctured 





O MEETING of the European Union's constitutional con- 
i N vention in Brussels is complete without a reference to 
"Philadelphia". Valéry Giscard d'Estaing, the convention's presi- 
dent, has often compared the work of the Brussels delegates to 
the labours of the founding fathers who wrote the American 
constitution. Each time the conventioneers set to work you can 
feel them mentally posing for their portraits, quill pens in hand. 
Yet Europe's history is littered with discarded constitutions and 
failed conventions. Perhaps Brussels 2003 will one day rank 
alongside Philadelphia 1787. But who is to say it will not instead 
end up like Frankfurt 1848, a gathering of high-minded people 
intent on writing a constitution for a new nation (Germany), 
whose efforts were swept aside by history. Bismarck, the man 
who succeeded in unifying Germany, made his famously brutal 
comment about the decisiveness of “iron and blood" in interna- 
tional affairs as a rebuke to the Frankfurt conventioneers who 
had put their faith in “fine speeches and the votes of majorities”. 

As the Iraq crisis gathers pace, the whiff of blood and iron in 
the air is already unsettling the conventioneers in Brussels. Wil- 
liam Abitbol, a French right-winger, told the delegates last week 
that their deliberations were increasingly "surreal" against un- 
folding international events. More senior figures in the conven- 
tion—the foreign ministers of Germany and France, for instance, 
and Mr Giscard d'Estaing himself -made guarded references to 
the growing possibility that the Eu's disarray over Iraq could 
gravely undermine the convention. Its secretariat had been plan- 
ning to use the most recent session, at the end of last month, to 
publish some draft articles on a common Eu foreign policy but 
decided to delay unveiling them for fear of ridicule. They now 
hope for a foreign-policy debate in May. 

But it is not just unexpected events in the world that can de- 
rail constitutional conventions. There is also a chance that dele- 
gates will simply fail to agree—or fail to sell an agreed proposal to 
the public. In present circumstances, both risks are fairly high. 

The Philadelphia affair was more compact: a mere 55 dele- 
gates deliberated more or less continually for four months. The 
105 delegates to the Brussels convention have been meeting in- 
termittently for over a year and still have several months to run. 
Indeed, the real number of participants is over 200, since alter- 
nates have virtually the same rights as full members. When Mr 


Giscard d'Estaing and his 12-strong presidium issued the first 16 
articles of a draft constitution last month, they were deluged 
with over 1,000 proposed amendments from all sides; integra- 
tionist Germany has tabled almost as many amendments as the 
sovereignty-minded British. 

Unexpected alliances are emerging. For example, the British 
and Germans have both objected to the idea of giving the Union 
"exclusive competence" (ie, sole power) over the internal mar- 
ket's "four freedoms", which include human movement. They 
fear this might end individual countries' control over their fron- 
tiers; some of Mr Giscard d'Estaing's closest aides agree that this 
article will have to be changed. To take another example, the Brit- 
ish, French and Germans have ganged up against the idea that 
the Eu should co-ordinate all Eu countries’ economic policies. A 
fair number of delegates are demanding an explicit mention of 
religious values. And no fewer than 28 have objected to indulg- 
ing one of Mr Giscard d'Estaing's own passions by including 
space exploration as an EU objective. All these complaints have 
been registered before Mr Giscard d'Estaing's team has even un- 
veiled its proposals for two of the most controversial topics fac- 
ing the convention: foreign policy and the distribution of power 
between the various bits of the EU's governing structure. 

If Mr Giscard d'Estaing is to present a single constitutional 
proposal, as he wants to, he will have to be both ruthless and 
lucky. He has already shown a marvellous ability to discern con- 
sensus where others see only discord. He argues, for example, 
that those who object to the use of the word "federal" in the pro- 
posed constitution's first article are noisy but only a minority. 
Maybe. But it is a minority that includes the representatives of 
ten of the convention's 25 participating governments. Mr Gis- 
card d'Estaing's real aim is to meet the most strident objections 
of all those governments (which must, after all, sign the docu- 
ment), while ignoring the cacophony of other dissenting voices. 


Another giant pair of obstacles 
Getting the conventioneers to agree to just one document will 
still be very tricky. But even if Mr Giscard d'Estaing pulls it off, 
another two big hurdles stand in the way. First, he must secure 
the agreement of all 25 governments (including those due to join 
next year) which will meet at a special conference to consider his 
work. He hopes that his convention will have built up such a 
head of steam, especially since so many top government figures 
will have taken part in its deliberations, that all those govern- 
ments will approve the new treaty without trying to unpick it. 
Maybe. On the other hand, the range of opinions in the Eu is so 
wide that many governments are bound to object to bits of the 
constitution. Will they really forgo a last chance to tweak it? To 
do so would need huge goodwill on all sides. But the Iraq crisis 
may leave a legacy of bitterness between different European 
leaders that could spill over into the constitutional negotiations. 
Even if governments do unite around Mr Giscard d'Estaing's 
proposals, the final hurdle is winning popular assent. Several 
governments, notably the Irish and Danish ones, are obliged to 
hold referendums on constitutional matters. Others, notably the 
French, say they intend to have one too. History suggests that 
plans for tighter European integration stand a good chance of be- 
ing rejected if people are actually asked their opinion. If several 
countries—or even a single big one, such as France—turn down 
the treaty, Mr Giscard d'Estaing's constitution could yet end up 
in the rubbish bin rather than the history books. m 
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Things look pretty bad in the newspaper business. They are worse than that 


T British newspaper industry thinks 
rather highly of itself. It sustains 11 na- 
tional titles, and unusually high reader- 
ship levels. It has a culture of irreverence, 
from which it looks down at the tame and 
stodgy German papers, and now at Le 
Monde, France's leading high-brow news- 
paper, recently the target of accusations of 
political collusion. Yet British newspapers 
are in bad trouble—even worse than meets 
the eye. 

At first glance, things look gloomy 
enough. Pearson, part owner of The Econo- 
mist, reported this week that its flagship ti- 
tle, the Financial Times, lost money in the 
second half of 2002, and just scraped a 
£1m ($1.6m) full-year operating profit, 92% 
down on 2001. Operating profit at Rupert 
Murdoch's British papers, the Sun, the 
Times and the Sunday Times, fell 37% in the 
last quarter of 2002 compared with the 
same period of 2001. Circulation revenues 
at the Sun have been battered by its price 
war with the Mirror. Journalists are being 
firéd; pay packets and expense accounts 
frozen; pension schemes slimmed. 

One reason is the advertising slump. 
Following a bumper year in 2000, when 
advertising revenues across the British 
newspaper industry soared by 12%, they 
dropped by 2% in 2001 and a further 3% in 
2002. Those figures disguise huge varia- 
tion across the industry. While some busi- 
nesses, such as fashion, are still advertising 


heavily, others, such as technology, tele- 


coms and financial services, are not. Ad- 


vertising revenues at the Financial Times 
fell by 23% in 2002, after a 20% decline in 
2001. 

Newspapers are losing readers too. In 
the second half of 2002, circulation fell 
from the same period of 2001 at all but 
three of the national titles, and at every 
one of the broadsheet newspapers. Even 
the Daily Mail, middle England's favour- 
ite, is now losing readers for the first time in 
ten years. 

Behind these dismal figures, however, 
things look even worse. Overall national 
newspaper readership has dropped by a 
fifth since 1990, according to the National 
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Readership Survey (NRS). Sensing thi 
trend, advertisers are shifting to other me 
dia to get their messages across. The shar 
of all advertising spending taken by news 
papers shrank from 21% in 1985 to 19% it 
2001, according to Mediaedge:cia, a me 
dia-buying agency, while radio’s shar 
grew from 2% to 5%, and billboards’ fron 
5% to 7%. 

Most troubling of all for the industry 
young people are just not buying newspa 
pers the way their parents did. The num 
ber of newspaper readers under the age o 
24 has shrunk by over a third since 1990 
while those over 65 has fallen by only 69 
(see chart). The Daily Telegraph boasts th: 
greyest newspaper readers, 29% of whon 
are now over the age of 65. But the share o 
older readers is growing faster at other pa 
pers, including the Independent, the Time 

and the Mirror. 

Young Britons are getting their news ei 
ther online, or from television or radic 
and by “news-grazing” in snatche 
through the day, rather than sitting dowi 
for a good read. Partly thanks to the prolif 
eration of independent radio stations 
combined with the extra time spent sittin 
in traffic jams, radio listenership has rises 
by a quarter in the past five years. A surve’ 
last year by Freeserve showed that, in th 
50% of homes that are wired to the in 
ternet, online news sites beat newspaper 
as the main source of news, and wer 
topped only by Tv and radio. "Newspé 
pers are not now usually the first place tha 
young people get their news,” says Roge 
Pratt, head of the nrs. The worrying impl 
cation is that the industry is simply ne 
nurturing its future readers. This genere 
tion is growing up with no particula 
brand loyalty to any newspaper, nor an 
entrenched habit of reading daily over th 
breakfast table. 





When young Britons do read newspa- 


pers, they tend to like the ones without 
much news. Richard Desmond, the owner 
of Express Newspapers and publisher of 
titles ranging from Women on Top to the 
Daily Star, has reinvented this end of the 
market. Of the three daily tabloids that 
bucked the circulation decline in the sec- 
ond half of 2002, two (the Express and the 
Star) were his; the other was the Sun. Cir- 
culation at the Star—typical headline: “Ky- 
lie’s bum is so yum"—shot up 17%. 

To the dismay of his high-minded ri- 

vals, Mr Desmond has invented a new 
low-cost business model for the, er, bot- 
tom end of the tabloid market. News-gath- 
ering is costly, so his papers mostly dis- 
pense with it: he got rid of nearly a third of 
editorial staff in the six months after he 
bought the Express group. Instead, they 
rely heavily on celebrity “news”, often 
jointly with OK!, a specialist weekly. 
_ What can newspapers do to survive in 
this contracting market? One option is to 
zompete on price; but, as a tussle on this 
front between the Sun and the Mirror 
shows, it risks simply bleeding revenues. 

A second strategy, to shiftto a new mar- 
čet position, has proved hard to pull off. 
While the Sun, under its new editor, Re- 
»ekah Wade, is trying to recapture younger 
aders with mischief and oomph, the 
Mirror’s worthy effort to desert the celeb- 
ity game and go upmarket-it typically 
iqueezes celebrity news into only half the 
ront page, leaving the rest for war—has not 
been rewarded. It is now hunting readers 
nthe overcrowded middle ground, where 
heline between broadsheet and tabloid is 
Murring. At times, the news judgment of 
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the Daily Mail (asylum fears, health scares) 
is all butindistinguishable from that of the 
Times (asylum fears, health scares). 

A third idea is to launch new titles. This 
can work, even in the current gloom. 
Metro, a freesheet launched in 1999 by As- 
sociated Newspapers, publisher of the 
Daily Mail and the Evening Standard, has 
just started to make a profit. Mr Desmond 
is threatening to start his own free London 
rival to the Standard. Associated may re- 
taliate by introducing a rival to the Star. 

But as too many papers chase fewer 
and fewer readers something will have to 
give. Simon Mays-Smith, a media analyst 
at J.P. Morgan, says: "Nearly a dozen news- 
papers in the UK, given the decline in cir- 
culation, just isn't sustainable.” m 


Iritain's universities face howls of protest whatever they do 


“HARMING children with straight As 
—who have been turned down by Bris- 
ol University now appear with monoto- 
ious regularity on the front pages of Brit- 
sh newspapers. That is because Bristol has 
nthusiastically taken up the govern- 
nent's campaign to get more state-school 
upils into university; it is therefore ac- 
used of turning away private-school pu- 
ils with impeccable grades in favour of 
oor children with worse ones. Now it 
aces a boycott from the private schools 
at provide 40% of its students. 

Any admissions system is bound to be 
ontentious. At stake is a scarce good, 
videly (if wrongly) regarded as determin- 
ig future happiness and earnings. That 


puts two powerful forces at odds. Parents 
who have spent £10,000 ($16,000) per 
child per year to educate their children feel 
cheated if the system is being tweaked 
against them. The government thinks it is 
wrong that a state-funded system benefits 
rich people disproportionately. 

The main means of selecting students, 
A-levels—always flawed—has become less 
useful. The marking system is plagued by 
scandal. Grade inflation means that too 
many candidates get straight As. 

Private-school pupils do much better 
than state-school pupils—startlingly so in 
difficult subjects, such as science. They 
make up 8% of schoolchildren, and get 
more than half the A grades in physics. 


This may be because they are cleverer— 
with brains expensively nurtured for 14 
years it would not be surprising—or be- 
cause they have been crammed to pass A- 
levels, or both. 

Either way, on March sth, Charles 
Clarke, the education secretary, said that 
in future universities will have to use a 
wider range of indicators. At present not 
many are available. Application forms in- 
clude a school reference (of limited use un- 
less both sides know each other well); and 
a statement from the candidate (indepen- 
dent schools are very good at coaching 
their pupils how to fill these in). 

So more information would be good. 
One possibility is American-style Scholas- 
tic Aptitude Tests (sATS), wide-ranging 
tests, not based on a syllabus, which some 
British educationalists describe as “11+ for 
18-year-olds”. Peter Lampl, who runs The 
Sutton Trust, a charity that tries to help 
poor children get into good universities, fa- 
vours SATS. He says they are quick, cheap 
to mark and differentiate children more 
widely and precisely than A-levels. 

But a good school can probably coach 
students to pass them. Graham Able, head- 
master of Dulwich College, says that his 
applicants to Harvard had both straight As 
at A-level and the maximum possible sat 
scores. What's more, SATs are controver- 
sial in America because blacks do badly in 
them. That is one reason why advanced 
placement tests, which are subject-based— 
and therefore, ironically, more like A-lev- 
els—are increasingly popular in America. 
In the 1960s, a study was carried out to de- 
termine whether sats, A-levels or o-lev- 
els (tougher forerunners of the GCSE ex- 
ams now taken at 16) were the best 
predictor of university applicants’ perfor- 
mance. O-levels were best, it turned out, 
because it is harder to cram students for a 
wide range of subjects. 

Interviews are out of fashion, suppos- 
edly because they are unscientific. (They 
are also expensive and time-consuming, 
which may be another reason why admis- 
sions tutors are glad to dispense with 
them.) But they may come back. So may 
separate exams. Oxford and Cambridge 
had these but dropped them, on the 
grounds that state schools couldn't pre- 
pare their applicants properly. But the 
switch to assessment by A-level only has 
made things worse, as state-school appli- 
cants lost a way of showing they could 
shine. Top universities, singly or together, 
may start developing tests of their own. 

Collecting more information about stu- 
dents by any of these means is expensive, 
but makes it likelier that universities will 
get the right people. The worst fix is to use 
crude quotas, equating private education 
with privilege. Nobody should know this 
better than Tony Blair, whose own son, 
educated at a (very exclusive) state school, 
is currently at, er, Bristol. m 
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Anti-war students 


Dream on 


Students think their protests will stop 
the war. Tremble, Tony 


EMEMBER student revolutionaries? 

They're back. In universities across the 
country, bright-eyed young people are 
planning marches and acts of civil disobe- 
dience that (they hope) will bring the at- 
tack on Iraq to a shuddering halt. 

For years, the student rebels have 
lacked a cause. The anti-globalisation 
movement, so promising at the time of the 
1999 Seattle demonstrations, fell apart, a 
victim of its own incoherence. Activists 
honed their media skills in the intermina- 
ble campaign against top-up fees, but kept 
being outfoxed by politicians who por- 
trayed them as middle-class whiners. 

The anti-war movement initially 
seemed to be going the same way, after the 
war in Afghanistan failed to rouse popular 
opinion (and then proved disappointingly 
short and undisastrous). But last month’s 
protest march in London, which huge 
numbers of students took part in, changed 
everything. 

Campus anti-war groups have since 
sprouted almost everywhere. Students are 
now drawing up plans for the outbreak of 
war on ‘Day X’. A typical plot, hatched by 
activists at University College London, fea- 
tures a 5pm rally and march to Trafalgar 
Square, timed to coincide with similar ac- 
tions at three nearby universities. Simulta- 
neously, the students’ union will call a 
two-day lecture boycott. Academics will 
be encouraged to cancel classes or turn 
them into protest meetings rather than lec- 
ture to empty seats. 

It is a long way from sit-ins to regime 
change in Downing Street. Even if the Day 
X activities work as planned, the resulting 
chaos will be only a faint echo of the stu- 
dent movement in the late 1960s and early 
1970s, when such protests closed down 
universities for weeks at a time. And to- 
day’s student rebels are a different breed 
from their baby-boom forebears. As Rod- 
ney Barker, professor of government at the 
London School of Economics, explains, 
students used to see themselves as intel- 
lectual warriors fighting on behalf of op- 
pressed people everywhere. Now they are 
just concerned citizens, albeit ones with 
lots of time and energy. 

But this ideological dilution helps to ex- 
plain the broad appeal of the anti-war 
campaign. That students at London's top 
universities are planning marches is 
hardly surprising: they are heirs to a radi- 
cal tradition. Yet protest groups have also 
emerged at vocationally oriented institu- 
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tions like Leeds Metropolitan University, 
where students traditionally have had a 
hard-nosed attitude that education is a 
tool for career advancement. Large Muslim 
populations in such places may have 
helped sway the student body against war. 

The student anti-war movement may 
yet fizzle out. But there are a couple of rea- 
sons to think otherwise. First, student pro- 
testers are backed by faculty and parents. 
For a group that is not always as indepen- 
dent-minded as it likes to think, this is a 
key advantage—and a big change from the 
grown-ups' attitudes to most past protests. 
Secondly, the slow build-up to war has 
given the protesters ample time to prepare. 
As a Manchester University organiser ex- 
plains, *Time is on our side. Every day the 
war doesn't start is a good day for us." 

Unless, of course, the Easter holidays 
come first. 8 


Psychology 


Mind how you go 


Trauma counselling can be bad for you, 
yetsome firms make it mandatory 


AR in Iraq may bring death and de- 

struction—but one feature of most ci- 
vilian disasters, stress counsellors, will be 
commendably absent. Soldiers and psy- 
chologists, gathered together in London on 
March sth to discuss the effects of war on 
participants’ psyches, agreed that post- 
traumatic stress disorder (PTSD) counsel- 
ling, which is common, and sometimes 
compulsory, after disasters, can do more 
harm than good. 

These modern ambulance-chasers roll 
up after bank robberies, car and train 
crashes, terrorist attacks, wars, anything 
involving casualties. Companies call them 
in for fear of lawsuits or because, these 
days, their insurance companies may re- 
quire it. 

Brain researchers think that the human 
mind recovers naturally from psychologi- 
cal traumas by replaying events, and con- 
structing new memories. Only those 
whose symptoms persist after many 
months have PTSD and need treatment. 
Thus, says Simon Wessely, a professor at 
the Institute of Psychiatry at Kings' Col- 
lege, London, it is pointless to give psycho- 
logical debriefing to, say, everyone in- 
volved in the Paddington rail crash when 
they have nothing, except their journey, in 
common. Worse, unnecessary counselling 
may increase the likelihood of PSTD in 
some cases by making people fear that 
they may be mentally ill. 

Lieutenant-commander Neil Green- 
berg, a Royal Navy psychiatrist researching 
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Gulf war illnesses at Kings’ College Hospi 
tal, says mass counselling is particularly 
unhelpful in the military. Wading in after 
an event with the “goatee beards and in: 
flatable couches”, he says, does not work 
with the military mind, and can make 
things worse. Military training gives é 
much better psychological preparation fo) 
war than any amount of counselling 
which, he says, tries to create victims. — . 

Mr Wessely, who advises the Britisk 
army, agrees. After the Gulf war, 3% of sol 
diers had Prsp-compared with a back 
ground rate of about 1%. But 97% of sol 
diers did not develop the disorder, despite 
going through traumatic situations. Some 
soldiers described the war as the “bes 
time of their life”. That may change thi: 
time, especially if soldiers face a real threa 
of biological or chemical weapons. 

Not everyone is lucky enough to hav: 
good training, a stiff upper lip and stron; 
friendships. Fully 5% of civilians involvet 
in earthquakes and floods are likely to de 
velop PTSD, and 20% of those in fatal ca 
crashes. The highest degree of civiliat 
trauma comes from rape. Most rape vic 
tims get PTSD, and after six months 509 
will still have it. 

But the ailment is now fashionabl 
enough to attract the interest of those wit] 
mildly upset feelings. In lower Manhattan 
says Mr Wessely, 40% of the populatior 
believes it has suffered PTSD since Septem 
ber 11th.Yet work by American psycholo 
gists among those who underwent coun 
selling also suggests that many wouli 
have been better off without it. And ; 
study in Israel of heartattack victim 
showed that while 7% of those who but 
toned up developed PTSD, 19% of thos) 
who spilled out their feelings did. Repres 
sion, as the British always knew, works 
And it’s alot cheaper, too. 8 


And worst of all was the counselling 
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Tony Blair's position is both better and worse than most people think 





AUCH thought is being given these days to the shape of post- 
¥ i war politics in Iraq. But to the denizens of Westminster, an 
nfinitely more intriguing issue is the shape of post-war politics 
n Britain. 
Tony Blair's most fervent admirers and his fiercest critics 
on at least one thing: the prime minister is risking every- 
lung. If he doesn't get that second UN resolution, if the war is 
»xloody and protracted, if the aftermath is messy, if al-Qaeda 
»unishes Britain for its over-enthusiastic support of America, if, 
n fact, just about anything that could go badly wrong does go 
wrong, Mr Blair will be in grave trouble. 
. Some of this is simply the desire to make a drama out of cri- 
is. That the previously unassailable Mr Blair could fall is enough 
0 give any member of the political classes a little shudder of ex- 
itement. But, while no one questions that the prime minister is 
laying for high stakes, what's striking is how much gloating 
here is at the imagined precariousness of his position. 

There's no doubt that nearly all Labour MPs are worried by 
he idea of using force to disarm Saddam Hussein without ex- 
llicit United Nations sanction. But most of those who voted last 
veek for the anti-war amendment are part of a coalition of the 
lisaffected and the dispossessed for whom the possibility that 
Ar Blair might soon get his comeuppance is, if they are honest, 
olly appealing. 

_ Apart from the left-wing Campaign Group of MPs who can 
ie relied on to make trouble, there is a far larger number who 
ly reluctantly signed up for the New Labour project and who 
iow regard their loyalty as being severely tested, not just by Iraq 
iut also by issues such as foundation hospitals (part of the gov- 
rnment's increasingly desperate attempts to remodel the NHs) 
nd student fees. Prominent among them are some 60 former 
ainisters and front bench spokesmen who, in the last six years, 
ave been either discarded or passed over entirely. It’s no coin- 
idence that the Iraq amendment was the work of Chris Smith, 
2e sacked culture minister, or that the prime mover behind a 
vell-supported motion deploring foundation hospitals is the 
ery Old Labour former health secretary, Frank Dobson. 

Another factor is the pressure coming from constituency re- 
election meetings that are under way in many areas. A lot of 


pro-Blair party members, who joined for the first time in the 
mid-1990s, have since faded away, leaving behind a hard core of 
socialist activists who are both anti-war and hostile to public- 
sector reform. Some MPs are putting as much distance as possi- 
ble between themselves and Mr Blair as an insurance policy. 

To this already volatile mixture can be added a suspiciously 
large number of the chancellor of the exchequer's backbench ac- 
olytes. What further emboldens the rebels is the belief that, 
given its huge majority and the desperate state of the Tories, the 
government would not itself be imperilled in the event of the 
prime minister meeting a sticky political end. 

Unfortunately for Mr Blair, his most voluble fan club these 
days is on the benches opposite. Grudging respect for the prime 
minister as a political operator has turned into something close 
to awe. Perhaps it is a yearning for the smack of firm leadership, 
but the prime minister's steely resolve makes patriotic Tories go 
weak at the knees. Unlike the doomsters in the prime minister's 
own party, they expect the war to achieve its aims and their new 
hero to be vindicated. In which case life will carry bleakly on. 
But should the war go badly and brave Mr Blair be forced to 
make way for Mr Brown, they calculate that Tory prospects 
would perk up no end. No wonder they egg him on. 

In fact, the chances of Mr Blair losing his job over Iraq remain 
rather slender, albeit not quite as negligible as they appeared a 
couple of weeks ago. On March sth, the prime minister promised 
Parliament that a second resolution would be proposed at the 
Security Council. Although he is still surprisingly confident it 
will be passed, Britain is now floating a compromise idea of a “fi- 
nal, final" ultimatum to Saddam Hussein to try to garner enough 
votes (in which case a French veto is deemed politically bear- 
able). The trouble is that there is no “plan s" if it is not. In that 
event, Labour's whips have told Mr Blair that he may have to rely 
on Conservative votes to see the government through-some- 
thing he has always said would never happen. 


No more Mr Nice Guy 

But even this calamity need not have anything like fatal conse- 
quences for the prime minister as long as a quick war swiftly de- 
livers television pictures of grateful Iraqis vividly describing the 
toppled regime’s innumerable atrocities. The discovery of some 
of Mr Hussein’s beastly weapons would also come in very 
handy. As this remains the most likely outcome, the really inter- 
esting question is not what politics without Blair will be like, but 
how this searing experience will leave the relationship between 
Mr Blair and his party. 

Blair loyalists, of whom there are still a good many, insist 
there is no question of slowing down the pace of domestic re- 
form to mend fences with the critics. To them, it is axiomatic that 
Mr Blair will do what he believes is right just as he has over Iraq. 
Party discipline will be ruthlessly reimposed, the cabinet will be 
reshaped in a more perfectly New Labour form and, crucially, 
the prime minister will explain to Mr Brown once and for all 
who is really boss—even if this results in a parting of the ways. 

All of this is possible, but, arguably, it requires as much wish- 
ful thinking as do the scenarios conjured up by those who dream 
of Mr Blair’s demise. Once lost, the habit of discipline is not eas- 
ily restored. Mr Blair’s popularity may recover, but not necessar- 
ily his authority. And there is something else. There has never 
been much affection between Mr Blair and the Labour Party; 
however the war goes, after it there will be a great deal less. = 











The oil industry 


A convenient war, perhaps 


NEW YORK 


Oil majors are less keen on a war in Iraq than might be expected 


N THE eve of the Gulf war, ten years 
ago, the oil market was tense. Prices 
spiked before the international coalition 
moved in to oust Saddam Hussein from 
Kuwait, but then quickly fell by about half. 
The conventional wisdom in the oil 
business is that such a price rise—and col- 
lapse—will recur when the Iraq war be- 
gins. Many oilmen argue that the sluggish 
state of the world economy points to softer 
prices once the spectre of war is gone (see 
chart on next page). And Iraq's greater mili- 
tary weakness means, they say, that war is 
likely to be over quickly. So they expect the 
current “war premium” for oil quickly to 
give way, perhaps to prices that fall below 
$20 a barrel. 

This expectation of price collapse may 
explain the sombre response of the oil ma- 
jors to what appears to be a golden oppor- 
tunity to make more money. Every day 
that prices stay close to $40 a barrel is an- 
other day of windfall profits for the ma- 
jors. Yet in fact, the companies are profess- 
ing dismay. This week, Lee Raymond, 
chairman of Exxon Mobil, the world’s larg- 
est private-sector oil firm, insisted that “we 
are not at all happy about prices in the 
high-$30 range.” 

Other oilmen echo Mr Raymond’s 
views. “A few months of cash generation 
is not a big deal,” says Thierry Desmarest, 
TotalFinaElf’s boss. Mr Desmarest insists 


that what he wants is “stable, not volatile, 
prices and a $25 price would be convenient 
for everybody.” In practice, prices are in- 
deed likely to fall after a war. But the col- 


lapse that so many oilmen fear is unlikely 


to occur, for several reasons. 

Take, for instance, the position of the 
Organisation of Petroleum Exporting 
Countries (OPEC), the producers’ cartel. 
Over the years, when the oil market has 
overheated, it has usually been Saudi Ara- 
bia—the kingpin of oPEC-that has come 
to the rescue. When oil supplies were dis- 
rupted by the Iran-Iraq war and the Gulf 
war, it was the desert kingdom that rapidly 
increased supply to make up the shortfall. 
Now, Saudi Arabia is promising help 
again. And, as luck would have it, the cartel 
is due to hold a summit in Vienna on 
March 11th. 

However, in contrast to the run-up to 
the Gulf war, opec does not have much 
spare capacity left. Earlier this year, when 
a political crisis in Venezuela led to a sud- 
den collapse in that country’s exports, the 
Saudis persuaded oPEC members to boost 
output. OPEC’s production rose by some 
6% in February, its biggest monthly in- 
crease in four years. 

Asa result, many oil analysts think that 
the cartel can now offset a disruption of 
only 2.5m barrels a day or less—half the 
cushion it had a decade ago. That would 
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be enough to compensate for the los 
Iraq's oil, but not (should the war go hor 
bly wrong) Kuwait's. And do not e 
think of what might happen if Nige 
election next month, or a return to polit 
chaos in Venezuela, also cut supplies. 

Not only is supply fragile; oil demand i: 
surprisingly strong, in spite of the weal 
world economy. Winter has been excep 
tionally cold on both sides of the Atlantic 
in America, consumption of resident 
fuel-oil and diesel fuel is up by a fifth ov 
year ago. The natural-gas market in Am 
icais tight; safety concerns have shutm 
nuclear plants in Japan. Both these u 
lated events have boosted demand for oi 
as a substitute. 


Of stocks and shocks ; 
Demand has risen at a time when inve 
tories are also unusually low. America’s 
Energy Information Administration. re 
ports that oil stocks at the end of February 
stood at 16% below their levels of a yeai 
ago, and 1276 below the average for the pas 
five years; for residential fuel-oil, stocks an 
down by 20% from a year ago. 

Some of the fall results directly from the 
need to meet strong demand. In addition 
the oil industry carries far less inventor} 
than it did a decade ago. Since its acqui 
sition of Mobil, Exxon has been able tc 
slash $1 billion-worth of inventory from 
the two firms' lubricants business alone 
Across all product lines, say managers, 
figure is much higher. Such actions sa 
the shareholders of individual firt 
money, but they also make the systen 
more vulnerable to disruptions. 

Perversely, a shift in government atti 
tudes toward the use of strategic petro 
leum reserves may be making matter 
worse. À decade ago, the rich world wa: 


























. Oil prices, West Texas Intermediate, $ per barrel 


Real* 


^ 
5 
Ir 
i 
ie 
y Nominal 





"aae adasa FOYT FYI aad lasadaalaaa anal. () 
1988 90 92 94 96 98 2000 03 


ie *2003 prices, defiated by US consumer prices 
— Source: Thomson Datastream 


pee 


slow to use such reserves. Now, stocks are 
bigger and better co-ordinated; and 
George Bush has declared his readiness to 
tap America's strategic reserves when war 
breaks out. In theory, this should make the 
world less vulnerable to an oil shock, but 
in practice it may do the opposite. 

Thomas Wallin of the Energy Intelli- 
gence Group, an industry publishing com- 
pany, argues that nobody in the business 
wants to be caught holding lots of oil 
bought at today's extravagant prices when 
governments suddenly flood the market 
with their reserves. The result is that stocks 
are actually tighter than they would other- 
wise be. Mr Wallin worriesthat *every day 
the war is delayed, the crude-oil market 
gets that much tighter, putting further up- 
ward pressure on prices." 

Yet every day that passes is also a day 
closer to spring in the northern hemi- 
sphere. Warmer weather in April and May 
always brings with it a decline in oil de- 
mand. Daniel Yergin of Cambridge Energy 
Research Associates, a consultancy, argues 
that the diplomatic wrangling that has de- 
layed the start of the war may also reduce 
its impact on the oil price. The wait could 
yet prove "the saving grace in all this: the 
delay brings the market closer to spring 
when we get that big drop in demand." 

The confluence of tight supply, high de- 
mand and low stocks suggests that the oil 
industry is wrong to fear a dramatic price 
collapse. Oil markets will probably remain 
buoyant even if Mr Bush's war against 
Saddam Hussein turns out to be as swift 
and relatively bloodless as his father's was 
in 1991. Prices will surely come down from 
any pre-invasion spike, says Edward Morse 
of Hetco, an energy-trading firm, but “it is 
almost inconceivable that oil prices can 
zrash in a manner similar to what occurred 
;'n 1991." 

In fact, prices might well soften to just 
above the $25 level that Mr Desmarest of 
France's Total gushes about. If that really 
does happen, perhaps France, now reviled 
3y many Americans for slowing the march 
‘to Baghdad, may come to be remembered 
as the country that made this war less 
painful for gas-guzzlers everywhere. m 
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Cellular handsets 


The local touch 


HONG KONG 


Suddenly, China's domestic brands 
offer serious competition 


NLY last year, the bosses of global mo- 

bile-phone companies active in 
China were still laughing at the handsets 
offered by TCL, a Chinese manufacturer of 
television sets that started making mobile 
phones in 1999. To most foreigners, its 
faux-diamond ornamentation is egre- 
giously kitschy. But the Chinese love it, 
and so TCL has passed Siemens and Sam- 
sung to become China’s third-largest 
handset vendor after Motorola and Nokia, 
two firms that it now has in its sights. 

Suddenly, nobody is laughing at local 
brands such as TCL and its two main rivals, 
Ningbo Bird and Amoisonic. In 1999, they 
had less than 3% of a fairly small market. 
Now the market is the world's largest- 
with about 200m subscribers and 60m 
handsets sold last year-and domestic 
brands have 26% of it, according to esti- 
mates by Adventis, a telecoms consul- 
tancy. Several foreign brands, including 
Sweden's Ericsson, have all but vanished; 
America’s Motorola and Finland’s Nokia 
still dominate, with half the market be- 
tween them, but they are rapidly losing 
share. Asif to sum itup, Motorola itself has 
started copying the diamond-studded 
decoration it used to deride. 

There is something familiar about this 
evolution. In PCs, another growth market 
in industrialising China, Legend, a local 
brand, came from nowhere during the 
1990s to pass, and then to leave behind, 
the big foreign computer-makers. Besides 
their grasp of Chinese tastes, the main ad- 
vantage of the locals, in both Pcs and 
handsets, lies in distribution. Whereas the 
global brands can outspend the locals for 
billboard space in cosmopolitan Shanghai, 
the domestic vendors have networks that 
reach deep into the countryside. Almost 
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every town, for instance, has a TCL branch 
selling Tvs; these branches now offer 
handsets as well. 

At the moment, this edge more than 
compensates for other weaknesses. As 
newcomers in the handset business, the 
Chinese are still learning about after-sales 
service. Most spend less than 1% of their 
revenues on research and development, 
according to CICC, a Chinese investment 
bank, a small fraction of what foreign 
brands can afford. And quality still lags— 
last year, estimates CICC, about 696 of do- 
mestic models were returned to the ven- 
dor for repairs, twice the rate for foreign 
models. 

But this is changing. Not only are the 
Chinese catching up, but most of the tech- 
nology underneath the Chinese-designed 
shells is foreign. Some 70% of TCL’s hand- 
sets, for instance, run on chipsets and soft- 
ware from Wavecom, a French company 
that makes communication modules for 
wireless gadgets. With the technological 
playing-field thus levelled, says Aram He- 
kimian, Wavecom's chief executive, the 
Chinese brands should be able to capture 
80% or more of the market some time in 
the next few years. 

They may not find that entirely a bless- 
ing, however. Instead, the handset-manu- 
facturing industry looks likely to repeat a 
pattern that China has already experi- 
enced in white goods, refrigerators, televi- 
sion sets, and many other consumer 
goods. First, rising incomes make a gadget 
affordable to millions. Next, the market 
booms, and companies, irrespective of 
what industry they originally came from, 
rush in. Then, the market becomes 
crowded, and the consequent overcapac- 
ity and competition lead to price wars that 
wipe out profits. 

This is now beginning to happen in 
handsets. Haier, a company still known 
mostly for its white goods, Legend, of Pc 
fame, and TCL, a force in Tv sets, have all 
been moving in as their core product 
ranges become less profitable. In February, 
Huawei, a respected maker of telecoms 
switches, said that it too would manufac- 
ture handsets. 

Allin all, 36 producers are now compet- 
ing. The government, worried about 
chaos, has said that it will issue no more li- 
cences. But well-connected firms such as 
Huawei, founded by a former PLA officer, 
will find a way. As a result, handset prices 
will keep falling much faster in China than 
elsewhere in the world—by 30% this year, 
according to estimates by uss Warburg, an 
investment bank. Today's group of China's 
domestic hopefuls may well include to- 
morrow's world brand: besides Tcr, 
Ningbo Bird and Amoisonic probably 
have the most potential. But most will sim- 
ply die, or forever keep expanding into the 
next industry that promises returns but 
does not deliver. m 





The beauty business 
The colour of 
money 


Unilever and P&G are challenging 
L'Oréal 
IS strange to think of two of the world's 

biggest companies, Procter & Gamble 
and Unilever, as wallflowers. But when it 
comes to the beauty business, it is France's 
L'Oréal that steals the limelight. However, 
this is something the soap-powder giants 
are eager to change. 

Neither is starting from scratch. Un- 
ilever owns such successful cosmetic 
brands as Calvin Klein and Dove body- 
care; P&G, best known for Pampers nap- 
pies and Tide detergent, owns Pantene, the 
global leader in Shampoo, Max Factor and 
Olay, a fast-growing and, by P&G stan- 
dards, high-priced skin-care range. The 
American firm also obtained a strong 
bridgehead in hair colour, a boom area in 
beauty, with the 2001 purchase of Clai- 
rol-at $5 billion, its biggest acquisition. 

Nevertheless, it is L'Oréal that domi- 
nates the $90-billion-a-year beauty-pro- 
ducts industry, in which brand strength 
and perceived elegance count as much as 
sales volumes. The French group leads in 
hair colour in both Europe and America 
and, by value, dominates the American 
market in colour cosmetics. L'Oréal's use 
of sexy celebrities such as Natalie Imbru- 
glia to promote its products, and its seduc- 
tive slogan—“because you're worth it"— 
has turned its steep prices into an asset. 

This enviable position is increasingly 
under attack. Since Wella, a German 
beauty-products company, rebuffed a bid 
from Henkel, a German rival, last autumn, 
rumours have swirled of other suitors, in- 





Alluring to soap-powder makers 
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duds P&G and Unilever. This week, P&G 
was said to have made a $6 billion offer. 
Persuading Wella's founding Stroeher 
family to sell would make P&G a close sec- 
ond to L'Oréal in the professional salon 
market in Europe, and strengthen it in col- 
our. P&c's ownership of Clairol largely 
confines it to the United States at present. 

P&G's chief executive, Alan Lafley, is 
the company's first boss to emerge from 
the beauty business. He has long had his 
eye on another German beauty company: 
Beiersdorf, maker of Nivea, the world's 
biggest skin-care brand. Although talks 
with its two big shareholders have so far 
stalled, Mr Lafley is determined to make 
more deals in this area. 

For Wella at least, he may yet face com- 
petition from his perennial rival, Niall Fitz- 
Gerald. Unilever's co-chairman recently 
admitted that the Anglo-Dutch group had 
missed the hair-dye boom: “We were slow. 


Magazine publishing 


What killed the Herring? 1 


Not what you might think 


NOTHER new-economy 

bites the dust. The current issue of 
Red Herring, which chronicled the boom 
and bust of the internet years, will be its 
last. At its height in June 2000, the maga- 
zine had 628 pages, more than half of 
them advertisements, and was an inch 
thick. But then the internet bubble burst, 
ad revenue slumped and the magazine 
withered to fewer than 100 pages. So 
was Red Herring's death, like those of In- 
dustry Standard, Forbes ASAP and Up- 
side, an inevitable consequence of the 
collapse of the industry it covered? 

Not necessarily. Although the maga- 
zine's fortunes seem simply to reflect the 
level of the NASDAQ stockmarket (see 
chart), the real story is more compli- 
cated. Red Herring was launched in 1993, 
before the boom; the internet was not 
mentioned until issue six. It covered en- 
trepreneurial and venture-capital activ- 
ity, taking its title from the nickname for 
a preliminary share-offering prospectus. 
Once internet mania had subsided, the 
magazine returned to its roots, con- 
centrating on venture-capital deals and 
diversifying into science and biotechnol- 
ogy. Even so, it was inextricably associ- 
ated with new-economy boosterism, 
though its coverage of hare-brained dot- 
commery was often critical. 

That was not what killed it, however. 
The real problem was that the media in- 
dustry had moved on; there was no go- 
ing back to 1993. Minnows, whatever 
their colour, cannot compete in a pond 
dominated by big fish. Scott Stawski, a 
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We failed to spot this early enough.” Mean- 
while, Unilever is pressing ahead with the 
relaunch in Europe of its Sunsilk hair-care 
range, one of the latest to join its stable of 
big brands, as well as extending another 
mega brand, Dove, in America. If Unilever 
gives its beauty business enough of a 
makeover, it may even consider splitting it 
from the low-growth, low-margin food op: 
erations, says lain Ferguson, head of group 
development and strategy. 

In response to these attacks on its top- 
of-the-range business, L'Oréal is moving 
downmarket. In February it launched 
Fructis hair-care in America, its biggest 
brand launch ever there, in an effort to win 
shelf space in mass retailers such as Wal- 
Mart, P&c's biggest customer. With even 
the most elegant shopper as mindful of her 
purse as her nails these days, this three 
way battle will bring a smile to many à 
sleekly glossed lip. m 


media analyst at Inforte, notes thatthe | 
three high-tech magazines that remain—_ 
Wired, Fast Company and Business 2.0— 
are all backed by media conglomerates. 
In a recession, he argues, big is beauti: 
Large firms can aggregate readers across - 
multiple titles for advertisers and exploit A 
economies of scale. Independent titles 
such as the Herring cannot. 

"Why Companies Fail", an article 
published in Red Herring in October 
1999, delineated several fancy waysin — 
whichnew-economyfirmscouldgo — — 
bust: “the chasm trap”, “the tornado 
dive”, and so on. Explaining the Her- 1 
ring's own fate requires no such label- 
ling. The reasons for its demise are more | 
mundane, and reflect the vicissitudes — 
not of anew internet economy, butof 
the old, paper-based media industry. — 
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Japan's wage round 


Heading down 


TOKYO 
Deflation is transforming Japan's 
annual pay rituals 


N MARCH 1st, some 22,000 workers 
gathered in Tokyo for a rally marking 


the start of shunto ("spring livelihood of- 


fensive"), Japan's annual round of wage 
negotiations, which has been held every 
spring since 1955. Although it was pouring 
with rain, the turnout was good, say organ- 
isers: these are, after all, tough times for 
Japanese workers. 

Indeed, the idea of annual wage negoti- 
ations seems oddly anachronistic. The 
economy is sagging and deflation is spiral- 
ling. Unemployment is at record levels, 
and consumers remain reluctant to spend. 
High-street prices have been falling for five 
years running, helping to push profits 
down. Lifetime employment is crumbling. 
No wonder last year's wage round yielded 
the smallest wage increases ever recorded: 
less than 1.7%. 

In fact, workers at struggling firms saw 
their pay cut anyway. According to govern- 
ment figures, average monthly wages fell 
by 2.3% in 2002; real wages, adjusted for 
falling consumer prices, fell by 1.2%. In the 
short term, at least, the effect will be to ex- 
acerbate the deflation that is squeezing 
corporate profits. 

This year's wage-bargaining season, 
which started last month and ends when 
management offer their responses to la- 
bour demands from March 12th, looks like 
being even tougher. A feature of shunto is 
that almost all of Japan's thousands of en- 
terprise unions, which represent individ- 
ual companies rather than whole indus- 
tries, conduct wage negotiations at the 
same time. Negotiations cover both pay- 
scale increases and regular annual wage 
rises based on age. The whole process, a 
symbol of the conformity prized by Japa- 
nese society, is a relic from the balmy days 





of the 1960s, when profits were growing 
and labour shortages were common. 

This harmonised approach enabled 
workers at smaller companies to benefit 
from the deals struck by bigger unions, 
which became national trend-setters. In 
the 1970s, the steel and shipbuilding un- 
ions paved the way for broad wage rises. 
When their industries declined, the elec- 
tronics companies became the leaders; 
these days, the car unions set the standard. 

That is why unions across Japan reeled 
at the news in January that Toyota's trend- 
setting union had made the unprece- 
dented move of giving up (very early in the 
game, too) pay-scale increases this year. 
Like others it had demanded-and failed to 
win-a rise in the pay scale last year. In- 
stead, the top car company, which is ex- 
pected to make a record-breaking profit of 
almost ¥1.5 trillion ($1.3 billion) in the year 
to March 31st, will probably offer a large 
bonus, and a smaller one-off “reward” to 
its workers for higher productivity. 

There were two reasons for the Toyota 
union's decision, says Yuji Kato, president 
of the Confederation of Japan Automobile 
Workers' Union. One was a realisation that 
the industry was facing tough interna- 
tional competition, particularly from Asia. 
The second was a show of deference to Hi- 
roshi Okuda, Toyota's chairman, who 
heads the Keidanren, a powerful business 
federation, which stands for company 
management and is a vocal advocate of 
both lower labour costs and wage-bargain- 
ing reform. Similar announcements fol- 
lowed in quick succession from the Japa- 
nese Electrical, Electronic & Information 
Union, made up of the unions of big con- 
sumer-electronics firms such as Hitachi 
and Fujitsu. 

This year, automatic age-related in- 
creases are also under threat. Workers at 
companies fighting for survival are swal- 
lowing wage cuts. But, even at stronger 
companies, times are changing. Hitachi 
and Matsushita, another big consumer- 
electronics firm, are proposing to end auto- 
matic seniority-based pay increases after 
workers reach a certain age, and to shift to 
performance-based pay structures in- 
stead. Last year Canon, the top copier-and- 
printer company, abolished automatic 
pay rises for anybody over 32. In the car in- 
dustry, Mitsubishi Motors wants to abol- 
ish its entire seniority-based pay structure 
this April. So does Honda, another car- 
maker expecting to make record profits 
this year: it says it will start lowering wages 
for underperformers in four years’ time. 

The unions are now fighting for other 
things. If base wage levels for workers can- 
not go up, says Yoji Tatsui, a director in the 
labour-policy co-ordination division at the 
Japanese Trade Union Confederation, 
then companies should at least try to bring 
pay for part-timers who do similar jobs 
closer to that of their full-time counter- 


parts. Some companies are beginning to 
do this, especially in service industries 
such as retailing, which rely heavily on 
part-timers. Still, the best news for workers 
came from Nissan, a car company whose 
fortunes are rapidly being turned around 
under its free-thinking president, Carlos 
Ghosn. Not only is it offering big bonuses 
this year; it readily acceded to its union de- 
mands for a ¥7,000-a-month rise, show- 
ing that sometimes good performance 
does indeed get rewarded. m 


Drug patents 


Make love, not 
War 


Viagra under threat 


OT content with one male impotence 

pill, the drug industry will soon sell 
three. Last month, Cialis, a rival to Viagra, 
went on sale in Europe and Australasia, 
promising such benefits as an ability to 
work for (a somewhat daunting) 24 hours. 
Cialis will soon be joined by Levitra, 
whose makers, Bayer and  Glaxo- 
SmithKline (Gsk), have helpfully built a 
hint of its utility into its name. Yet in Amer- 
ica, men must rub along without these ad- 
vances: Viagra remains the only approved 
drug on the market. The little blue pill's 
maker, Pfizer, hopes to keep it that way. Itis 
suing its rivals for patent infringement. 

Even to insiders, patent litigation can be 
a dauntingly unpredictable business. This 
week, Pharmacia and Pfizer won a court 
victory that may save them huge royalty 
payments to the University of Rochester 
on Celebrex, a pain-killing drug. And 
shares in GSK took a sharp knock after a 
judge in Chicago unexpectedly ruled thata 
generic competitor to the company’s best- 
selling anti-depressant drug, Paxil, did not 
infringe Gsk’s patent. The apparent bone 
of contention: the amount of water 
bonded to the rival drug’s molecules. Paxil 
enjoyed global sales of $3.25 billion last 
year. Now, GSK faces the prospect of com- 
petition from cheap generic knock-offs 
much sooner than the market had ex- 
pected. Forget horse-racing, says one pat- 
ent lawyer: “Patent litigation is the true 
sport of kings.” 

Thanks to its inventive tactics, Pfizer is 
the toast of the track. Most patents cover ei- 
ther a drug’s ingredients or the way it is 
made. Last year, however, America’s pat- 
ent office awarded Pfizer a different sort of 
patent, covering the way Viagra works. 
Cialis and Levitra are both made from dif- 
ferent substances to Viagra, and therefore 
do not infringe the original patent. But— 
surprise, surprise—they both work in the » 





> same enzyme-blocking way. If Pfizer can 
defend its second patent, it gets to keep the 
competition out of its market, worth about 
$1.7 billion a year. 

Old Europe can enjoy its round-the- 
clock erections because European coun- 
tries have thrown out Pfizer's second Via- 
gra patent. Pfizer's American lawsuits, 
however, have not yet reached trial. 
Pfizer's arguments failed in Britain, for ex- 
ample, because its patent was ruled too 
“obvious”: the imaginary skilled but un- 
inventive technician that the courts use to 
judge such matters was ruled capable of 
deducing Pfizer's invention from existing 
public knowledge. Yet it is not clear that 
the American courts will reach the same 
conclusion. 

The chief reason is that patent disputes 
are tried by jury in America, but not in Brit- 
ain and Germany. As Steven Bauer of 
Testa, Hurwitz & Thibeault, a law firm, 
points out, jurors must presume that a pat- 
entis valid unless proven otherwise, a task 
that requires a near-criminal burden of 
proof. Lawyers are forbidden to make any 
mention of the famous generosity of 
America's patent office—last year, it 
granted a seven-year-old boy a patent for a 
swing. The question of a patent's obvious- 
ness is not always so obvious to the aver- 
age juror. Adding to the uncertainty, says 
Mr Bauer, a whopping 30-40% of patent 
rulings are overturned on appeal. 

This leaves Viagra’s rivals in a pickle. 
They could go ahead and launch their 
drugs in America anyway. But Pfizer's law- 
suits increase their risk. Should a jury one 
day find Pfizer's patent valid, its competi- 
tors would face penalties that might run 
into the hundreds of millions of dollars. 
Stiff, indeed. = 
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Bid battles 


Sick continents 


Hugh Osmond deserves a chance to 
present his cure 


T OFTEN takes a catalyst to get a reaction 

out of chemicals. The same, sadly, is true 
of Britain's frequently inert institutional 
shareholders, as the growing tussle over 
Six Continents shows. After years of ap- 
palling performance, the world's biggest 
hotels and pubs group agreed to split in 
two, offering investors £700m ($1.1 billion) 
in cash as a partial apology, but little in the 
way of fresh management or ideas. On 
March 3rd these plans were rudely inter- 
rupted when Hugh Osmond, a 40-year- 
old corporate gadfly who has made a 
£134m fortune from trading restaurant and 
pub assets, launched a £5.6 billion offer for 
Six Continents—just days before an ex- 
traordinary general meeting (EGM) on 
March 12th to approve the demerger. 

Suddenly, the group's investors are 
having to sit up and take notice. After ini- 
tially dismissing Mr Osmond's offer, some 
who have met him are considering voting 
to postpone the EGM to give Mr Osmond 
time to improve his bid—and perhaps oth- 
ers time to jump in too. Postponement 
would be sensible (Mr Osmond says he 
will drop his bid if the demerger goes 
ahead, though he does not rule out bid- 
ding for the pubs alone afterwards). Al- 
though Tim Clarke, the boss of Six Conti- 
nents, claims otherwise, Mr Osmond has a 
good record in pub management, through 
Punch Taverns, the second-biggest pub 
landlord in Britain. And although his bid is 
largely in shares of his tiny listed shell 
company, he is offering a cash alternative 
of up to £1.4 billion—twice what Six Conti- 
nents has promised. 

His strongest card is the weakness of 
his target. On most key measures—revenue 
growth, cost control and returns on invest- 
ment-Six Continents has woefully under- 
performed its peers, says Jamie Rollo, an 
analyst at Morgan Stanley. Before bid ru- 
mours began last December, its shares 
were around levels of 16 years ago. Yet the 
top bosses, albeit reshuffled, are still in 
place. Richard North, a former finance di- 
rector and now designated boss of hotels, 
protests that “there is fresh blood and a 
complete change of culture” at the com- 
pany. Yet disgruntled investors are queu- 
ing up to hear Mr Osmond's case. 

That case has weaknesses. Mr Osmond 
admits that he knows little about running 
hotels and wants to sell them. Although he 
hints that he has buyers, as The Economist 
went to press he had yet to produce one. 
Disposing of trophy properties at the bot- 
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The predatory Mr Osmond 


tom of the market looks risky, although Mr 
Osmond insists: “I’ve never sold an asset 
on the cheap.” Nor does he come cheap 
himself. The most audacious part of his 
bid is the slew of cash and share pay- 
ments, warrants and advisory fees that 
would allow Mr Osmond and his partners 
to trouser more than £1 billion in less than 
four years if they deliver a 20% annual re- 
turn. In effect, Mr Osmond is grafting ven- 
ture-capitalist compensation on to a public 
bid. Yet he is diluting existing investors and 
paying them partly with their own cash, 
loading Six Continents with debt to do it. 

Given these drawbacks, investors may 
be inclined to stick with the original de- 
merger, trusting the (cheaper) existing 
management to do better. If it doesn't, one 
or both divisions will surely be bid for, 
with Britain’s Hilton a favourite for the ho- 
tels, perhaps alongside America’s Hilton 
Corporation, Starwood or Hyatt. 

Still, it would be a pity if Mr Osmond 
walks away, especially since, in preparing 
for a split, Six Continents has disclosed in- 
formation useful to bidders. As Hilary 
Cook of Barclays Private Clients group 
(which with Barclays Global Investors 
owns 3.5% of Six Continents), says: "He's 
got a strong argument. This offer ought to 
be enough to buy Mr Osmond more time.” 
Mr Osmond could use that time to lay out 
his arguments properly, improve the struc- 
ture of his bid and find partners. Already, 
by highlighting management's failings, he 
has done shareholders a service. Whether 
next week’s EGM goes ahead or not, his ac- 
tions mean Six Continents will have to de- 
fend orimprove its demerger plans. But the 
surest way to force a radical change would 
be for shareholders to vote to postpone the 
EGM. There are few enough real bid battles 
around these days. It would be a shame tc 
nip such an entertaining one in the bud. E 
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HEN rich countries produce a Dennis Kozlowski or a Ber- 

nie Ebbers, who leaves investors licking their wounds and 
feeling foolish, there is a rush to tighten up rules and improve 
transparency. Developing countries, however, have been slower 
to recognise the benefits of transparency. Yet a corporate scan- 
dal, especially one where the victims are big international com- 
panies, can penalise the whole economy. 

Turkey, which yearns to join the European Union and so be 
firmly integrated into the developed world, sits uneasily on the 
cusp between the two approaches. One visible sign of the un- 
ease is Cem Uzan (his first name is pronounced “gem”), whose 
business activities are anything but transparent. He is a multi- 
millionaire businessman and would-be prime minister who has 
dined on at least three occasions with Prince Charles, heir to the 
British throne. He is awaiting sentence in New York on charges of 
racketeering, after a one-day trial on February 19th that neither 
he nor his lawyers attended. In London, in December, he was 
sentenced in absentia to 15 months in prison for contempt of 
court, and he is involved in a string of cases in Turkey. 

With his brother and father, Mr Uzan controls many Turkish 
companies, one of which is Telsim, Turkey’s second-largest mo- 
bile-phone operator. In the golden days of telecoms, Telsim bor- 
rowed $2.7 billion from Motorola and Nokia to enable it to buy 
the American and Finnish firms' products. The two suppliers al- 
lege that Telsim failed to repay their loans, and that much of the 
money vanished via accounts in the Netherlands Antilles. 

At the very least, Motorola and Nokia failed to do their home- 
work on Mr Uzan. Only after their fingers were burnt did they 
commission a report from Anthony Samuel, a partner in Price- 
waterhouseCoopers. The report claims that, between 1998 and 
2001, “cash (or other assets) of $202m was paid (or transferred) 
by Telsim to entities controlled by the Uzans individually”, to 
pay for such things as seven apartments in Manhattan’s Trump 
Tower, four yachts (valued by Mr Samuel at $35.8m), and several 
aircraft (two of which were “arrested” last month, one in Paris 
and one near Berlin). The report alleges that other channels were 
also used to divert money from Telsim. For example, it says that 
Telsim paid some $283m to Mavi Reklam, an Uzan-controlled ad- 
vertising agency, for ill-defined services. That was quite a coup, 
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when total annual turnover of Turkey's biggest advertising 
agency is less than $100m. 

In 2000, Mr Uzan employed a London public-relations firm, 
Bell Pottinger. He had bought a multi-million-pound house in 
the city and wanted to be sure he was inviting the right people 
home. Money helped: he gave some £400,000 ($630,000) to one 
of Prince Charles's charities. That was enough to get him invited 
to dinners at Buckingham Palace and at Highgrove, the prince's 
country estate, where his wife Alara sat next to the prince. 

Then, in June 2001, Telsim began to default on its loans, and in 
January 2002 the charges were filed in New York. Mr Uzan 
promptly took up politics, where he was well connected. His first 
big business success had been in partnership with Ahmed Ozal, 
son of Turgut Ozal, president of Turkey from 1989 to 1993. The 
two launched a low-brow, high-profit television channel. 

Last November, barely three months after he set up a new po- 
litical party, the Youth Party, Mr Uzan won 7% of the votes in Tur- 
key's general election. He is now thought to be wooing the MHP, 
a nationalist party that did badly in the election. Seen by some 
voters as a Robin Hood figure, stealing from those they think of 
as stealing from them, his nationalist platform (“kick out the 
IMF") might have greater appeal if Turkey were spurned by the 
EU over membership and slighted by the United States after its 
parliamentary vote against American troop deployment. 


Caveat emptor? 

Mr Uzan seems to some like a Turkish version of Silvio Berlus- 
coni, Italy's television-owning, judicially-entangled prime min- 
ister. His election campaign ran on boyish good looks, forceful 
nationalism and widespread exposure on the Uzan-owned ra- 
dio stations (eight of them), television channels (now there are 
three), and newspapers (two). None of this was enough to win 
him the 10*6 of votes required for parliamentary representation, 
nor the immunity from extradition that goes with it. But any at- 
tempt to extradite him by British or American courts could be 
thwarted by the fact that he and his brother also have Jordanian 
nationality. Jordan has more limited extradition agreements 
with Britain and America than does Turkey. 

Not surprisingly, the scandal will make it harder for Telsim to 
purchase equipment and services from abroad. Already there 
are signs that the company is losing ground. Turkcell, long the 
only other mobile-phone operator, now has roughly 70% of the 
market. There is poetic justice in this: Turkcell is the only Turkish 
company to be quoted on the New York Stock Exchange, and its 
openness is in sharp contrast to its rival. Telsim, which is audited 
by Deloitte & Touche, has yet to file its accounts for 2001. 

Turkey needs more Turkcells and fewer Telsims if it is to be- 
come a country in which foreigners can do business comfort- 
ably. But there is a lesson for foreign companies too. The New 
York judge asked Motorola and Nokia “why they entered into 
this venture given the already dubious history of the Uzans." 
The answer was that Turkey, in 2000, was the fastest-growing 
mobile-phone market in Europe—with only two corporate play- 
ers. And when companies are blinded by their own saliva, they 
can make foolish decisions. Motorola and Nokia may just have 
to lump it. Racketeering offences in America are liable to treble 
damages, so a court victory would, in theory, award the two 
companies not just their lost $2.7 billion but more than $8 billion 
in damages. But the chance of collecting is tiny: only the gems in 
Istanbul's Topkapi palace are worth that much. m 
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Poor cover for a rainy day 


The insurance industry is in poor shape, particularly in Europe. That's bad news for 


policyholders 


HE past few years have been dreadful 

for insurance companies in Europe. 
Even the steady Swiss have stumbled. Last 
week, Zurich Financial Services (zrs) re- 
ported a huge loss of SFr4.6 billion ($3.4 
billion) for 2002, even higher than ex- 
pected, and it slashed its dividend. Then 
Swiss Re, a big reinsurer, declared a loss of 
SFrioom for the year and gave warning 
that it will also cut its dividend. Winter- 
thur, an insurer that is part of the Credit 
Suisse group, reported a loss of SFr992m 
for 2002, during which time Credit Suisse 
was obliged to pump SFr3.7 billion into the 
business to keep it afloat. 

It is much the same elsewhere. Pruden- 
tial,a big British insurer, said last week that 
it may not raise its dividend; and it slashed 
pay-outs for its 211m with-profits policy- 
holders. Legal & General and Aviva, Brit- 
ain's biggest insurer, said that they might 
have to apply for a waiver from the sol- 
vency requirements of the Financial Ser- 
vices Authority, the country's regulator. 
And the picture of German insurers is, if 
anything, worse still. 

Insurance companies' share prices 
have reflected the steady stream of bad 
news. In Europe, the sector fell last year by 
51%, underperforming the European mar- 
ket as a whole by 23 percentage points. 


Within three years, the insurance industry 
in Europe has gone from being overcapital- 
ised to being, at best, thinly capitalised. "A 
few years ago, nobody talked about risk 
management or the management of assets 
and liabilities," says Count Maurice Lip- 
pens, one of the founders of Fortis, a Bel- 
gian-Dutch firm that combines banking 
and insurance. “Now the talk of the town 
is whois solvent." 

One exception amid the general gloom 
is AXA, France's leading insurer. It made a 
profit of €949m ($893m) for the year, a rise 
of 82%. Axa did, however, slice its divi- 
dend, though Henri de Castries, the 
group's chief executive, is optimistic 
enough to be thinking about acquisitions 
in America and Europe. 


Balancing risks 

Insurance companies take two kinds of 
risk: investment risk and underwriting 
risk. If they take on too much of one—by, 
for example, investing too many of their 
assets in one volatile market, or by charg- 
ing premiums that are too low for the risks 
they are underwriting—they may get into 
trouble. In general, they hope that their in- 
vestment income will compensate for 
their underwriting losses, when they have 
them, and vice versa. Most European 
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insurers today, though, have got their 
sums wrong on both counts. 

The life insurers tend to be in worse 
shape than the property-and-casualty 
(non-life) insurers. The distinction is 
blurred, however, because most compa- 
nies do both types of business. Life insur- 
ance is the more complex, largely because 
of its long-term commitments. During the 
bull market, many firms committed them- 
selves to guaranteed pay-out rates on life- 
insurance policies which they can no lon- 
ger afford. Firms such as Equitable Life and 
Standard Life in Britain have reduced pay- 
outs and imposed penalties on those who 
try to cash in early. Non-life insurers tend 
to renew their contracts every year, so itis 
easier for them to get out of unprofitable 
commitments. 

American insurers are in better shape 
because they have taken less investment 
risk and have tended to be more careful 
about their underwriting. But they learned 
the hard way, emerging from an appalling 
crisis two decades ago. After more than 80 
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E rino in the second half of the 
1980s, the National Association of Insur- 
ance Commissioners tightened the rules 
on investment practices considerably. In 
particular, it made investment in equities 
far less appealing. 

Japan's insurance industry has been in 
a state of crisis since the 19805, after com- 
mitting itself to unrealistically high pay- 
out rates on long-term life-insurance poli- 
cies (for 20 years and more) when interest 
rates were 5-6%. Since then, bond yields 
have plunged to less than 1%, with short- 
term interest rates close to zero, leaving life 
insurers unable to meet their obligations. 

Falling stockmarkets, bad loans (life 
insurers lent money to firms, too) and 
plunging property prices have further con- 
tributed to their troubles. Six Japanese life 
insurers have gone bust in the past three 
years, and the top seven expect their woes 
to lose them ¥1.1 trillion ($11.8 billion) in 
the year to March 2003, extending a de- 
cade-long run of losses. Could things come 
to such a pass in Europe too? 


Capital concerns 

One cause of the Europeans' troubles is an 
expansionary drive during the bull-mar- 
ket years, when they bought some third- 
rate companies in America, lured by the 
size of the market on the other side of the 
Atlantic. But the biggest reason to worry 
about their solvency is their over-invest- 
ment in equities. Three years ago, on aver- 
age they had 30-40% of their assets in- 
vested in equities, though some British 
insurers had as much as 80%. This is in 
stark contrast to American insurers, which 
invest, on average, only about a fifth of 
their assets in shares. 

Regulators in some countries impose a 
ceiling on equity investment. In Germany, 
for instance, there is a statutory limit of 
35%. In America, the controls are imposed 
via higher capital requirements for invest- 
ing in equities. 

The argument against allowing insur- 
ers to invest too much in equities is that 
they are supposed to be able to meet their 
liabilities at all times, and the forced sale of 
equities in bear markets is not a good idea. 
But the argument for investment in equi- 
ties by life insurers (whose liabilities are 
long-term) is stronger than it is for invest- 
ment by property-and-casualty (P&C) 
insurers, whose liabilities are largely short- 
term. The most cautious insurers believe 
that equity investment is appropriate only 
for their so-called “free” reserves, ie, the 
difference between a company's assets 
and its technical liabilities. 

To strengthen their balance sheets, 
insurers and reinsurers have become 
increasingly creative at finding new ways 
to raise capital. Those most in need have 
turned to their shareholders with a rights 
issue. When Legal & General made an 
€800m ($1.2 billion) issue last autumn it 
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joined an already long queue which in- 
cluded Aegon, Swiss Life and zrs. Since 
then, ING, a Dutch financial group, has 
raised €650m, and Scor, a French rein- 
surer, €381m via rights issues. 

Some P&c insurers raised new capital 
in orderto be ableto take on new business, 
rather than out of any desperation for 
cash. Since the September 11th attacks, de- 
mand for cover in almost all lines of P&C 
business has increased. A shortage of sup- 
ply helped push up rates by 15-20% last 
year. Prices for certain policies—such as 
aviation insurance or insurance on com- 
mercial property—quadrupled. 

Hiscox, a British non-life insurer, raised 
£110m last October to finance its expan- 
sionary drive. The company had had a 
couple of difficult years and could not 
have taken on much new business with- 
out a boost to its capital. “Current condi- 
tions are marvellous, but many insurers 
are eaten up by their past,” comments Rob- 
ert Hiscox, the company’s chairman. 

Shedding assets has been another way 
to raise cash and pay for the sins of the 
past. ZFS sold off its North American oper- 
ations in February, and its subsidiaries in 
Mexico, Poland, Hungary and Slovakia in 
March. Aviva sold its Portuguese insurance 
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arm as well as its insurance operations in 
Australia and New Zealand in 2002. Royal 
& Sun Alliance (RSA) disposed of its British 
asset-management arm, its Benelux sub- 
sidiaries, its French car-insurance subsid- 
iary, its operations on the Isle of Man and 
its German subsidiary. 

There is more to come, though buyers 
are not falling over themselves in the rush. 
Fortis, for example, is trying to sell its 
French life business, so far unsuccessfully. 
AXA does not want its reinsurance arm 
any more, and Swiss Life would like to part 
with its non-life business in Belgium, 
France and Switzerland, and its life opera- 
tions in Britain, Italy and Spain. Gerling, 
one of the most troubled German insurers, 
is also keen to dispose of more assets. But it 
may not have much time left. On February 
28th, Heinrich Focke, its chief executive, 
ominously announced his resignation, 
with immediate effect. 


The road to reform 

The crisis is so severe that European insur- 
ers will have to change some of their ways 
of doing business. This is particularly true 
for life insurance. “Policyholders will have 
to carry more risks and policy-providers 
will have to take less commission," says 
William Hawkins of Fox-Pitt, Kelton, an in- 
vestment bank. 

Changes are particularly needed in 
countries such as Germany and Switzer- 
land, where there are statutory minimum 
pay-outs which mean that business with 
guaranteed returns is no longer profitable. 
The German and Swiss authorities re- 
cently reduced their statutory guaranteed 
returns to 3.25%, but this is unlikely to turn 
their insurers' life business into profit. 

It is easier to make non-life insurance 
profitable than the complex life business. 
Firms simply need to bring their “com- 
bined ratios" (their claims plus expenses 
divided by their premiums) to less than 
100%. AXA’s combined ratio, which was 
111% in 2001, had been brought down to 
106% by last June and will have fallen even 
further since. Across the board, P&c insur- 
ers are raising rates and tightening the 
terms and conditions of their policies; 
they are charging more for less in order to 
make a profit on underwriting. 

Fitch, a rating agency, says that despite 
this it will be a long time before European 
insurers are well capitalised again. Al- 
though non-life insurers are taking steps to 
improve their balance sheets, the prospect 
for life insurers doing the same is gloomy, 
particularly in Britain and Germany. Un- 
less equity markets rally strongly, says 
Fitch, the creditworthiness of life insurers 
will be further downgraded. 

A recent study by Oliver, Wyman, a 
consulting firm, is particularly pessimistic 
about German insurers. Every sixth Ger- 
man company it looked at was only just 
adequately capitalised, says the firm. » 
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> Many will have a tough time unless finan- 
cial markets improve or their governments 
lend them a hand. On February 24th, 
Moody's, another rating agency, said that 
some German life insurers will be under 
pressure for several years because of their 
weak capitalisation. Moody's predicts that 
consolidation of the highly fragmented 
German life-insurance market will acceler- 
ate, as weaker insurers find they can sur- 
vive only by being taken over. 

Whatif one of Europe's really big insur- 
ers were to go under? Lloyd's of London, 
the insurance market whose "names" 
traditionally had unlimited liability, had a 
near-death experience in 1996, largely due 
to claims for illnesses related to asbestos. 
The British government did not intervene 
and the market had to absorb the world's 
biggest-ever commercial loss: £8 billion in 
five years. It bankrupted at least 1,600 of 
the 34,000 names; now most of its capital 
comes from limited-liability investors. 

"It is very tricky," concedes Mr Hiscox, 
a former deputy chairman of Lloyd's. A 
bankruptcy of one of the big insurers or re- 
insurers would send shock waves through 
the financial system, and could have a do- 
mino effect, warns Count Lippens. Robert 
Hartwig at the Insurance Information In- 
stitute in New York thinks that too much 
would be at stake for European govern- 
ments to remain passive were one of their 
large insurers or reinsurers to go bust. 


Mouldy prospects 
The main reason for the relatively better 


health of American insurers is their differ- 
ent approach to investment risk. Some 
non-life insurers invest as little as 2% of 
their assets in equities. Insurers say that 
the problem with America's regulation, in- 
cluding strictures on equity investment, is 
the proliferation of different rules in each 
state. State commissioners, not the federal 
government, regulate insurance. 

Yet all is not well with the industry in 
America either. P&c insurers are strug- 
gling with a host of underwriting pro- 
blems, many of them stemming from the 
country's tort system, which allows huge 
payments for damages. Others are of the 
industry's own making, such as their ex- 
periments with credit derivatives, which 
have saddled some with big losses. 

Corporate America is in the throes of à 
second wave of asbestos lawsuits, many 
of them brought by people who are not 
critically ill against companies with only a 
passing connection to the lethal fibre. Legal 
wrangles over medical malpractice are an- 
other source of huge underwriting losses. 
In 2001, American insurers paid $1.53 for 
every dollar of premium they received for 
medical malpractice, says A.M. Best, an in- 
surance-rating agency. And last year was 
only slightly better. 

Another unexpected source of trouble 
is claims for damage done by toxic mould. 
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According to the Texas Department of In- 
surance, the cost of claims for mould dam- 
age in Texas increased from $9.1m in the 
first quarter of 2000 to $79.5m in the first 
quarter of 2001. Claims for insurance for 
company directors’ liabilities, so-called di- 
rectors-and-officers insurance (D&O) have 
also rocketed in the aftermath of Amer- 
ica's corporate scandals and the greater 
responsibility put upon corporate officers 
by the Sarbanes-Oxley act. 


Asbestos won't go away 

Even the industry's star- American Insur- 
ance Group (AIG), the world’s biggest in- 
surer and a role model for its stringent un- 
derwriting practices—is not shining so 
brightly. Shortly before it announced its re- 
sults for last year, A1G bolstered its re- 
serves for claims relating to D&O, workers’ 





compensation and health care by $2.8 bil- 
lion. On February 13th, A1G reported a loss 
for the last quarter of 2002. 

The biggest of all the industry's worries 
remains asbestos. Ace, a Bermudan in- 
surer, and Travellers Property and Casu- 
alty have recently increased their reserves 
for claims related to illnesses caused by as- 
bestos by $1.9 billion and $2.5 billion re- 
spectively. Standard & Poor's, a rating 
agency, is so worried about the adequacy 
of other insurers' asbestos reserves that it 
is now reviewing the issue with 27 firms 
which could be hit by huge claims. 

Some 200,000 asbestos claims are cur- 
rently pending in America, about a third of 
all those that have been filed since the first 
lawsuit in 1966 in Beaumont, Texas. Esti- 
mates for the final number of complaints 
range from 1.1m to 2.5m. According to the 
RAND Institute for Civil Justice, a think- 
tank in California, about two-thirds of all 
claims are now filed by the unimpaired, 
whereas in the past they were filed only by 
the manifestly ill. Faced with the prospect 
of endless battles in court, insurers often 
prefer to pay up. Last May, a dozen insurers 
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settled with PPG Industries, a chemicals- 
and-paint manufacturer with a half-share 
in an asbestos producer, for $2.7 billion to 
resolve all current and future claims. } 

Some insurers are also worried about 
the outcome of their past adventuresin the 
credit markets. Four companies—Ambac, 
MBIA, Financial Guaranty Insurance 
Company and Financial Security Assur- 
ance—have guaranteed asset-backed se- 
curities, such as collateralised debt obliga- 
tions and credit derivatives, worth $160 
billion. Three bad years in the credit mar- 
ket have reduced the value of these, 
though the extent is unclear thanks to the 
opacity of the market. Under new ac- 
counting rules, insurers are expected to 
show these assets at market value (“mark 
to market”). MBIA has denied vehemently 
allegations that it has understated its 
mark-to-market losses. 

Nevertheless, American insurers are 
not expected to report big losses or cut div- 
idends in the near future. Although they 
suffered some losses from defaults on cor- 
porate bonds, these were small compared 
with the blood shed in the equity markets. 
Colin Devine at Salomon Smith Barney in 
New York thinks that insurers might even 
increase their quarterly pay-outs to share- 
holders if President Bush’s proposal to 
eliminate taxes on dividends is passed. 
American life insurers, he says, are mea- 
surably stronger than their European 
counterparts. 

Asbestos aside, the biggest risk now lies 
in America’s tort laws. Considering the 
long history of failed attempts to make 
America a less litigious country, compre- 
hensive tort reform is unlikely. “We may 
see reform at state level,” says Mr Hartwig. 
This could mean an end to “forum shop- 
ping” by trial lawyers, who look around 
for the state with the most plaintiff- 
friendly judiciary. Judges in Alabama, 
California, Illinois and Texas, for example, 
have a reputation for being particularly 
sympathetic to those who sue. 


The weakest link 

Insurers today look the weakest link in the 
finance-industry chain. American firms’ 
problems with the tort system are not go- 
ing to disappear soon, nor are worries 
about European insurers’ capitalisation, 
Likewise, Japanese companies are not 
about to rise from their sickbeds. 

This is sure to mean that premiums will 
stay at a high level, or even rise further, in 
property and casualty. A few years ago. 
when the industry was still cash-rich, “we 
thought rates would never increase,” says 
Mr Hiscox. In life insurance, policyholders 
will in future have to share more invest 
mentrisk, by being more flexible about the 
pay-outs they contract to receive. Ulti 
mately, though, it is existing policyholder: 
who are going to pay the price for the in 
dustry's errors of the past. m 
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Our Results for 2002 





























2002 2002 2001 * 
£m US$m US$m 
6,427 Profit before tax 9,650 8,000 
4,155 Profit attributable to shareholders 6,239 4,992 
35,607 Capital resources 57,430 50,854 
£ USS US$ 
0.45 Earnings per share 0.67 0.54 
0.33** Dividends per share 0.53 0.48 
0.51 Cash earnings per share*** 0.76 0.63 





The Group's total capital ratio and tier 1 capital ratio at year end 2002 
were 13.3 per cent and 9.0 per cent, respectively. 
*  Restated to reflect the adoption of UK Financial Reporting Standard 19 


‘Deferred Tax’. 


** The second interim dividend of US$0.325 per share is translated at the 
closing rate on 31 December 2002. Where required, the dividend will be 
converted into sterling or Hong Kong dollars at the exchange rates on 


28 April 2003. 


*** Cash earnings per share comprise basic earnings per share after adding 
back the impact of goodwill amortisation. 


“Against a background of difficult conditions in 
most of the world’s economies, HSBC achieved a 
solid set of results in 2002. Our performance 
reflected the resilience of our local businesses and 
our ability to generate reasonable returns in them. In 
spite of the global economic downturn the strength 
of HSBC enabled us to grow our operating income 
and to take opportunities to lay the foundations for 
our future. 


In common with the last two years, prospects for 
2003 are hard to predict. The beginning of the year 
has been characterised by a high degree of economic 
uncertainty. This has been compounded by political 
uncertainty about developments in the Middle East. 
During these times, HSBC’s policy of financial 
strength and its earning power are competitive 


advantages. The benefits derived from the breadth 
and capital generating strength of the HSBC 
Group’s core domestic franchises continue to 
support resilient operating performance, including 
into the current year to date. 


Recognising the underlying strengths of HSBC the 
Board has approved a second interim dividend of 
US$0.325 taking the dividends for the year to 
US$0.53, an increase of 10.4 per cent over last year. 
Additionally, acknowledging the increasing 
importance of dividend flows to our shareholders 
the Board has determined to move HSBC during 
2003 to a programme of quarterly dividends.” 


Sir John Bond 
Group Chairman 
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Banking in China 


Strings attached 


HONG KONG 


Foreign financial firms would love to get into China—without Chinese partners 


HE prospect is mouth-watering. China 

has well over $1 trillion in household 
savings, almost all of it lying fallow in four 
sprawling and dysfunctional state banks. 
A mere $16 billion is in mutual funds. But if 
the Chinese introduce funded pension 
schemes, says Frank Kusse, boss of the 
Asian arm of ABN Amro Asset Manage- 
ment, part of a Dutch bank, this should 
grow to $400 billion by 2010. No wonder 
so many foreign banks are in a hurry to get 
into China. The problem is how. 

ABN Amro is the latest to try. It has just 
formed a joint venture with Xiangcai He- 
feng, one of China's two dozen fund-man- 
agement firms, to launch the country's first 
three "foreign" mutual funds later this 
month. Others such as Germany's Allianz, 
America's Invesco, the Belgian/Dutch For- 
tis, France's Société Générale and the Neth- 
erlands’ ING are in negotiations to create 
similar ventures. 

Another group of foreigners is follow- 
ing a different route: buying stakes in the 
handful of Chinese banks that are publicly 
listed (though still controlled by the state). 
The four biggest banks are off limits, being 
wholly state-owned, and are in any case 
insolvent. In January, Citibank bought 5% 
of Shanghai Pudong Development Bank, a 
listed bank. Hssc, British but with deep 
roots in China, has bought 8% of another, 
Bank of Shanghai, and is said to be in talks 
over 15% of a third, Bank of Communica- 


tions. Newbridge Capital, an American 
buy-out firm, is pursuing a stake in Shenz- 
hen Development Bank (SDB). 

For every deal that promises success, 
however, there is one that falls apart. ABN 
Amro succeeded this time only after failing 
last year, after a tortuous negotiation, to 
reach a similar agreement with another 
fund-management firm. And even as ABN 
Amro declared victory last week, J.P. Mor- 
gan Chase admitted that it was walking 
away from a deal with Huaan, China’s 
most respected fund-management firm. 
Newbridge supposedly sealed its deal last 
October but is still waiting for clarification 
from the Chinese side. 


Command and control 

The sticking-point in all these ventures, 
fruitful or not, is control. Asset managers 
hate joint ventures, even in a sophisticated 
market. Many, such as Fidelity, the world’s 
largest retail-fund firm, rule them out on 
principle. Why, they argue, donate valu- 
able technology and talent without getting 
the final say over investment decisions, 
marketing strategy and regulatory compli- 
ance? American banks, still reeling from 
scandals on Wall Street, are particularly 
adamant on this last point. Besides finan- 
cial risk, says Stephen Harner, an industry 
consultant in Shanghai, they fear for their 
reputation if their Chinese partner is 
caught playing foul in the markets (as so 


The Economist 


Also in this section . 
68 Our global house-price indices : 
69 Euro-area interest rates | 
69 Intrigues around Generali : 
70 Wall Street's market for pessimism 


72 Economics focus: Australia’s 
economy 





many Chinese securities firms do). 

Banks have a similar aversion to jo 
ventures, and in China have an ext 
son. All Chinese banks are, directly o 
rectly, state-run, and the government, local 
or central, interferes both in the appoint- 
ment of managers and in lending. Th 
therefore, no such thing as a market- 
ven, meritocratic Chinese bank. Witt 
control, foreign investors will find it d 
cult to create one. 

The Chinese, however, have no int 
tion of yielding control. When Ch 
joined the World Trade Organisatio 
December 2001, it agreed to open up: 
nancial industry, but only gradual 
fund management, foreigners hav 
ter into joint ventures with local firn 
Moreover, they must be minority partnel | 
with a maximum stake of 33% now an 
49% from 2005. in banking, foreigner 
stakes are limited to 15%. And until 2006, 
foreigners are barred from conducting | 
cal-currency business with Chinese cil 
zens. The only way in is through an inves 
ment in a Chinese bank. i 

What, then, is a foreign investor to de 
Newbridge's may have been the shrev 
dest approach. Guided by an experience 
Chinese negotiator, the American firm aj 
pears to have finessed the intricacies 
Chinese bureaucracy, in effect winn 
control of spp. Newbridge chose spa b 
cause it was the only Chinese bank with 
large proportion (72%) of its shares in p 
lic hands, so that even a small stake coule 
yield practical voting control. Moreover, 
Newbridge apparently obtained permis- 
sion for a 20% stake, even though the c 
tral bank later set a15% ceiling for othe 
eign banks. It also appears likely to 
several seats on the board. — . 

Others have simply pushed 01 
most they can get, short of control. 












int venture, when its Chinese partner re- 
ised to give the Dutch more than 20%. Its 
ew friend, Xiangcai Hefeng, has agreed to 
je maximum in the fund-management 
ector. It helped that several of Xiangcai 
lefeng's managers had worked abroad, 
rere used to the legalistic western culture, 
and agreed to put all commitments into 
-_ writing, including vetoes for ABN Amro in 
.Such areas as portfolio and risk manage- 
ment, and compliance. 

_ Even when the relationship is this 
- good, however, foreign banks and fund 
managers still need to take a leap of faith. 
For the moment, European companies ap- 
pear more comfortable than the Ameri- 
cans in doing so. J.P. Morgan's failed rela- 
‘tionship with Huaan is an example. 
-Huaan began negotiating with a team that 





. came mostly frat Jardine Flemin 


Amro walked away from its first potential g Asset 
Management, a British firm with long o 


perience in Asia. However, Jardine Flem- 
ing had just been bought by Chase Man- 
hattan, which in turn merged with J.P. 
Morgan. As these mergers were digested, 
negotiating priorities changed. “The 
Americans think that China is just Amer- 
ica in the East,” says a European in the in- 
dustry. “They make absurd requirements 
on compliance, process and control.” 

But is such caution really so absurd? 
Some deals now in the works could turn 
out to be embarrassments. Many potential 
investors, not only in America, are there- 
fore choosing to wait a bit longer before 
committing themselves to China. After all, 
as Mr Harner puts it, “the lesson of 20 
years of Chinese opening is that it is usu- 
ally not essential to be among the first." @ 





| Jetting the house 


using markets in several countries are looking decidedly bubbly 


HIS was a week for worrying about 
housing bubbles. Alan Greenspan, 
iairman of the Federal Reserve, may 
ave dismissed the idea of a bubble in the 
ited States; but he believes that the 
ouse-price boom will slow this year. The 
MF said Britain's house prices may be 
ver-inflated, and the oec» fretted about 
le Australian market (see page 72). If any 
f these potential bubbles burst, con- 
imer spending would suffer too. 
: America's boom is already slowing: the 
erage price of a home rose by 7% in the 
r to December, compared with an 11% 









gain during 2001. In the fourth quarter 
prices rose at an annual rate of only 3.3%, 
the slowest since 1997. However, accord- 
ing to The Economist's global house-price 
indicators, markets in many other coun- 
tries continue to bubble merrily. (We 
launched these indices a year ago, and 
plan to update them every six months.) 

Australia, Britain, Ireland and Spain all 
saw double-digit increases in house prices 
in 2002. House-price inflation rose in eight 
of the 13 countries covered in the year to 
the fourth quarter, but fell in five (see table 
1). Prices fellin Germany and Japan, which 
have yet to recover from the bursting of 
property bubbles in the 1990s. In both 
countries prices are lower than in 1995. 

Britain, Ireland and the Netherlands 
have seen average annual price rises of 
more than 10% since 1995 (chart 2). But the 
Dutch bubble is now bursting: prices fell 
late last year. House prices are also falling 
in London, if not yet in the rest of Britain. 
The Irish housing market, which saw a 
brief fall in prices in 2001, has taken off 
again. The average Irish home now costs 
three times as much as in 1995. 

Against these price rises, America's 
house-price boom looks modest. Even so, 
inreal terms the average price gain over the 
past few years has been the fastest in his- 
tory. Moreover, national figures conceal 
local bubbles. Parts of California and New 
York have seen house-price increases of 
more than 80*6 in the past five years. 

Mr Greenspan acknowledges that there 
are local hot-spots, but rejects the notion 


high transaction costs ts discourage the buy- 






ing and selling frenzy seen in financial- 

market bubbles. (That hasn't prevented 
housing bubbles elsewhere.) He also sees 
little sign of an over-supply of new homes, 
which could later cause prices to plummet. 

The commonest argument for why 
house prices are not overvalued is that low 
interest rates allow people to borrow 
more, so they are willing to pay more for 
their homes. But is it possible to work out 
some sort of fundamental value of a 
home? Edward Leamer, an economist at 
the University of California in Los Ange- 
les, argues that the price of a house, like 
that of any other asset, should reflect its fu- 
ture income stream. Just as analysts and in- 
vestors seemed to believe during the dot- 
com boom that the link between share 
prices and profits was irrelevant, people to- 
day may have forgotten the link between 
house prices and the rental income that 
can be earned if homes are let. 

Mr Leamer argues that a price/earnings 
(p/e) ratio can be calculated for houses, as 
for shares, by dividing average house 
prices by average rents. John Krainer, an 
economist at the Federal Reserve Bank of 
San Francisco, has calculated this ratio for 
America's housing market, covering the 
past two decades. He uses an index of av- 
erage house prices and the imputed rent 
paid by owner-occupiers that goes into the 
consumer-price index. As home prices 
have outpaced rents, the p/e ratio has 
soared (chart 3 on next page). 

Mr Krainer estimates that house prices 
would have to fall by 11% to bring the ratio 
back to its long-run average. In contrast, 
the p/e ratio for America's s&P 500 stock- 
market index suggested in early 2000 that 
share prices needed to fall by more than 
50%. Alternatively, if house prices instead » 














> remain constant and rents grow at their av- 
erage pace of 4% a year, the ratio would re- 
vert to its long-term average by the end of 
2005, with no need for a price decline. Mr 
Krainer concludes that, nationally, Ameri- 
can house prices are not dramatically out 
of line with rental values. 

But there are two caveats. First, after a 
boom the housing p/e ratio usually under- 
shoots. That implies either a bigger fall in 
prices or alonger period of stagnation. Sec- 
ond, it may be too optimistic to assume 
that rents will rise by 4% a year. 

In Britain and Australia, house prices 
look more out of line. In Sydney and Lon- 
don, prices would have to fall by at least 
one-third to bring p/e ratios back to their 
longterm averages immediately. Rising 
rents could ease the price adjustment, but 
in both cities rents are falling. Some Lon- 
don landlords have had to reduce rents by 
20% in the past year to find new tenants. 


This time is different 

Nevertheless, housing-market analysts in- 
sist that prices will not crash. Lower inter- 
est rates, they argue, justify a higher p/e ra- 
tio for housing. But future rental income 
should be discounted using real interest 
rates-not nominal rates, which are low 
only because inflation is too. Japan and 
Germany have learnt painfully that low 
nominal interest rates are no protection 
against house-price declines. 

Indeed, if homes become seriously 
overvalued, then low inflation makes a fall 
in house prices more, not less likely. When 
inflation was higher, real house prices 
could fall even if nominal prices did not. 
Today, with inflation near zero, nominal 
prices would have to fall. 

Granted, nominal house prices have in 
the past fallen less often than share prices, 
partly because owners, loth to accept a 
capital loss, delay selling. The volume of 
sales, rather than prices, tends to shrink. 
But times may be changing. The Royal In- 
stitution of Chartered Surveyors has 
found that some homeowners in London, 
worried about wobbly house prices, are 
selling and renting, in the hope of locking 
in a profit before prices fall. Who said 
bricks and mortar were safe? m 


Euro-area interest rates 


Easier does it 


As expected, the European Central Bank 
has cut interest rates 


HE behaviour of the European Central 

Bank (ECB) seems to be getting easier to 
predict Few were surprised when the 
bank reduced interest rates by a quarter- 
point, to 2.5%, on March 6th. Markets had 
been pricing in a cut for almost two weeks, 
since Wim Duisenberg, the ECB's presi- 
dent, had dropped a heavyish hint. Inter- 
est rates in the euro area are now at their 
lowest since the autumn of 1999. There is 
still room for further cuts, should the ECB 
want to make them: rates in America are a 
mere 1.25% (see chart). 

A determined hawk could, just about, 
have concocted an argument for keeping 


 ratesunchanged. Inflation in the euro area, 


at 2.3%, is still above the top of the ECB's ac- 
ceptable range. The outlook for oil prices, 
in particular, is uncertain: producer prices 
rose by 0.8% in January alone, with energy 
costs accounting for more than half the in- 
crease. And since Mr Duisenberg hinted 
that a rate cut was on the way, some data, 
notably surveys, have been surprisingly 
benign. In stagnant Germany, the euro 
area's biggest economy, the Ifo index of 
business confidence rose in February for 
the second month in a row. So did the 
euro-area index of purchasing managers' 
activity, published this week. 

The case for a cut, though, was much 
stronger. Core inflation—ie, excluding food 
and energy prices—was once stubbornly 
high, but has now tumbled below 2%. 
Economic activity, despite the upticks in 
surveys, remains subdued. 

Most striking of all, since the EcB last 
cut rates-by half a point, in December— 
the euro, once ridiculed as a currency-mar- 
ket weakling, has been climbing. Three 
months ago, the euro was around parity 
with the dollar. This week, it breached 
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$1.10. Its rise in trade-weighted terms 
been less dramatic, a bit more tha 
Nonetheless, an appreciating currency 
much the same effect on inflatioi 
tightening of interest rates, by makin 
ports cheaper and export bus 
weaker. Economists estimate tha 
euro’s rise since December has proba 
negated that month’s interest-rate cut. 
Given that the economic weather has not 
improved since—quite the opposite—the 
case for a further reduction was plain. — 
This week’s cut will do something to 
placate the bank's critics, in America as 
well as Europe, who have accused it of re- 
acting too slowly to the apparent stalling 
of the global economy. But the ECB can ex- 
pect anything but a quiet few months, and 
not just because of decisions on interest 
rates in a difficult economic climate. ~ 
Mr Duisenberg is due to retire on July 
oth. However, his expected successor, 
Jean-Claude Trichet, governor of the Ba 
of France, is on trial for signing the do 
accounts of Crédit Lyonnais, then a 
owned bank, in 1992, when he was the 
official in the French Treasury. A verdi 
not due until June 18th—a little close 
comfort. So the cB may still be in se; 
of a new boss. Meanwhile, it is conduc 
a review of its monetary-policy strat 
And all this with the world on the brin 
who knows what. $8 

























































Italian finance 


Fiasco 


A quarrel among bankers is | 
undermining Italy's biggest insurer 


ICTURE the scene: a senior manag 

from Generali, Europe's biggest i insi 
by market capitalisation, is in Americ 
meeting a shareholder who is an impi 
tant fund manager. The subject is Ge 
erali’s new three-year strategic plan an. 
greater transparency and coherence und 
a management team that was installed lasi 
year. The aim is to persuade the fund ma 
ager to use his voting rights, helping to 
counteract the tendency for Generali to 
pushed around by Mediobanca, Itak 
most influential investment bank. In 1 
cent years, Mediobanca, Generali's biggi 
shareholder with a 13.6% stake, has. 
moved no fewer than three chairmen fro 
the top of the insurer, including Ant 
Bernheim, a Frenchman who was 1 
stalled last September. Mr Bernt 
would like to avoid a repeat. n 

Explaining all this is hard enough. B 
the meeting is suddenly interrupted 
Credito, an Italian retail bank, has just a 
nounced that it has built a 2% stake in Ge 











Maranghi, plotted against or plotting? 


erali, and wants to protect the insurer's 
"national identity". The hitherto respon- 
sive investor is appalled: "It's the same old 
Italian bullshit." 

Indeed it is. UniCredito's move, which 
took place on February 28th, threatens to 
damage Generali's credibility with such 
investors beyond repair. Despite UniCre- 
dito's assertion, the insurer is under no 
threat of takeover, either by a domestic ri- 
val or by a foreign entity. Giovanni Perissi- 
notto and Sergio Balbinot, Generali's two 
managing directors, have been doing a 
good job of explaining the company's 
strengths and strategy, and have been in- 
stilling a new spirit of openness. 

Generali is the victim of battling bank- 
ers who want to reshape Italian finance 
and, at the same time, to settle personal 
scores. In one camp are Mediobanca and 
its boss, Vincenzo Maranghi. In the other is 
Antonio Fazio, head of Italy’s central bank. 
Their struggle is reminiscent of nothing so 
much as a feud between scheming Renais- 
sance princes. 

Mr Fazio has been after Mr Maranghi 
for years, but has failed to dish him in pre- 
vious, direct confrontations with Medio- 
banca. Now he sees his best chance so far. 
By loosening Mediobanca's grip on Gen- 
erali, one of the investment bank’s most 
prized assets, he hopes to weaken Mr Ma- 
ranghi's position on Mediobanca's board, 
and may even trigger his resignation when 
the board next meets on March 14th. 

UniCredito's share purchases were 
only the beginning of that effort. It 
emerged on March 4th that a consortium 
of banks had already formed around Uni- 
Credito to create what they hope will be a 
controlling interest in Generali. The con- 
sortium needs to gain control before the in- 
surer's annual meeting on April 26th. It is 
said that UniCredito and its allies already 
have combined stakes as big as Medio- 


banca’s—including UniCredito’s share, 
now 2.5%, and presumably the 4.7% held 
by the central bank’s pension fund. 

Mr Fazio has a strong hand. As boss of 
the central bank, he has much to say when 
it comes to approving proposed financial- 
sector mergers. Consolidation has largely 
stalled in Italy's over-banked market, but 
many observers say it is a matter of time 
before there is anew wave of deals. By ask- 
ing for bankers’ help now, Mr Fazio canim- 
ply his co-operation in future. Plenty of 
ambitious managers have taken note. 

That said, Mr Maranghi will not go will- 
ingly. He has powerful allies within Me- 
diobanca, who appreciate his dogged ef- 
forts to restore the bank to the pre- 
eminence that it enjoyed under Enrico 
Cuccia, who died in 2000 aged 92. But Mr 
Maranghi has increasingly irritated rivals, 
notably the big commercial banks, by try- 
ing to muscle into already complex deals. 
Last year Mediobanca made two contro- 
versial attempts to intervene in the crisis at 
Fiat, Italy’s biggest industrial group. That 
won it no new friends. 

Whatever happens to Mr Maranghi, the 
real losers are likely to be Generali and its 
top managers. Efforts to create a credible 
international strategy are now compro- 
mised. And the new shareholder group, 
assuming it succeeds, is likely to be as riven 
by personal feuds as the owners are today. 
It is the kind of fiasco that any company, 
not just an Italian one, could do without. m 


Wall Street 


Selling pessimism 


NEW YORK 
The only hot market is catering to low 
expectations 


1 bees years ago, says Nicholas Sargen, 
chief global investment strategist at J.P. 
Morgan Chase, his biggest battle was get- 
ting clients to be "realistic", meaning cau- 
tious enough noto put everything into eq- 
uities. Now, itis hard to recall a time when 
such optimism reigned. With retail inves- 
tors overwhelmed by losses, the problem 
faced by investment firms is getting their 
clients into something more mutually ben- 
eficial than cash. 

The commonest request is for protec- 
tion against a further fall in the stockmark- 
et. Put options, which give investors the 
right to sell their shares at a given price, are 
a natural choice. It is no surprise that the 
volume of puts traded on the five top 
American options exchanges has risen 
over the past year, making them one of the 
few product classes in vogue. 

As with any popular investment pro- 
duct, however, puts have become expen- 


sive, reflecting the premium investors 
place on safety. Options based on market 
indices have been selling for more than the 
standard pricing model would suggest. 
These prices imply that investors are ex- 
pecting the stockmarket to be more vola- 
tile than it actually has been. The sharp in- 
crease in market volatility observed last 
year has by and large subsided and stabil- 
ised. However, implied volatility, which 
shows up in option prices and reflects in- 
vestors' expectations, has flared up again 
since the turn of the year. It now exceeds 
actual volatility by about one-third, ac- 
cording to Volaris, an investment-manage- 
ment firm (see chart). 

In return for protection, plus a share in 
any upturn in the market, clients have 
been willing to forgo truly spectacular 
gains. This was unthinkable during the 
bubble, but now safety is investors' first 
concern. In addition, investors may find it 
easier to give up the chance of making a 
big return if they feel that the prospect of it 
is in any case remote. 

J.P. Morgan, for example, offers two 
customised products, each linked to the 
annual returns of an index based on the 
broad market. Customers receive either 
two or three times any market return up to 
7% or 8%. Gains are capped at that level. In 
one of the products, principal is also pro- 
tected against losses of up to 10%. Below 
that level, however, investors are exposed 
to the falling market—and then a tiny bit 
more. As is common with this sort of pro- 
duct, getting out early is costly. Volaris, 
which customises option strategies for 
large investors, began accepting money at 
the beginning of 2002. It already has $1.4 
billion in assets under management. 

The question raised by products such 
as these is whether they allow investors to 
make money from equity markets even 
when they fear their volatility. Volaris says 
thatits clients can augment the returns of a 
conventional portfolio filled with stocks 
by one, two or even three percentage 
points. Back in the 1990s, many people 
would have considered this too trivial an 
amount even to notice. These days, it 
would be seen as a roaring success. @ 
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programme 
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x National University 
UU of Singapore 





The Master in Public Management (MPM offered by the National 
University of Singapore was set up in collaboration with the 
John F Kennedy School of Government, Harvard University. It was 
developed to enhance the skills of senior managers in government, 
non-profit and private sectors in the critical areas of good governance, 
to help them meet both historical and new challenges unique to 
their countries. 

The MPM candidate will gain a greater capacity in policy analysis 
and public management, and develop a better understanding of 
alternative approaches in political evolution and economic 


development 
features of the MPM programme 


A strong curriculum in public management 

e An attachment programme: statutory boards, government 
departments and relevant organisations in Singapore 

> A focused programme at the John F Kennedy School of 
Government at Harvard University 

. A field trip to Washington, D.C. 


duration 
: One-year full time programme 
. Term commences 2 january 2004 


for whom 


Accomplished senior officials who are already holding responsible 
policy and decision-making positions, and whose leadership is 
recognised and acknowledged within their organisation. They must 
also have the potential to move up into even more senior leadership 
positions within their organisational structure and beyond. 


application 
Contact us for a copy of the Admissions Package. Copies are also 
available at the Singapore Embassy in ASEAN countries, or from 
our website at www.fas.nus.edu.sg/ppp/mpm/index.htm 


All applications should reach us no later than 30 April 2003. 
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Nico Colchester 


journalism fellowships 






www.ft.com /nicocolchester 






Applications are invited from journalists and _ 
would-be journalists from Britain and 
continental Europe for the 2003 Nico Colchester | 
fellowships. Ss 
























The fellowships were established in the memory . 
of Nico Colchester, who died in 1996 at the age | 
of 49, after an outstanding career at the Financial _ 
Times, The Economist and The Economist | 
Intelligence Unit. Nico was one of Britain's - 
finest writers on foreign, especially European, - 
affairs as well as technology and business. s 


The trustees of the Nico Colchester foundation 
will award the fellowships to those applican 
who submit the best specially-written 1,00 
word articles, in English, on a topic relevant to 
political, economic, technological or business 
issues in Europe. As Nico's work was 
characterised by its originality and humou 
preference will be given to applicants who 
reflect those traits. E 


There are two fellowships available this year: 
one, for a British or Irish applicant, will consist 
of a three-month internship at a continent 
European office of The Economist or Financi 
Times; the other, for an applicant from elsewhere 
in the European Union, will consist of a three- 
month internship at The Economist in Londo 

Fluency in the relevant local language will be 
essential for both fellowships. The winners will 
each receive a bursary of £4,000 to cov 
accommodation and travel, and a small weekly 
stipend. 





Entries should be sent, with a cv and covering 
letter, by e-mail only to ncprize@economist.com. | 
The closing date will be March 28th 2003. : 





This prize is supported by Halifax plc, the Financial Times | 
The Economist, BAT plc and 3i. Further information, | 
doe names of E winners, can be found at 
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Australia's economic miracle sustainable? 


O A visitor from the northern hemisphere, Australia is like 
.another planet. Not only does the sun shine there much more 
at this time of year, but even as the economies of America, Eu- 
rope and Japan appear to be stumbling for the second time in 
_less than three years, Australia continues to boom. The country 
now in its 12th year of uninterrupted economic expansion, 
having shrugged off both the East Asian crisis of 1997-98 and the 
: global downturn in 2001. Australia’s GDP grew at an annual rate 
f 3.0% in the year to the fourth quarter of 2002. During the past 
decade it has chalked up annual average growth of almost 4%, 
fastest pace of any big, rich country. Not surprisingly, the 
cp this week declared the Australian economy to be one of 
1e rich world's best performers. 
In part this success is down to sound monetary and fiscal 
cies, and to structural reforms that have both raised pro- 
uctivity growth and made the economy better able to adjust to 
ks. Productivity growth has averaged 2.7% over the past de- 
, up from 1.6% in the 1980s and well ahead of America’s 
ich-acclaimed annual increase of 2.2%. The structural reforms 
the past two decades have included a shift from centralised 
ge fixing to local enterprise bargaining, the introduction of 
e flexible work practices, the lowering of trade barriers, and 
ie deregulation of product markets and the financial system. 
t Australia has also enjoyed some good luck. A sharp fall in its 
rrency made producers highly competitive, and, because it 
s a relatively “old economy” with a small rr sector, it avoided 
xcesses of the tech bubble. Will its luck hold? 
A severe drought cut farm output by 15% in the fourth quarter 
f last year, butthe rest of the economy remains strong. Business 
'estment rose by 19% last year, after several years of weakness, 
nd surveys suggest that it should remain robust in 2003. Strong 
mand in East Asia, especially China, will also benefit Austra- 
the region accounts for almost 30*6 of its exports. Forecasters 
l| expect growth to top 3% this year and next. Even though this 
ess than the estimated potential growth rate of 3.75%, it is still 
gure that Germany or Japan can only dream of. There are, 
owever, three big risks on the horizon that could further dent 
rowth: a global recession, a sharp surge in the Australian dollar 
and a collapse in house prices. 
< A lengthy war with Iraq and rising oil prices would increase 
the risk of a sharp slowdown, if not a recession, in America and 
Europe. On top of this, the Australian dollar has risen by more 
jan 20% against the American dollar since 2001. Its gain in 











trade-weighted terms has been more modest, and it remains the 
most undervalued rich-country currency, according to both The 
Economist's Big Mac index and more sophisticated gauges. This 
undervaluation, combined with Australia's outstanding econ- 
omic performance, may attract large capital inflows and keep 
pushing the currency up, hurting exports and profits. The cur- 
rency could even overshoot, and become overvalued. 


Blowing the roof off 

The biggest worry of all is that the house-price “bubble” could 
burst. Average house prices have jumped by more than one-third 
over the past two years, to record levels relative to incomes. 
Many economists argue that this is justified by lower interest 
rates, and they expect prices to continue rising, if more slowly. 
But there are clear danger signals, notably the large number of 
people buying houses in the expectation of big capital gains. 
Those buying properties to let, rather than to live in, accounted 
for more than 40% of all new mortgages approved last year. In 
the big cities a glut of rental properties has caused an increase in 
vacancy rates; rents have started to fall. Shane Oliver, chief econ- 
omist at AMP Henderson, an investment firm, predicts that aver- 
age house prices will fall by 10-15% over the next two years; but 
he expects the impact of this on GDP growth to be offset by 
strong business investment. 

The real worry is not house prices, but the mortgage debts in- 
curred by buyers. Australian household debt has jumped from 
85% of personal disposable income in 1996 to an estimated 127% 
by the end of last year—a higher burden even than in the United 
States (see chart). Home-equity withdrawal (borrowing against 
the rising value of homes, over and above net new purchases) is 
running at a record 6% of disposable income. Goldman Sachs es- 
timates that household debt service is at record levels in relation 
to disposable income, despite low interest rates. 

Goldman Sachs has calculated an index of "consumer vul- 
nerability" for 28 economies. This takes account of the level and 
rate of growth in household debt, the trend in the household 
saving rate (Australia's has fallen from 4% to an estimated 1% in 
the past two years), unemployment and the growth in real in- 
come. Australian consumers are the most vulnerable on the list. 
Their excessive debts and a bursting of the housing bubble may 
not cause a recession by themselves, but they could certainly ex- 
acerbate a downturn caused, say, by a global recession. 

Nevertheless, most Australian economists remain cheery, ex- 
pecting the expansion to continue. Indeed, the mood is a bit sim- 
ilar to that in America in 2000, just before its bubble burst. 
Australians retort that their situation is completely different: 
America's economic imbalances were much bigger and more 
widespread than Australia's today. It is true that Australia has 
not had a stockmarket bubble, and it has also escaped overin- 
vestment and overborrowing by firms. On the other hand, Aus- 
tralia, unlike America at the end of the 19905, has a house-price 
bubble, which could be much more dangerous than a share- 
price bubble if it bursts. Then there are Australian consumers' 
debts. Australia's current-account deficit (4.4% of Gp» last year) 
is also almost as big as America's. 

Australia, just like America in the late 1990s, has enjoyed real 
productivity gains in recent years. However, there is always a 
risk that during a boom investors and borrowers can get carried 
away. Australia's housing market could be as much a victim of ir- 
rational exuberance as America’s stockmarket has been. @ 
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Clipping the enemy’s wings 


American military technology has moved on alot since the Gulf war 


€&"T^HE Yankee clipper is under her sky- 

sails, she cuts the sparkle and scud." 
Walt Whitman's words sound surprisingly 
apt as America's forces gather in the Gulf 
to do battle with Iraq's. Cutting the Scud is 
something that they might well be re- 
quired to do if the rattling of sabres there 
leads to hostilities. In theory, Iraq is sup- 
posed to have destroyed its Scud missiles, 
since their range exceeds that permitted by 
United Nations' resolutions. In practice, 
the government may have held on to 
some, and may also have some rather 
nasty warheads to put on them. 

For the past half-century, America has 
been the world's leader in matters of mili- 
tary technology, such as shooting down 
enemy missiles. Yet sometimes its claims 
exceed its reach. For example, it turned out 
that the Patriot air-defence missiles which 
were deployed to knock down Scuds 
when the two sides met in 1991 were not as 
good at doing so as initial reports had sug- 
gested. Nor were the "smart" bombs- 
dropped from aircraft and guided by laser 
through doorways or down lift shafts into 
their target buildings—nearly as effective 
as some of the television footage shown 
might have suggested (though they were 
undoubtedly better than unguided 
“dumb” bombs). Indeed, America’s Gen- 
eral Accounting Office rapped the Penta- 


gon on the knuckles for the way it over- 
stated the effectiveness of these weapons. 

For military technology, though, 12 
years is a long time. Much has now 
changed. Some people, such as Donald 
Rumsfeld, America’s defence secretary, 
and his deputy, Paul Wolfowitz, are fer- 
vent proponents of a “revolution in mili- 
tary affairs”, which will trade man for 
machine. That is an exaggeration, at least 
for now. But technological advances mean 
that any war fought against Iraq in the near 
future should resemble the American take- 
over of Afghanistan in 2001 more than Op- 
eration Desert Storm in 1991. 


Precise in every part 
In Desert Storm, some 1,600 allied aircraft 
flew about 60,000 attack missions, drop- 
ping over 50,000 tonnes of explosives on 
Iraq. But only 8% of these bombs were 
guided weapons. Since then, the ratio of 
guided to unguided weapons has been 
more than reversed: 98% of the munitions 
dropped on Serbia in 1999 were "smart". 
More important than the fact that 
bombs are now guided is how they are 
guided. The laser systems used in 1991 had 
two disadvantages: they could not work in 
cloudy weather, and they required an air- 
craft or a ground controller to “designate” 
the target with a laser right up to the mo- 
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ment when the bomb exploded. In con- 
trast, the joint direct attack munitions 
(IDAM) kit, which smartens up a variety of 
dumb bombs, and which is likely to ac- 
count for the bulk of the explosions in any 
coming war, is guided by the Global Po- 
sitioning System (Gps)—a satellite network 
originally designed to allow troops to lo- 
cate themselves on the ground. 

Using GPS location means that JOAM- 
enhanced bombs can function in all 
weathers, and also permits the aircraft in- 
volved in an attack to retreat in safety, 
rather than having to guide the bomb 
home. On top of this, because they convert 
dumb bombs that have no propulsion sys- 
tem, JDAM kits are cheap: a mere $20,000 
a pop, as opposed to nearly $1m for a 
Tomahawk cruise missile of comparable 
explosive power and precision. 

According to Loren Thompson of the 
Lexington Institute, a think-tank in Wash- 
ington, DC, the air wing of an aircraft car- 
rier could attack 200 targets in one day in 
1991. Because the increase in precision 
means that fewer bombs are needed to dis- 
pose of a single target, he says the same 
group of aircraft could now hit 700 targets. 
This substantially reduces America's reli- 
ance on regional allies, making that coun- 
try's power to go it alone stronger. 

The interception of missiles in flight 
has also got more precise. The most deadly 
attack on American forces in the Gulf war 
occurred when a Scud missile fell on a sup- 
ply base in Dhahran, Saudi Arabia. 
Twenty-eight Americans were killed and 
nearly 100 wounded. Scud attacks like 
this—and similar attacks on Israel—should 
beless of a worry this time around. The Pa- 
triot missile, retrospectively found to be in- 
effective in 1991, has been improved con- 


. Science and technology 


siderably. The new generation of Patriots 
travel half as fast again as the 1991 version, 
and have at least twice the range—greatly 
increasing their capacity to intercept in- 
coming missiles such as Scuds. 

This capacity is also increased because 
the new, smaller missiles have radars that 
can distinguish between different parts of 
a target missile, ensuring that if the target 
has broken up, the Patriot attacks the war- 
head rather than the debris. And the new 
Patriots can be steered with rocket thrust- 
ers as well as fins. This added manoeuvra- 
bility means that they can be aimed to de- 
stroy an incoming Scud by hitting it at high 
speed, rather than exploding nearby. 

A third, much-discussed technological 
change since 1991 is the development of 
unmanned aerial vehicles (UA vs), which 
promise casualty-free reconnaissance mis- 
sions, and even (from the bomber's point 
of view) casualty-free bombing runs. One 
of these, the Predator, had its first combat 
outing in the Afghanistan campaign. The 
Predator, however, may be supplanted in 
any Gulf war by the Global Hawk, which 
can loiter for more than 24 hours at high al- 
titude over a battlefield. Other systems, 
such as the x-45 combat uav, which are 
said to be prototypes, may nonetheless see 
action in such a war. These aircraft might 
be most useful for ambushing fleeing com- 
manders. A Predator strike in Yemen last 
November, for example, killed six sus- 
pected al-Qaeda members. But for the 
main part of a war, the value of combat 
UAVsis still more hype than reality. Smart 
aeroplane pilots are still indispensable. 

More accurate munitions are valuable. 
But they still have to be dropped on the 
right targets. Another important advance 
since 1991 is the ability to choose these on 
the fly, as it were. Twelve years ago, "task- 
ing orders" (ie, the assignment of particu- 
lar targets to particular aircrew) were gen- 
erally compiled day-by-day. A massive 
target list was assembled at headquarters 
and disseminated to squadron command- 
ers who then divvied it up among their 
crews. By contrast, in Afghanistan, a large 
proportion of the planes took off without 
set targets and were routed in “real time" 
by air controllers in the battlefield. 

This change is the result of deploying 
wireless broadband technology. The same 
underlying time-division technology that 
is used in GsM-based mobile phones is 
combined with techniques that rapidly 
"hop" between frequencies to make the 
military version resistant to jamming. Air- 
craft and tanks (and other military hard- 
ware as well) link up in a “nodeless” ar- 
chitecture—a battlefield internet-so that 
any individual need not be in direct com- 
munication with headquarters. 

Such technology may have its down- 
side, however. As Marcus Corbin of the 
Centre for Defence Information, another 
Washington-based think-tank, points out, 
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Consanguinity costs 


Why excessive inbreeding is bad for life 


S ROYAL families and pedigree dog- 
owners can find to their cost, too 

much inbreeding may result in individ- 
uals who are damaged from birth. The 
congenital costs of consanguinity have 
long been recognised, as has their cause: 
the increased risk that the offspring of an 
incestuous mating will get two copies of 
the same damaged gene, one from each 
parent. The effect of one damaged copy 
can usually be overcome if a working 
copy exists as well. If both fail, there is 
no back-up. 

What has not been much investi- 
gated is whether consanguinity has 
more general consequences for an 
individual's health over its whole life. 
But a study on wild sea-lions, just pub- 
lished in Nature, throws some light on 
this question. And the answer seems to 
be that it does. 

Karina Acevedo-Whitehouse of Cam- 
bridge University, and her colleagues, 
studied 371 sick sea-lions that had been 
taken into the care of the Marine Mam- 
mal Centre in Sausalito, California. They 
were able to measure the level of in- 
breeding in each animal by looking at 11 
genetic markers in the animals’ DNA. 
They then classified the animals' sick- 
nesses into six categories, and checked 
to see which correlated with the degree 
of inbreeding. 

Susceptibility to trauma-ranging 
from propeller damage to gunshot 
wounds-did not rise with inbreeding. 
That is not a surprise, although it is not 
out of the question that inbreeding 
might make an animal more accident- 
prone. But in all other cases—bacterial in- 
fection, gut-parasite infestation, cancer, 
poisoning by toxic algae and even “non- 
specific"—there was a connection. In- 
breeding is clearly bad for sea-lions in all 
sorts of ways. 

It may also be bad for people, so the 


the ability of headquarters to communi- 
cate directly with troops on the ground in- 
creases the risk that the general staff will 
stifle the initiative of field commanders, 
who are in a better position to assess un- 
folding situations. 


Getting there is half the battle 

If warfare has a glamorous side, guided 
missiles and smart bombs are surely part 
of it. Just as surely, logistics is not. Yet as 
Napoleon observed, armies march on 
their stomachs. They also march with 
weapons, ammunition, fuel and a mass of 





Try doing this if you're inbred 


group is now asking whether such ef- 
fects can be detected in human popula- 
tions. In particular, as William Amos, 
one of Ms Acevedo-Whitehouse's col- 
leagues, points out, levels of inbreeding 
tend to be lower in expanding popula- 
tions than in stable ones. This suggests 
that, as countries become richer, and 
population growth slows down, they 
will inevitably become more inbred. 

Dr Amos wants to find out whether 
disorders that are increasing for “no ap- 
parent reason", such as Alzheimer's, au- 
tism and allergies, could be related to 
inbreeding. One study in Africa has al- 
ready found that inbreeding has an ef- 
fect on people's propensity to develop 
tuberculosis. 

For some wild animals, this work has 
more immediate implications. Con- 
servation of the many endangered spe- 
cies which have been reduced to 
numbers so small that inbreeding is al- 
most inevitable will need to take ac- 
count of the new knowledge. In 
particular, the most inbred individuals 
will cost the most to treat and rehabili- 
tate—and such individuals could also act 
as reservoirs of infectious agents when 
they are subsequently released. 


other matériel. Moving this in a timely 
fashion to where it is needed can affect the 
outcome of battle as surely as can the accu- 
racy of artillery. And this, too, is being im- 
proved by technology. Getting a quarter of 
a million troops to Iraq's periphery is no 
simple task. 

Since 1991, America has invested bil- 
lions of dollars in new ships that travel 
faster and have “roll-on, roll-off” loading 
capabilities, allowing them to bypass 
time-consuming cranes. It has also started 
to keep track of its inventory with the sorts 
of systems used by commercial freight » 





* companies to follow consignments. The 
Joint Total Asset Visibility (TAV) pro- 
gramme went into operation in October 
2000. JTAV was developed in response to 
a plague of duplicate orders in the 1991 
war. It marks items with bar-codes and 
RFID-tags (radio-frequency devices that 
shout back if called), and employs GPs- 
based systems that allow computers to 
keep track of where every bit of kit is. 

This, plus the use of better databases, 
makes possible much faster deployment 
of troops, using fewer ships and aero- 
planes. In some cases, it has taken half as 
many ships and a third as much time to de- 
ploy a division (4,000 soldiers) as it did for 
Desert Storm. Although JTAV cannot actu- 
ally predict where troops will be sent, once 
they are in place it allows logistics to be- 
come "anticipatory". For example, it no- 
tices when stocks of a given item are low, 
and automatically sends off replacements. 

New vehicles are also part of the pro- 
cess. The c-17, a transport plane that en- 
tered service in 1993, can land on dirt air- 
fields, and is more reliable than the rest of 
the transport fleet (much of which dates 
from the 19605). But doctrinal changes are 
helping too. The Marines are modifying 


their cargo-handling procedures in order 
to allow them to unload supplies on an 
“as-needed” basis, rather than all at once. 
Previously, deployment was limited by 
poor-quality airfields or port facilities. 
That is no longer the case. 

Logistics, instead of being a forgotten 
step-child, is now becoming a driving 
force. Indeed, the army is rejigging its en- 
tire structure around the "Stryker", a new 
family of armoured vehicles. The ceramic 
armour of the Stryker makes it lighter, and 
thus easier to transport, than conventional 
tanks. Along with its capability to link 
seamlessly into the "battlefield internet", 
this is a key selling-point of the Stryker. 
The first Stryker battalion is scheduled for 
deployment this May, so it could yet see 
action in Iraq. 

Technology alone is but an instrument 
with which to wage war. America enjoyed 
a vast technological advantage in 1991, yet 
it still left Saddam Hussein in place. Satel- 
lites can guide bombs, but not policymak- 
ers. But technologies like these tilt the 
odds, already proven to be good in the 
past, that much further in America's fa- 
vour. The Yankee clipper seems likely to 
cut the scud with ease. I 





The World Health Organisation 


Killjoy woz here 


Health nannying goes intercontinental 


WEETS and smokes are the mainstay of 

many a corner shop. Not for much lon- 
ger, if the World Health Organisation 
(WHO) gets its way. In the past few days 
the wHo has launched a final assault 
against tobacco, and also begun a new 
campaign against today's sugar-fuelled, 
sedentary way of life. 

On March 1st, representatives of 171 
countries agreed on the text of a treaty that 
aims to deter smoking across the world. 
Negotiations on the Framework Conven- 
tion on Tobacco Control started four years 
ago. This treaty is meant to be the corner- 
stone of the WHO's plan to deal with the 
health risks taken by the world's 1.2 billion 
smokers. Tobacco consumption is now 
blamed for 4.9m deaths a year, a toll that is 
expected to double by 2020. 

The treaty attacks smoking on several 
fronts. It obliges countries to promote treat- 
ment to help existing smokers, and educa- 
tion to stop aspiring ones. It requires them 
to take action to limit public exposure to 
second-hand smoke. It bans advertising, 
unless a country has a constitution that 
protects commercial free speech, in which 
case it must still strangle advertising as far 


as its constitution permits. It requires at 
least 3096 of any tobacco product's packag- 
ing to be given over to health warnings, 
and bans the use of such misleading de- 
scriptions as "light" or *mild". And it en- 
courages countries to set taxes at a level 
that will discourage smoking, and to pass 
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laws holding the tobacco industry to ac- 
count for medical and other costs. 

That adds up to a lot of nannying. But 
the main argument now will be over the 
treaty's provisions on advertising. These 
have already prompted both America and 
Germany to reserve their endorsement of 
the text. The treaty's banning of certain 
voodoo words is also controversial. When 
a trademark includes one of those words, 
the treaty could clash with others govern- 
ing intellectual property, according to 
Clive Bates, former head of the British arm 
of Action on Smoking and Health, a lobby 
group. Even so, the general assumption is 
that the existing wording will be endorsed 
when the treaty goes to a vote at the 
WHO's main assembly in May. It will then 
beuptoindividual governments to ratify it 
and implement its provisions. 


WHO knows best 
Now that the WHO's attack on tobacco 
seems to have reached its climax, the orga- 
nisation is looking for new dragons to slay. 
It is especially concerned about rising lev- 
els of obesity, in rich and poor countries 
alike. According to WHO estimates, in 
2000 there were 302m obese people on 
the planet, more than a third of them in de- 
veloping countries. The WHO sees obesity 
as a big health problem that gives rise to di- 
abetes, cardiovascular disease and cancer. 
The blame, not surprisingly, lies in a 
combination of too many calories, par- 
ticularly from fatty, sugary, processed 
foods, and too little exercise-a growing 
problem in developing countries as they 
become more affluent. This week the 
WHO, along with the Food and Agricul- 
ture Organisation, another branch of the 
United Nations, issued a scientific review 
of the evidence, and a few suggestions for 
how to tackle the problem. Among the 
more controversial recommendations is 
that people should limit their consump- 
tion of “added sugars"—those not natu- 
rally present in, say, fruit or honey-to less 
than 10% of their daily intake of calories. 
This is a stricter standard than that recom- 
mended by America's health authorities. 
The review will lead to further discus- 
sions with governments, lobby groups 
and companies, intended to culminate in a 
global "strategy" on diet, physical activity 
and health next year. Not only will this 
provide dietary advice, it will also offer rec- 
ommendations on how certain foods 
should be labelled and advertised. While 
this broad sweep, from medical advice to 
commercial policy, may sound similar to 
its attack on tobacco, the WHO is at pains 
to point out that its approach to dealing 
with the ill-effects of processed foods, and 
their manufacturers, is different. There is 
no question of trying to ban certain foods, 
and the WHO is keen to engage food man- 
ufacturers, rather than spurn them asit has 
the tobacco industry. Jolly big of it. w 
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Is too much democracy bad for you? 


AREED ZAKARIA has a Big Idea. The 

world, he says, is suffering from a surfeit 
of democracy. The claim is topical, 
certainly, and it has profound policy 
implications. But is it right? 

Mr Zakaria's case rests on three claims: 
that democracy and liberty are not the 
same; that policymakers and the public 
overlook institutions and patterns of be- 
haviour that embody liberty, while exag- 
gerating the virtues of those that build 
democracy; and—most important-that 
democracy has spread so far that it is now 
eroding liberty. 

On the first point, he is obviously cor- 
rect. Since Periclean Athens, a slave- 
owning society, there have been democra- 
cies without liberty. For much of the 19th 
century, America and Britain had a good 
deal of liberty but not much democracy. It 
took centuries to combine the two into the 
constitutional liberal polities of the West. 
There, as Mr Zakaria writes, liberty led to 
democracy, not the other way around. 

On the second point, he is also correct. 
Democracy has spread rapidly in the past 
ten years. There is rejoicing when a coun- 
try holds its first election. Less attention is 
paid to the ethnic rivalries and abuse of ju- 
dicial authority that so often accompany 
it. In much of the world, democracy pre- 
dates liberty, and is not working well. Mr 


The wilder shores of liberty 


The Future of Freedom: Illiberal Democ- 
racy at Home and Abroad. By Fareed Zaka- 
ria. Norton; 270 pages; $24.95 


Zakaria's account of the undermining of 
democracy in India, the land of his birth, 
by crooks, fanatics and the ruling party is a 
devastating example of failure. 

But itis his third point that is controver- 
sial. Mr Zakaria asserts that *elected gov- 
ernments claiming to represent the people 
have steadily encroached on the powers 
and rights of other elements of society", 
such as the courts, local government and 
the press. In other words, democracy and 
liberty are not merely different. They are 
not merely developing at different speeds. 
Democracy is now spreading at the ex- 
pense of liberty by feeding ethnic hatreds, 
precipitating wars or undermining the in- 
stitutions of liberty. The implication is that 
if you push, say, China or the Middle East 
towards democratisation too quickly, you 
will produce unstable, illiberal regimes. 
This, he says, is what happened in Russia. 

Unexpectedly, the most compelling 
part of Mr Zakaria’s thesis concerns Amer- 
ica. By opening up Congress to greater 
scrutiny, changing campaign finance laws 
and holding popular referenda, he argues, 
America has produced a dysfunctional 
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political system dominated by special- 
interest groups, fund-raisers and lobbyists. 

Mr Zakaria goes on to look at the dam- 
age democratisation has done below the 
level of the federal government. Lawyers, 
accountants, bankers, small-town news- 
papers and national broadcasters all once 
combined a degree of public spirit with 
“we know best” professionalism. That has 
gone as they seek to chase ambulances 
and keep pace with mass-markets. Mr Za- 
karia adds, in an intriguing section, that 
the democratic impulse is even hollowing 
out America’s churches because of their 
need to reflect, as well as shape, the beliefs 
and desires of their congregations. Thisis a 
cogent corrective to the usual European 
notion that fundamentalism is running 
amok in America. 

But America is not Mr Zakaria's main 
focus: the developing world is. And it is 
here that his Big Idea begins to get bogged 
down. He argues that countries need a his- 
tory of building liberty and an income per 
head of at least $5,000 if they are to begin 
sustaining liberal democracy. That gives 
him just nine candidates, and a strange 
batch they are—Romania, Belarus, Bul- 
garia, Croatia, Malaysia, Turkey, Morocco, 
Tunisia and Iran. Yet many countries have 
managed the trick without meeting those 
preconditions, including Japan, Costa Rica 
and, despite his strictures, India. 

He writes rather as if countries face a 
simple choice between establishing de- 
mocracy Or maintaining incremental re- 
form. In practice, new democracies have 
often begun because the previous regime 
had collapsed and there was no other way 
of establishing legitimacy. 

In pursuit of his argument that new de- 
mocracies undermine civic institutions, he » 





> exaggerates some of the bad things they 
have done. It is not true, for instance, that 
Boris Yeltsin made the courts weaker. Rus- 
sia'srule of law today has many problems, 
but Soviet courts were a sham. 

Mr Zakaria tends to blame new democ- 
racies for failures inherited from the previ- 
ous regime (“since itembraced democracy, 
Indonesia’s GDP has contracted by almost 
50%”). He gives short shrift to the ways in 
which democracies encourage liberty, as 
well as harm it. In practice, for example, 
they are more likely to guarantee property 
rights. Yet property rights get barely a men- 
tion. And just as he exaggerates the down- 
side of new democracies, so he tends to 
minimise the drawbacks of the slow pro- 


cess of incremental change. Has China en- 
couraged liberty? Hardly. Willincremental 
reformers like Kazakhstan or Tunisia prove 
stable? We do not know. 

[liberal democracies are volatile. That 
does not necessarily make them worse for 
themselves or the world in the long run. It 
is a matter of timing: they get the bad news 
out early. Reforming autocracies leave 
tough political problems until later, in the 
hope they will be more manageable. That 
is not necessarily an argument against 
rapid democratisation. Mr Zakaria's book 
is not an attack on democracy, but on its 
over-extension. He calls the problem "too 
much of a good thing". The same might be 
said of this book. @ 





Food safety 


Cheap chow 


Safe Food: Bacteria, Biotechnology, and . 
Bioterrorism. By Marion Nestle. University of : 
California Press; 366 pages; $27.50 and | 
£19.95 


How the Cows Turned Mad. By Maxime 
Schwartz. Translated by Edward Schneider. 
University of California Press; 238 pages; 
$24.95 and £17.95 


OBBYING groups often try to disguise a 

financial self-interest by clumsily dress- 
ing up their arguments in the guise of con- 
cern for the public. You see this tendency 
in the pharmaceutical industry and in en- 
ergy and lumber companies who like to: 
tout their stewardship of the environment. 
But nowhere, two new books argue, are 
these tactics more of a cause for concern 
than in agribusiness. : 

Marion Nestle's "Food Safety: Bacteria, 
Biotechnology, and Bioterrorism” looks at 
the way the American meat and biotech- 
nology industries have campaigned suc- 
cessfully on Capitol Hill against stricter. 
federal regulation, which the author ar- 
gues has undermined the safety of the. 
food supply. Meanwhile, Maxime 
Schwartz’s “How the Cows Turned Mad” 
traces the origins of mad-cow disease over. 
more than two centuries, and reveals the 
fallout from the British government's blind 
assurances that the disease could not be 
transmitted to humans. : 

Ms Nestle, who chairs the departmerit 
of nutrition and food studies at New York: 
University and whose earlier book, “Food 
Politics”, came out last year, has an ear for 
a revealing anecdote. In 1999, she writes, 
Rosemary Mucklow, the executive direc- 
tor of the National Meat Association, lob- 
bied against President Clinton's attempt to 
establish a more thorough testing regime 
for E. coli 0157:H7, a potentially deadly 
pathogen, by declaring the move to be just. 
"another step in this administration's ob- 
fuscation of the impeachment activities". - 

Ms Mucklow's organisation-which 
represents meatpackers and processors 
who would have had to discard or repro- 
cess meat found to be infected under the 
new testing regime—argued on Capitol Hill 
that increased microbial testing in meat 
could actually lead to a greater public 
health risk since confident consume; 
might relax their own safe-handling proce- 
dures at home. Ms Nestle finds similarly. 
fuzzy logic in the biotechnology industry. 
She tells how "Golden Rice"-genetically 
engineered to contain beta-carotene—has. 
been promoted with claims that it might 
help preventanaemia and blindness in the 













: developing world. Some independent re- 
searchers have suggested that an adult 
would have to eat nine kilos of the rice ev- 
ery day to meet Vitamin A requirements. 
There is an implied moral critique here 
of Janus-faced profiteers who ought really 
to admit that their arguments are specious. 
But Ms Nestle's larger beef is that this be- 
haviour has implications for public health. 
The giant companies that now produce 
our food have also become potential vec- 
tors for mass infection. A single lot of ham- 
burger meat at one processing plant was 
determined recently to contain parts from 
443 different cows. Slaughterhouses that 
process 300 or more animals an hour and 
pass them through the same grinders al- 
low a single infected carcass potentially to 
taint tens of thousands of kilos of meat. 
Such opportunity for cross-contamina- 
tion is especially worrisome in the light of 
‘Mr Schwartz’s book, which reveals that the 
alarmingly durable infectious protein, or 
prion, responsible for mad-cow disease 
andits human counterpart, variant Creutz- 


feldt-Jakob disease (vcyp), can survive a 
formaldehyde bath and heat of 100°C for 
30 minutes. Mr Schwartz is a former direc- 
tor of the Institut Pasteur in France, and his 
book maps out with great clarity the scien- 
tific investigation into how scrapie—a dis- 
ease that has long been known to afflict 
sheep—came to cross the species barrier to 
cows, and then from cows to humans. 
Until recently, British and American 
cattlemen fed their livestock meat-and- 
bone stuffs to produce heftier and more 
profitable animals, even though cows are 
herbivores. The outbreak that resulted 
from these practices led to the destruction 
of 4m British cows at an estimated cost of 
$7 billion. Although epidemiologists at Im- 
perial College, London, recently lowered 
their forecast of how many people are 
likely to get vcyp in the coming years from 
an earlier high of 500,000 to a maximum 
of 7,000, both these books offer credible 
arguments that more expensive food 
may-and perhaps should—be an accept- 
able price to pay for better food safety. m 





Matthew Barney 


Sex, life and video games 


If you don't get it, ask your kids 


CRITIC once dismissed Matthew Bar- 
L'Xney as having "no composition, no 
structure, no emotion, not even any irony 
to speak of". So why has the Guggenheim 
Museum dedicated its space to him for the 
next three months? 

The answer lies with the artist's dare- 
devil humour and intractable openness 
which seem to respond particularly elo- 
quently to our rule-bound, post-ironic 
times. He certainly speaks to the young, 
who have been flocking to this show ever 
since it opened last year at the Ludwig Mu- 
seum in Cologne before travelling on, with 
similar youthful acclaim, to Paris and now 
New York. 

Though he prefers to call himself a 
sculptor, Mr Barney is best known for his 
performance films. A former high-school 
football star and Yale University biology 
student, he suddenly came to the notice of 
the New York art world in 1991 with a 
filmed performance piece called "Blind 
Perineum", Using titanium ice screws and 
a climbing harness, Mr Barney clambered 
naked across the gallery's walls and ceil- 
ings and into a walk-in fridge that held 
nothing but a bench press made of cast 
petroleum jelly. 

The five “Cremaster” films that form 
the core of the Guggenheim exhibition 
take their name from the testicular muscle 





Ginger genius 


that responds to temperature, external 
stimuli or fear. The erotic and the athletic 
have always come together in Mr Barney’s 
universe, though his explorations of it are 
now bigger, better financed and more 
elaborate than they were a decade ago. 

As an artist, he harnesses an impressive 
narrative talent to a private world—half 
medical-research laboratory, half training 
camp-which he creates with the help of 
prosthetics, wrestling mats and sternal 
retractors coated in wax, Vaseline and tapi- 


oca pudding. The show's curator, Nancy 
Spector, describes Mr Barney's cycle of 
films as a self-enclosed aesthetic system, 
and the projectis rife with anatomical allu- 
sions to the position of the reproductive 
organs during the embryonic process of 
sexual differentiation. “Cremaster 1" repre- 
sents the most ascended, or undifferenti- 
ated, state; “Cremaster 5" quite the oppo- 
site. The cycle returns over and over to 
those moments during sexual develop- 
ment when the outcome of the process is 
still unknown, and which represent in Mr 
Barney's mind's eye a state of pure 
potentiality. 

The films were shot out of order over 
eight years, from 1994 on, though they al- 
ludeto each other at every turn. The heady 
mixture of myth, history, high art and pop- 
ular culture that they contain refuses to re- 
solve itself into an overall logic, and Ms 
Spector has honoured this in both the ex- 
hibit itself and in its weighty catalogue, 
which is worth its price for her excellent 
introductory essay. 

Meanwhile, the dramatic energy of the 
films, which screen continuously during 
the show, comes from the compelling still- 
ness and solidity of the camera with its 
high crane shots, slow zoom and prosce- 
nium framing. The editing is clean enough 
that we leave and enter each scene as if it 
were set on a stage, while the juxtaposition 
of shots-the films cut back and forth be- 
tween seemingly disparate narrative pat- 
terns-act as an archaeological dig, the 
camera carefully cutting through layers of 
imagery. 

This, along with Jonathan Bepler's mu- 
sical scores, creates a sense of impending 
danger, and it is easy to recognise Mr Bar- 
ney's taste for the horror genre. “Cremas- 
ter", with its horror-film aesthetic of hy- 
brid creatures and haunted spaces, is filled 
with characters that challenge the norm 
and surroundings that stand out, like Stan- 
ley Kubrick's hotel in "The Shining", for 
their vitality and menace. 

Architectural metaphor is also an im- 
portant element of “Cremaster 3", the last 
of the cycle to be shot. The longest-at 
nearly three hours—and most accom- 
plished of the five films, it takes place 
mainly in New York's Chrysler Building 
and the Guggenheim Museum itself. At 
one point, five 1967 Chrysler Imperials en- 
circle a 1930 model of the same car in the 
Chrysler Building's lobby, then drive into 
and smash the older model to pieces, the 
lobby filling with smoke from their squeal- 
ingtyres. Meanwhile, Mr Barney, as a char- 
acter known as the Entered Apprentice, 
climbs into the building's lift shaft and fills 
one lift, bucket by bucket, with cement, cre- » 
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“Matthew Barney: The Cremaster Cycle”: at the 
Guggenheim Museum, New York, until June 11th. 
Catalogue published by Harry N. Abrams; 544 pages; 
$65 and £45 
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Going blonde 


All the fun of the fair 


On Blondes. By Joanna Pitman. 
Bloomsbury; 304 pages; $24.95 and 
£12.99 


OBODY has distilled the essence of 

blondeness more perfectly than 
Raymond Chandler in two hardboiled 
lines: “It was a blonde. A blonde to make 
a bishop kick a hole in a stained-glass 
window." Blondeness is, and always has 
been, an ambiguous condition. It can 
signify sex or saintliness; it is at once the 
trademark of the man-eater as well as 
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> ating an ashlar—a Masonic symbol of per- 
fection— that eventually causes the lift to 
plummet to the bottom of the shaft. For 
this betrayal of the Masonic code, the En- 
tered Apprentice is fitted with a set of 
metal dentures retrieved from the remains 
of the destroyed Chrysler Imperial. 

In the film's climax, Mr Barney, dressed 
in a kilt and hot-pink headpiece, climbs the 
Guggenheim's five levels in a bizarre com- 
petition that echoes the structure of a 
video game, overcoming a number of ob- 
stacles including a plastic sheep/bagpipe, 
a leopard woman played by Aimee Mul- 
lins, a double amputee who performed in 
the Paralympics, and Richard Serra, with 
his sculptures of hot lead thrown at an 
empty wall. Mr Serra also plays the Master 
Mason in the Chrysler segment. 

It is in this blend of the video and plas- 
tic arts that Mr Barney's talent can best be 
seen, as any teenager will tell you. But it 
is in his exploration of his ideas—at once so 
explosive and so disciplined—that more 
and more people are coming round to 
the view of Michael Kimmelman, the 
critic who has described Mr Barney as 
the most important American artist of his 
generation. 8 


the incorruptible innocent. 

Joanna Pitman teases out this weird 
ambiguity with reference to the lives of 
some of history's great blondes, from 
Aphrodite to Madonna via the Virgin 
Mary, Elizabeth I and Marilyn Monroe. 
The book reads like a series of gossipy 
profiles. Jean Harlow, a 1930s Holly- 
wood siren, had to wear a platinum- 
blonde wig once she had "reduced her 
own hair to the consistency of bristles 
using a diabolical mixture of peroxide, 
household soap flakes and ammonia." 
In the mid-19905 Princess Diana spent 
£3,600 ($5,600) a year to keep her coif- 
fure a suitably iconic shade of blonde. 

How to explain our enduring obses- 
sion with blondes and blondeness? 
Brute Darwinism and the illusion of 
youth, posits Ms Pitman. Blonde women 
look younger and reek of fertility. 

All this is great fun. But it is a pity that 
Ms Pitman pitches her historical mate- 
rial at the level of a high-school textbook 
(^The concept of the angel was hugely 
popular in the Middle Ages"). There are 
factual errors, too, as when she twice 
confuses Lucian, a Greek satirist, with 
Lucan, a Roman poet. Such oversights 
show through like dark roots on an oth- 
erwise glossy bottle-job. 


Peter Smithson 


An architect's 
architect 


Brutal but influential 


ETER WHO? Peter Smithson, who died 

this week at the age of 79, was not well 
known among the British at large—the 
people most likely to have seen his work— 
nor even among those who have come to 
hate those responsible for so much archi- 
tectural ugliness in post-war Britain. He 
was, even so, hugely influential, notably 
among younger British architects, such as 
Richard Rogers and Norman Foster, whose 
work, by contrast, is widely liked. 

The buildings that made the reputation 
of Peter and Alison Smithson-their mar- 
riage was intellectual and professional, as 
well as romantic—were the ones built for 
The Economist in London in 1959-64. The 
cluster of brutalistic blocks, which include 
a14-storey tower quite out of place in low- 
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Stones of endurance 


rise St James's, would not have been toler- 
ated 30 years later. Even in the 1960s, sev- 
eral floors had to be knocked off before 
planning permission was granted. Now 
the group is listed as a work of rare merit. 
The Smithsons (Alison died in 1993) 
were a brave, and odd, choice for this com- 
mission. Their only major work hitherto 
had been a school in Norfolk, also notable 
for its brutalism. Moreover, their approach 
was firmly based in political ideas which 
seemed to owe more to socialism than to 
the 19th-century liberalism of The Econo- 
mist. Another commission, to design à 
council estate in east London (1963-72), 
must have seemed much more appropri- 
ate: it epitomised the Smithsons' belief in 
social housing. Grim, cheerless and per- 
petually vandalised, it is now chiefly seen 
as an example of awful urban planning. 
But the influence of the Smithsons 
rested much less on their buildings, which 
are few in number, than on their ideas, and 
for Peter Smithson building, teaching and 
theory were all of a piece. This is perhaps 
why he was so much an architect's archi- 
tect. Though he may have been the last 
major British architect to be politically dri- 
ven, he was one of the first modernists to 
challenge the kind of doctrinaire town 
planning then prevailing. The Smithsons 
rejected the lapidary 1933 Athens Charter, 
written by Le Corbusier, with its faith in 
high-rise towers and separated functional 
zones, and instead proposed "streets in the 
sky". Never mind that even these did not 
work as intended. At least they were an at- 
tempt to bring architecture into some sort 
of harmony with neighbourliness and 
with people's deep-rooted desire to have a 
sense of belonging to the place where they 
live. For that, as much as for anything, 
Peter Smithson should be remembered. m 


Bernard Loiseau 





Bernard Daniel Jacques Loiseau, a French chef, died on February 24th, aged 52 


RIVING from Paris to Bernard Loi- 

seau's restaurant, La Cóte d'Or, in the 
Burgundy village of Saulieu took about 
three hours, assuming no hold-ups. If it 
seemed a long way to go for a meal, the re- 
ward at the end was nothing as ordinary as 
the mere appeasement of hunger; it was to 
experience, Mr Loiseau said, “an explosion 
of taste in the mouth". His sauces were 
said to be among the finest in France, 
which for many serious eaters meant in 
the world. 

France is fiercely proud of its restaurant 
and hotel industry. Bernard Loiseau's 
name “evokes all the perfection of the culi- 
nary art and the art of living", said France's 
culture minister. When he was president, 
Francois Mitterrand pinned the légion 
d'honneur on the overalls of Mr Loiseau, 
having first personally confirmed the qual- 
ity of the chef's frog's legs in parsley juice 
and garlic purée. 

As important to Mr Loiseau was being 
given a top rating of three stars by the Mi- 
chelin guide, which has a reputation for 
honesty rare in the catering business. In 
Britain and the United States many guides 
carry reviews of restaurants and hotels 
that they pay for, while newspaper critics 
tend to be known among restaurateurs, 
who take care not to poison them. But Mi- 
chelin, also a tyre manufacturer (19% of the 


world market), solemnly guards its god- 
like reputation as the bible of the catering 
business. The company insists that its 100 
or so inspectors remain anonymous and 
that they are primarily interested in “what 
is on the plate", 

Not long ago, according to a member of 
Mr Loiseau's staff, he anxiously asked Mi- 
chelin if his restaurant was likely to keep 
his three stars. God declined to say but 
kindly advised him to “be careful and stay 
in your kitchen and don't do too much 
business". The restaurant kept its stars in 
the latest guide, but another French guide, 
GaultMillau, reduced its rating and has 
been blamed by some of Mr Loiseau's col- 
leagues for driving him to suicide. 

That is speculation, but what Mr Loi- 
seau's sad death has made clear is that 
staying at the top in the restaurant busi- 
nessis cruelly demanding. "There is suffer- 
ing and fatigue behind the facade," said a 
fellow chef. 


Star struck 

Bernard Loiseau's restaurant had started 
out as a coaching innin the19th century. In 
the 1930s under Alexandre Dumaine it be- 
came one of the best-known restaurants in 
France, gaining three Michelin stars, all of 
which were lost when he retired. Mr Loi- 
seau arrived at the now rundown restau- 
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rant in Saulieu in 1975, aged 24, “with noth- 
ing but my toothbrush”, having worked in 
various restaurant kitchens since he was a 
boy. To begin with he provided meals 
based on what Dumaine had called “the 
honest elements of French peasant cui- 
sine”. But he was drawn to nouvelle cuisine, 
favoured by GaultMillau (which may have 
made its recent criticism hard for him to 
take). He devised the sauces that helped to 
make him famous that were lighter than 
those made with butter and cream. Mr Loi- 
seau’s weightier customers were espe- 
cially appreciative. In 1977 his restaurant 
gained its first Michelin star with Mr Loi- 
seau as chef, in 1981 a second and in 1991 a 
third, putting him among the 20 or so top 
chefs in France. 

By then Mr Loiseau had become the 
owner of La Cóte d'Or and set about an 
ambitious transformation of what had 
been a fairly modest establishment, add- 
ing hotel suites, a pool and private dining 
rooms, and expanding his kitchen. At the 
end of a meal Mr Loiseau's guests could re- 
call the pleasures of the tummy while 
strolling in an English-style garden. Before 
they left they were encouraged to browse 
in the restaurant shop, where food, wines, 
kitchen equipment and books of Mr Loi- 
seau's recipes were on sale. At the time Mr 
Loiseau was said to have borrowed $5m to 
pay for the work. 

He expanded further, buying three bis- 
tros in Paris. He licensed his name to mass- 
market frozen foods. He was, he said, like 
Yves Saint-Laurent: "I do both high fashion 
and ready-to-wear." He became a familiar 
face on television and on magazine covers. 
His culinary business traded on the French 
stock exchange, and its price has been sink- 
ing in line with other luxury businesses. 

Was Mr Loiseau, so meticulous in the 
kitchen, an innocent at business? He told a 
reporter in 1997 that La Cóte d'Or had to be 
full every night, in the restaurant and the 
hotel, to make any money. Since then lux- 
ury businesses have been hit by tighter 
purses. The current slanging match be- 
tween America and France may raise a 
smile when French fries are renamed free- 
dom fries. But it becomes serious when the 
American tourists who packed a Michelin 
guide in their luggage are less inclined to 
visit a country opposed to their govern- 
ment's policy on Iraq. 

Yetto remain desirable, a top restaurant 
dare not be seen to economise. A Paris res- 
taurateur remarked recently that his high 
fixed-costs of maintaining an appealing 
establishment with a large staff meant that 
every customer costs him $70 before he 
eats or drinks anything. No wonder Mr 
Loiseau was worried about the possibility 
of losing one of his precious stars, and a 
consequent drop in custom. Stick to your 
kitchen, Michelin had told him. It wasn't 
bad advice. m 
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Senior Management 


at Wharton 


Business Building: Conceiving, Planning 

and Executing Corporate Ventures 

April 13—18, 2003 

This program requires participants to bring a 
business development plan. Faculty will provide 
feedback and offer approaches based on years of 
research in corporate ventures. 


Managing Financial Risk 

in Multinational Corporations 

A Wharton INSEAD Alliance Program 

April 27—30, 2003 

Learn methods of assessing exposure to foreign 
exchange risks and tools to manage these risks. 
Tailor your companies’ strategies to individual 
countries, and understand the implications of 
the various legal and tax structures. 


Executive Development Program 

May 4-16, 2003 

A 2-week program designed for managers 

in transition-whether moving from national to 
global responsibilities, to general management, 


.. orto anew assignment. 


. Advanced Management Program 


june 1-July 4, 2003; September 21-October 24, 2003 


Designed for senior executives who are in, or 
directly support, the office of the chief executive. 
Wharton’s 5-week program focuses on global 
competition, critical thinking, organizational 
dynamics, and leadership. 


To apply or learn more: 


-215.898.1776 or 800. 255.3932 ext. 3127 


215.898.2064 (attn: 3127) fax 
http://execed.wharton.upenn.edu/3127.cfm 
execed@wharton.upenn.edu (subject 3127) 


Wharton 


Aresty Institute of 
Executive Education 


The Wharton School 
University of Pennsylvania 
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(outside the U.S., dial *1-617-495-6555, ext. 4145). 






HARVARD|BUSINESS | SCHOOL 
EXECUTIVE EDUCATION | 


FOR COMPLETE INFORMATION 
E-mail: executive education&hbs.edu 
Telephone: 1-800-HBS-5577, ext. 4145 









Or visit our Web site at: WWW.EXED.HBS.EDU 
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9-14 May | 14-19 November 2004 





EXECUTIVE EDUCATION 


Competing for today and for tomorrow 


The Oxford Advanced Management Programme 
15 June - 12 July | 5 October - 1 November 2003 
20 June ~ 17 July | 10 October - 6 November 2004 


The Oxford Strategic Leadership Programme 
18-23 May | 9-14 November 2003 


November 2004 


The Oxford Senior Executive Finance Programme 


November 2003 









KINGSTON 
BUSINESS SCHOOL 


The DBA - Doctor of Business Administration 


Building on the strengths of our highly successful AMBA-accredited 
MBA programme, Kingston Business School now offers an innovative 
DBA programme. The DBA is the next generation of postgraduate 
education to make its presence felt in the UK, and is the ultimate 
qualification for business practitioners. 


If you already possess an MBA or other business-related Master's 
degree, the Kingston DBA will elevate your skills to another level by 
developing the quality of your critical thinking and your ability to deal 
with the complexities of modern management today. 


@ a true doctorate programme, equal in status with a traditional PhD 

@ study with high calibre course colleagues 

9 guidance from top-level academic staff 

@ Successfully complete the programme and you will gain the title of Doctor’ 


Now recruiting for entry in April 2003 


For more information about our part-time, four year programme 
telephone Teresa Drew on 020 8547 7226 Fax: 020 8547 7024 
email: t.drew@kingston.ac.uk 


www.kingston.ac.uk/business 


——— 
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OWP - YOUR PASS 
TO THE FAST TRACK 


Leadership, teamwork and talent - 
that’s what produces winners in Formula One. 
And in every other business. 


Orchestrating Winning Performance [OWP] is a unique six-day update on the latest management thinking, 
focused on your choice of business subjects ~ 55 IMD Faculty working with quest speakers to challenge you on 


high-performance insights. 400+ executives from 30+ countries take part in open sessions and small groups 


-= it's a highly efficient way to interact and network. OWP is a global business forum, not an academic exercise. 


Only once a year. Only at IMD. 


Get the details now, at: 
imd.ch/owp 


Program date: 


June 25 - June 30, 2003 


Partners in Executive Education 
with MIT Sloan School of Management 


IMD - international institute for Management Development, Chemin de Bellerive 22, PO Box 915, CH-1001 Lausanne, Switzerland =- 
Tel: +41 216180342 Fax: «412161807 15. E-mail: info@imd.ch | 
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Courses 





INSEAD 


Executive Education 





INSEAD's senior and general management programmes provide 
international executives at key junctions in their careers with an 
experience that will meet their needs as individuals and as 
managers. Bringing together executives from all over the world, 
these programmes build on INSEAD's global management expertise 
and teaching excellence. The programme participants become 
members of INSEAD's International Alumni Association. 


Advanced Management Programme (AMP) 


The four-week Advanced Management Programme offers senior 
executives and business leaders an unrivalled forum for: 


Learning - assessing oneself and setting a professional and personal 
agenda for the future; 


Reflection - on the knowledge, skills and attitudes required from 
a business leader; 


Exchange - in the context of a healthy debate with peer executives. 


o 


International Executive Programme (IEP) 


The six-week International Executive Programme helps functional 
managers move up to general management levels. 


It "fills in the gaps” in cross functional knowledge and looks at how 
given issues impact across functions and interfaces. 


it provides an overview of the competitive environment and 
examines its influence on a company's operations. 


Young Managers Programme (YMP) 


The three-week Young Managers Programme exposes high-potential 
executives to business issues outside their areas of responsibility. 


It helps them to take on broader challenges by developing 
competencies in managing and leading individuals and teams as well 
| as providing them with an integrative view of corporate strategy and 
un iii pou ec | business decisions. 


The Global Learning Network 


GMPSOSECO 
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Executive MBA Programmes 


To expand your opportunities, | 


come to one of our information 
or drop-in sessions at 
London Business School. 


information sessions 


Tues 18 March, 18:15 
Tues 15 Apri, 18:15 


Drop-in session 


Sat 29 March, 14:00-16:00 


or join us at 
the ExecMBA Village 
World MBA Tour 


Paris 

Thurs 13 March, 17:00-21:00 
Salons Hoche 

9 Avenue Hoche, 75008 


London 

Mon 17 March, 17:00-21:00 
New Connaught Rooms 

61-65 Great Queen Street, WC2 


London Business School exists to 
advance learning and research in 


i M^ pa aM rS , E - ghe $ 
business and management 


ECO7/03/03 
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Maximise your career opportunities with London Business Schools 
top-ranking Executive MBA programmes. Be part of one of the world's - 
leading business schools, renowned globally for the quality of our research, v a 
and engage in this stimulating and powerful learning environment. tee 






‘nen iiin classes on Fridays and Saturdays of alternate - 
1 EXECUTIVE § 


E - 1 
rfe Pal Tee pinna DHL Reta aaa amA A vianna AANA raa voyait 


weeks, and block weeks dedicated to two international = 





field trips, our Executive MBA is a 24-month programme -> 





which enables participants to integrate a rigorous and : 
challenging management and business education with 
the demands of a successful career. 








A ground-breaking joint venture between. London 
Business School and. Columbia Business School, 


| 
: 
i 
i 
1 
| 
| 


j Mee oor EMBA-Global programme provides exceptional 


a high-achievers with a unique route to global leadership. 
This four days a month, 20-month programme alternates 





COLUMBIA between London and New York, two of the world's truly 
BUSINESS Md db 
SCHOOL global financial capitals. 





Regent's Park 
London NW1 45A 
Tei: +44 (0)20 7706 6716 


Pay. LAA (020 7724 78785 
Pag. +404) {O20 £424 (83/3 


London i 
BER | 
Seem | 


transforming futures | 





emai: mba_fasttrack@london.edu 


www.london.edu/emba 
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EXECUTIVE COURSES IN Pe cE : 








15 





" Dung the past two j decades, the FAME ioci Cours in. +i ance - 
"have become the benchmark for executive training in asset allocation, 
- risk management, forecasting and quantitative analysis. 


The emphasis on practical applications and our renowned 
international faculty ensure that participants build skills that are 
directly applicable to their daily work environment. 


Didier Cossin April 28 - May 1 
CREDIT RISK PRICING, MANAGEMENT, AND THE USE 
OF CREDIT DERIVATIVES 


Paul Embrechts May 5-9 


. MODELING EXTREME EVENTS AND DEPENDENCE IN 


FINANCE: RISK MANAGEMENT BEYOND VALUE-AT-RISK 


tim Bollerslev May 12 - 16 
ESTIMATING AND FORECASTING FINANCIAL MARKET 
VOLATILITY AND CORRELATION 


Yacine Ait-Sahalia May 19 - 23 
INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS 


G. Andrew Karolyi May 26 - 30 
EQUITY PORTFOLIO MANAGEMENT 


Didier Cossin June 2-5 
REAL OPTIONS, FINANCIAL STRUCTURING AND BEYOND 


Kevin Wilson August 18 - 22 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Francis X, Diebold August 25 - 29 
FINANCIAL ECONOMETRICS AND FORECASTING 


Richard Levich September 1 - 5 
EXCHANGE-RATE ECONOMICS AND FORECASTING 


Stephen Schaefer September 8 - 12 
MODERN FIXED INCOME MARKETS: RELATIVE VALUE, 
ARBITRAGE, PORTFOLIO AND RISK MANAGEMENT 


René Stulz September 15 - 19 
INTEGRATED RISK MANAGEMENT 


Russ Wermers — September 22 - 26 
PERFORMANCE EVALUATION AND ATTRIBUTION 


Thomas Schneeweis and Giovanni Beliossi Sep. 29 - Oct. 3 
ALTERNATIVE INVESTMENTS 


David Cox October 13 - 17 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


Salih Neftci October 20 - 24 
CALIBRATION, ESTIMATION AND NUMERICAL METHODS 
IN FINANCE 


Martin Hoesli and Olivier Scaillet November 3 - 7 
REAL ESTATE INVESTMENTS AND FINANCING 


Philippe Jorion November 10 - 14 


GLOBAL ASSET ALLOCATION 


Salih Neftci November 24 - 28 
FINANCIAL ENGINEERING 

and | 

THE CERTIFICATE FAME July 7 - August 8 


A 5-week immersion program in asset management, 


structured products and private banking 


For more information, please contact: 

FAME Av. Blanc 49 - CH-1202 Geneva - Switzerland 
Tel: 441 22 731 95 55 - Fax: 441 22 731 95 75 
geneva-courses@fame.ch - www.fame.ch 


An MBA is for life... 


A life without boundaries. As barriers between 
industries break down and business is increasingly 
conducted across national and regional borders, 
you need an MBA which prepares you to manage 
in a global market. The Henley MBA is held in high 
regard around the world with over 6,000 students 
across 50 locations.Henley is one of the first four 
UK schools to achieve triple accreditation: 


AMBA, EQUIS, & AACSB 


The Henley MBA 
learning without 
frontiers 


Designed for the global business world. 


Choose the study mode to suit vou, wherever you are: 
Executive Full Time, Modular Two Year, 


Flexible Evening and Distance Learning. 





MANAGEMENT COLLEGE 


Tel +44 (0) 1491 418803 Fax: +44 (0) 1491 418899 
mba&benleymc.ac.u& 


wieutbenleymc.ac.uk 
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ere will you be at 50 ? 


We know where we are after half a century: 
at the forefront of management excellence. 


What keeps us there? Leading-edge research combined with practical business know-how; a continuous striving for innova- 
tion and a genuine international perspective from the very heart of Europe. 


How can you benefit? You can join: 

» our MBA programme (currently celebrating its 35th year in Leuven) or, 

» one of our postgraduate degree programmes in Management (running since 1959) or, 
» one of more than 100 Executive Education programmes (first launched in 1953). 


/ rir 
amm C 
EQUIS Find out more at www.vlerick.com  :*:€ 


Vlerick Leuven Gent Management School 
the Autonomous Management School of Ghent University and Katholieke Universiteit Leuven 


IPHONE Bellevue 6, 9050 Gert, Belgium or Vlamingenstraat 83, 3000 Leuven, Belgium 
LEUVEN T «32 9 2109899 « F +32 9 2109700 « E-mail info@vierick.be 


The “Master of International Health Care Management, Economics and Policy" is a full time one year post-graduate course 
taught entirely in English, This programme is truly international in scope with both curriculum and content designed by a 
multi country project team. The participating students originate from all over the world and will learn together how to manage 
health care from one of the world's leading schools of management. Make 


Bocconi School of Management your choice in advancing your health care career. WWW.|Sdabocconi .it/mihmep | x 


Leo Burnett Raiin 
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Courses 


H X 


Universiteit Maastricht offers 





MSc Business Research (1 year) and 
MSc Economic and Financial Research (1 year) 






September 2003 - July 2004 





In conjunction with opportunities for PhD 
positions. 


METER www.wertonPHo.com 





| Phone: 431 (0)43 388 3705 / 2693 
E-mail: masterinfo@efb.unimaas.nl 


The UM Faculty of Economics and Business 

Administration is accredited by AACSB and 

its research school METEOR is accredited by 
the Royal Netherlands Academy of Arts and 
Sciences. 


Universiteit Maastricht 





Maggie Magallon, M.B.A. '99 When you're exposed to groundbreaking 

Director, Special Services 

Charles Schwab & Company, In: concepts and intense analytical thinking, 
something in you changes. You begin to think 
at a different level. This is the environment 
you will experience every day at Chicago GSB 
And this is the environment that has produced 
some 5,500 CEOs and corporate officers 
worldwide, as well as more Nobel laureates 


than any other business school 


Realized. 


When you study in our top-ranked Executive 
M.B.A. Program, you benefit from this 
environment while continuing your career. 
You learn from the same acclaimed faculty 
and earn the same prestigious degree as 
our full-time program, only you do it in a 
part-time format designed for experienced 
managers. In addition, you study with 

other executives from our programs in 


North America and Asia 


embark 


for new career prospects 





















Embark on a journey 
to your future with the 
business school recently 
ranked by the Economist 
Intelligence Unit among the top 
100 MBAs in the world. As part of 
the prestigious Université Libre de 
Bruxelles, with its truly interna- 
tional faculty and student body, the 
Solvay Business School delivers 
intensive part-time (2-year) and 
full-time [1-year] MBA programmes 
xin-English in the heart of Europe. 















Take the first step, 
visit our website 
or contact us: 
www.solvaymba.edu 
or mbafaulb.ac.be 






£ 
8 NBA Solvay Business School 
a degree of excellence since 1903 


To learn more about this unique 
fered at our Europe campus. ioi 


one of our upcoming reception 


Frankfurt Feb 24 7:00-9:00 p.m 


Dresdner Bank, Jürgen-Ponto-Platz 1 


Munich  Feb25 7:00-9:00 p.m 
Bayerische Hypo-und Vereinsbank AG 


Arabellastrasse 12 


Brussels Mar 12 7:00-9:00 p.v 
Le Méridien Bruxelles 


arrefour de l'Europe 3 


5:00-9-00 p.n 
che. 9 Avenue Hoche 


3:30-5:50 p.m 
3bis Rue Alexis Carrel 
angie Avenue Suffren) 
London* Mar 17 5:00-9:00 p.m 
Convent Garden Exhibition enter 


1 


61-65 Great Queen Street 


*Denotes Executive Education Fair 


Please reserve your attendance by 


telephone 434 93 505 2154 or online at 


http-//gsb.uchicago.edu/execMBAeurope 


Executive M.B.A. Program 
Europe Campus, Barcelona, Spain 


CHICAGO = GSB 


The University of Chicago Graduate School of Business 
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Courses 


Cranfield 


NIVERSITY 


ELEM Bl TeS a big world. 


Somebody has to run it. 


The Cranfield MBA - 
developing tomorrow's 
leaders 


For those with a 
determination to lead 
and the focus to succeed. 


Full-time 


an intensive 12 month programme 


Executive Part-time 
a two-year programme involving 


regular attendance Tue TRIUM Executive MBA — an alliance of 


New YORK UNIVERSITY STERN SCHOOL OF BUSINESS 
LONDON SCHOOL OF ECONOMICS AND POLITICAL SCIENCI 


Executive Modular HEC SCHOOL oF MANAGEMENT, Paris 
a two-year programme with 
eight residential modules 


TRIUM is the only truly integrated, truly global Executive 
MBA. Participants earn a joint degree in 16 months by 


attending concentrated two-week study modules at the three 


For details please contact: 
Maureen Williams flagship schools, plus one week each in Sao Paulo and 
Cranfield School of Management 
Telephone: +44 (0) 1234 754386 

Email: mbaenquiries@cranfield.ac.uk between class sessions. It’s visionary, 


focused and unique. Kind of like you. 


Hong Kong. Distance learning and team projects continue 


www.cranfieldMBA.info 


For more information, 
call +33 1 39 67 70 94 in Europe 


or +1 212 998 0442 in the United States. 


3) Ma 1227 
M ae M a r VISIT HTTP://APPLY.TRIUMEMBA.ORG OR E-MAIL INFO@TRIUMEMBA.ORG 
P 
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B'A Feci EAD 


An exceptional MULTICULTURAL experience 
in the HEART of EUROPE 
» international Full-time MBA 


12 month English-language program in Paris 
World-wide recruitment 


























» European Executive MBA 
18 month English-language program in Paris 
& on other ESCP-EAP campuses in Europe 
Monthly modules / Pan-European recruitment 


An ESCP-EAP MBA leads to senior positions world-wide. join the network 
of 22,000 ESCP-EAP graduates in 65 countries. 


Come meet us on the World MBA Tour 2003 
11 March Frankfurt e 13 March Paris © 17 March London è 19 March Rome 


With facully and campuses in Paris, Oxford, Madrid and Berlin, ESCP-EAP develops business leaders 
and advances Iramnational feaming and research in management 


. Next Session - January 2004 


Contact MBA Admissions 
+33 149 23 27 91 
mba@escp-eap. net 
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Eurapaan School af Management 


Learn everywhere. Manage anywhere. 


The Associate Institute of the 
University of Bradford 


1 MBAs, recoghised je the Kultuseithisterkontéteril and ‘Sens: its dee. | 
from an EQUIS accredited institution, NIMBAS. alsó ranks amongst the a 
s world: * up 100 business schools: for the quamy of its MBA programines": s 


One year Ril-time MBA and two year part-time MBA in. Utrecht; 
Two. year: ‘Modular MBA in Bong. Mainz and Berlin; Executive MBA in: 
four countries. 
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NIMBAS Graduate School of Management 


Kromme Nieuwegracht 39, 3512 HD Utrecht, The Netherlands 
Tel: +31 (0)30 230 3050 Fax +31 (0)40 236 7320 
E-mail: admissions @nimbas.cam 
Website: www unimbas.com 


Robert f. Wagner Graduate School of Public Service 


The Master of Science program at New York 
University's Robert F, Wagner Graduate 
School of Public Service is tailored for 





Master managers of development, relief, advocacy, 
and normative programs. 
of Science in ee iether een : 
* Part-time program begins fall 2003 and is 
Management: completed in two years with one summer 
Focusing on * Full-time, nine-month program, September 2003 
International gue May 2004 
* Distinguished international faculty 
Public Service * Seminars with leaders of prominent 
Organizations international organizations on an urban 


campus in the heart of Manhattan 

* Tailored for experienced professionals 
working for multinational organizations 
addressing transnational problems 





For more information, contact the 
Office of Admissions, 212-998-7414. 
E-mail: wagner.admissions@nyu.edu 
Web site: www.nyu.edu/wagner/ 
internationalprograms1 


pus York K 


| Universi ity = 





New York University is an affirmative action/equat pauls institution. 


Macroeconomic Policy & Management 
July 14 - August 1, Boston 
Previously taught at the Kennedy School of Government at Harvard. Covers 


issues and problems of epen-economy macroeconomic policy in developing, 
emerging and transitional economies. For analysts and decision makers. 


Faculty features outstanding lecturers from prior sessions at Harvard, 
including Stephen O'Connell (Swarthmore), and renowned experts such as 
Montek Ahluwalia (IMF), Stephen Cecchetti (Ohio State), Jeffrey Frankel 
(Harvard), and Allen Sinai (Decision Economics, Inc.) 


Threats to the Global Economy 
July 6-12, London 


Analysis of global financial markets and current political-economic 


developments. For economic and financial managers. Led by faculty and 
practitioners from the US and UK, Includes sessions at leading financial 
institutions. 


Website: 
Email: 
Phone: 


Contact: http.//www.brandeis.edu/global/execprograms2003.php 


perlo  brandeis.edu 
1-781-736-2139 


GRADUATE SCHOOL OF ee 
ECONOMICS AND FINANCE 
Brandeis University, Waltham MA 02454 


_ Brandeis is one of America’s top universities, The Graduate | 
à School offers MA, MBA and PhD programs focused on the | 
global economy, to students from around the world. 
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The Birmingham 


Business School 
| Ero FHE UNIVERSITY 


a vision of the future 
OF BIRMINGHAM 






| The Executive MBA 


Developing global competence 
for a changing world 








| e Educates managers from all over the world 
| REP i ti i | nt Full time MBA programmes: 
3ugnt In eignt intensive modules eacn lasting 
fc S. : a i neam E MBA International Business 
or seven days or by evening study 
Rie | JA MBA International Banking and Finance 
ntry Points In January, April, June and Septembe 
y les Biases ate e hi ade | "S The European MBA with ESC Montpellier 
e Flexible, a minimum of two modules a year or FUNDESEM, Alicante 
e Birmingham Faculty teach in the UK, Singapore 
and Hona Kona Tel: +44 (0)121-414 6693 Fax: +44 (0)121-414 3553 
i. ew Email: MBA@bham.ac.uk 
mba.bham.ac.uk 





John Deutsch International Executive Programs 


: : EN BUSINESS 
Queen's University, Canada 


GETS WILD PREMIER 





* EDUCATION 
Investment Appraisal and Risk Analysis ua — ibn 
dU N slo bahay ROBERT KENNEDY 
Dr. Glenn P. Jenkins, Program Director COLLEGE 
Financial Modelling, Risk Analysis and Management, Contracting, SWISS QUALITY EDUCATION 
Project Financing, Economic and Stakeholder Analysis FOR'RULL CATALOGRE AND INFORMANIO 
John Deutsch International Executive Programs WWW. COLLEGE. CH 
Queen's University, Kingston, Ontario, Canada K7L 3N6 admissionGcollege.ch 


Tel: (1) 613 533 6556 Fax: (1) 613 533 6818 
Email: director @ queensjdiexec.org 
www.queensjdiexec.org 











Bridei Nottingham University 
raging Business School 
Science and Business MBA Programmes 


MSc in Business Research ' Manage the Future 





with 8 Distinctive 
MBA Programmes 
including a flexible, customised 
* thorough training in research skills and methods | Executive MBA that can be 


* a one-year full-time Academic Master program 


completed in 2-4 years and the 
new MBA in Corporate Social 
Responsibility (full time & 
parttime) 


* specialization areas: Organization, Strategy, 
Marketing, Finance & Accounting, Logistics & 


Information Systems 
* the perfect preparation for a PhD in Management 
The Nottingham University Business 
School is one of the UK's leading 
centres for management education 


* offered by one of the top business schools in Europe 


Located in a new State of the art 


Your Way to the Top campus, the Business School has 
in Research in Management starts besestoecstasscaiics 

. . — teaching and research. 
at Erasmus University Rotterdam 


For further details contact the MBA Office 
Nottingham University Business Schoo! 
Jubilee Campus, Wollaton Road 
Nottingham NG8 1BB England 
www.erim.eur.nl or mscbr&erim.eur.nl Telephone: +44(0)115 951 5500 

Fax +44(0)115 951 5503 


mai nba(?notti 1. aC.uk 
E R? M aia cs 2 e v9 : mba@nottingham.ac.uk 
" 66 mANAGIMIM! a "ene Bistum aded add eb site www.nottingham.ac.uk/business 
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Further information: 


Rotterdam School of Management, the Netherlands 



















|. Centre for Financial & Management Studies 
| UNIVERSITY OF LONDON 





SHORT EXECUTIVE COURSES 


Tountensive residential courses for professionals. The three week courses 
vare held at the University of London in July 2003 and deal with major 


T opolicy issues. 

| Public Financial Management & Budget Reform 

| The course focuses on the principles and practice of budget reforms 
dovcarried out by developed and developing countries. 

EF: Financial Regulation and the Resolution of Bank Crises 
: Ihe course concerns the policy issues involved in current and 

: v prospective arrangements for regulation of financial systems and the 


| resolution of banking crises. 


4 Applications being considered now. 





Cehi MS. SOAS, University of London 
London WCIH OXG, UK 
Tek +44 (0)20 7898 4050 
Pax +44 (0920 7898 4089 
Email: cefimsiaisoas.ac.uk 
www.cefims.ac.uk 







CeFiMS 


OA AN i RT, e 


Extend your global reach 
MBA 


SCIENCES PO 


€ A MBA Accredited Degree. 





| . An intensive nine-month bilingual program (French/English). 


€ The leading school in Political Science and Economics, 
founded in 1872. 


€ A distinguished international faculty. 
€ An urban campus in the heart of Paris. 


Next information session in our premises: 
UE March 27" 2003 at 6.30 P. m. 


m Bd Saint Germain 7 75006 PARIS - FRANCE - m E +33 E 45 44 a? 43 m i+ 33 + 45 TII 


Website : http : /Imba.sciences-po.tr - E-Mail : mba @sciences-po-fr 





“LEARNED MY 


DEGREE IN JUST | 


ONE YEAR... AT 
HOME. " 


Adults anly- -Bachelor, Master, Ph.D. in most 
fields, Credit for work experience. 


[Totally Flexible 









MBA/DBA/PHD 


IMS degrees by Distance Learning. You design your 
curriculum. You will not stady material you already 
know or do not need. No exams, you eam through 
fosearh & writing. No Bachelors or GMAT required. 
Faculty are successful Business Ipaders/authors. 








I Faculty wanted. Rushmore University, 1-815-A425- 
8577, infaggbrushmore.edu www.rushmore.edu. 





internet library. American Instructors will 
quide your studies. Students in 112 countries, 
For a no cost catalog: RO. Box 61707, King 
Of Prussia, PA, 19406 USA - fax: 610 205 0960 
e-mail: admissions@washint.edu 


Readers are Recommended 
to make appropriate enquiries and take appropriate 
advice balore sending money, incurring any 
expense or eniering into a Dnding commitment in 
relation io an advertisement, The Economist 
i Newspaper Limited shall not be iabe to any parson 
for foss or damage incurred or suffered as a result 
Of his / her accepting or offering to accent an 
invitation contained in any advertisement published 
in Tha Economist. 
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Teaching French to adults for 33 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera's most beautiful bay 
A UNIQUE COMPLETE IMMERSION PROGRAM 
8:5 hrs a day with 2 meals. 8 levels : Beg. I to Adv. H 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts March 31, Mays and all year 
06230 Villefranche/Mer ECS, France. Tel. «33 493 01 88 4d Fax «33 493 76 92 17 
www.institutdefrancais.com 


CERAN LINGUA 


INTERNATIONAL 
INTENSIVE RESIDENTIAL LANGUAGE COURSES 


CERAN LINGUA is launching a new 
interactive programme, 
complement to the basic programme: 


“LINGUA MANAGEMENT”! 
The natural way to kearn a kangas! 
AAT A ot =] sie delit 
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The Official MBA Fairs 


/ Meet Admissions Directors of the 
world’s top business schools 


The World MBA Tour - European Fairs 
6 - 31 March 


Some of the top schools attending: 

Ashridge, Cambridge, Cranfield, LBS, MBS, Oxford, Warwick, IESE, 
IE Madrid, iMD, INSEAD... | 
Darden, Duke, NYU... | 


register now at: Ope com 


ExecMBA the leading international platform for Executive Business Education 
Village - access top course providers at the new ExecMBA Villages 


Register at: WWW. topexeced.com 
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Economists for the 
transport Sector 


steer Davies Gleave is a leading consultancy specialising in 

ne transport sector. With over 250 staff in 9 offices around the 
world, we advise transport policy makers, regulators, project 
sponsors, service procurers, operators and investors. 


We are always looking for talented, motivated people to join 
our Business, In particular, we are currently looking for 


ae 


economists to join our Business Strategy and Policy group. 
Roles will vary by project but are likely to include business 
Strategy, polity development, concession /franchise bid 


support and business/financial modelling, 


We are seeking highly numerate and articulate individuals 
with at least two years consultancy or practical business 


S EI 
5i 
experience and an excellent economics related de egre 


Piease forward your CY and covering letter to: 
Vicky Dorrington - Human Resources Manager 
28-32 Upper Ground, London SE1 9PD 

email: careers@sdeworld.net 

tel: +44 (0) 20 7919 B500 

Closing date: 14 March 2003 


www. steerdaviesgteave.com 


Steer Davies Gleave is committed to equal opportunities 


= steer davies gleave 


Courses 


644444490009 


q Royal Holloway bOO 00e 
ARAS a dhdh dh dd 


Department of Social and Political Science 
Postgraduate programmes in Politics & 
International Relations 
MSc International Relations - New for 2003 


Clear focus on contemporary international problems, 
MA Politics of Democracy - ESRC 143 recognised 
Examines the theoretical and institutional aspects of democracy. 1+3 candidates 


must apply by 4th April 2003. 


MSc Public Sector Studies - for public sector careers 
Focuses on public sector reforms and understanding contemporary governance. 


MPhil/PhD Research 
Research expertise in: transatlantic relations; security studies; international law; 
terrorism; EU foreign policy; liberal political theory; Internet politics and 
e-govemance: legislative studies; political ideologies; social movements; British politics. 
Small number of studentships available for Master's programmes. 
Contact: Postgraduate Administrator, Department of Social and Political 
Science, Royal Holloway, University of London, Egham, Surrey TW20 EX. 
Tel: +44 (001784. 443687, Email: Nicala.Playfootatrhul.ac.uk More details 
Zar www.rhul.ac,uk/sociopolitical-science 


l : - He positiv eva H elc ome te applic ations from all sections of the community. 
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Build Better Government Worldwide 


sein trina aire ied 


ASI's continued success in providing high-level support on a- 
range of reform issues to developing and transitional county 
governments has created vacancies for consultants in these areas: = 


è Civil service reform, including institutional development, _ 
human resources management and IT, 


® Public finance, including budgeting, expenditure 
management. macroeconomic analysis and poverty impact. 


® Trade reform and facilitation, including policy reform, WTO | 
accession/negotiation and standards (SPS/TBT) issues, 


Associate consultants will have worked with clients at the most | 
senior levels, be enthusiastic and be able to work flexibly in a team. 
environment. Strong institutional. development and capacity 
building skills, and 10 years experience are a pre-requisite. 








Full time posts require a relevant qualification, at least 3 years | 
experience and a willingness to travel, along with a balance of. 
bed business eiat: i od bus ini and cons 








Call for Competitive Biddin 


Study on Tropical Fruits and Vegetables. 











The Common Fund for Commodities (CFC) invites 
bids from consultants or consulting companies to condu 
an assessment of needs and the feasibility of commercial 
production of certain tropical fruits and vegetables, with a 
view to diversifying the exports of both Ethiopia and the 
Sudan. Detailed Terms of Reference can be accessed on We 
website www.common-fund.org under "consultancies". 


PRA E PER DIMES MAREN ETIERIMMEN 


The successful consultant would be expected to 
submit a well-structured and detailed report in English, 
including specific recommendations for action, based on 
the analysis made. «T 


Interested consultants or consulting companies | 
should submit bids outlining proposed methodology, | 
work programme, time frame and budget, providing CVs | 
of persons involved, details of past experience and | 
corporate profile. The offers should reach the address | : 
given below on or before 28 March 2003. vu 


The Managing Director 
Common Fund for Commodities 
P O Box 74656 
1070 BR Amsterdam 
The Netherlands 
Fax: +31-20-676-0231 
























Cultural Tourism 
Eeotourism and Conservation 


a ee a 


fasteemationmat Tratin Kex lante 


Sto Pease visit our website for more information: www.thres 
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For further information and 
application pack 
please contact: 
^ s Melanie Ward 
- "Bartlett Scott Edgar 
~ Bartlett House 
65-67 Wilson Street 
London EC2 2LT 
Telephone 020 7382 7528 
xs e-mail 
2 britishcouncilOberlett. co.uk 


Tha British Cauncil is committed to 
lod policy of equal opportunity. 


The United Kingdom's 
international organisation 
for educational and 
cultural relations. 


ooo We guarantee an interview to 
disabled candidates who meet 
the essential criteria. 


. . Please state preferred format for 
> application pack: standard, 
large print, Braille, computer disk 
pn or audio tape. 


www. brit 


| EUROPE S LEADING INTERNATIONAL - 
TOURISM CONSULTING FIRM -. 


. URGENTLY SEEKS 
CONSULTANTS AND PROJECT TEAM LEADERS 


Wd for both, short and long term projects in Asia, the Middle East. Latin America and the Caribbean. 


U Ce Candidates rust be proficient in English and ideally ini least one other language. Experience 
dod Pes funded by the EU., WB, ADB. UN. EOB. or the WELO. is required. 


Candidates are sought in the following tourism areas: 


Community Development and Rural Tourism 
UR Development and Awareness Programmes 


Candidates are invited to send their CV (with photograph) to: lith@thres. 


Salary and benefits and further information about the jobs are available on application. 


ird in England asa a chariy | Ssing date for i tenes March 2003. 






ds: seeking international’ — | 


‘conomist es 
conomist g consultants with experience ini oues 








|a Human Resources Planning and Mgt. - 
a Health Management Information Systems. E 
3 Public Health / PHC, 

aa Pharmaceutical Mgt. and Distribution. 

a Health Project Management / Team Leader. 





TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION 
CONTACT: 



























London: Ruth Fox 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 

ruthfox 9 economist.com 


Necessary requirements: 

a IQ - 15 years’ professional experience in 
developing countries, especially in 
portuguese speaking countries. 

a Knowledge of CE projects sud procedures. 

z Language skills: Portuguese. 

ONLY CANDIDATES WITH THIS. 
EXPERIENCE AND MEETING THESE — 
REQUIREMENTS WILL BE 
CONSIDERED. 
Please send applications by e-mail to: 
| CVCONSULTORK Gera es 


Laon eee SN 


* Quality Control Systems and Certification 
« Marketing 

* Tourism Development Planning 

* Legislation 







New York: Beth Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber 9 economist.com 
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Tek: +34 93 206 38 50 











































Development Services is part of the British Council. We bid for and manage support to projects funded by 
international aid development agencies to assist social and economic reforms in developing countries and 
countries in transition. We are active in such areas as education reform, health sector reform, public 
services management, social development/institutional development, vocational education and TAMNI 
and economic development. 


We are looking to recruit up to five positions for which you wili need the following key competencies and 
experience: 


Senior Sector Specialists and Sector Specialists with recognised expertise in one of the following 
sectors: 
* education (education management or distance learning or innovative learning solutions) 


* health (health sector reform or decentralisation and community health or HIV/AIDS prevention and 
awareness). 


We are looking for in-depth knowledge of one of the sectors outlined above but particularly welcome 
applications from candidates who are able to demonstrate an additional knowledge of other sectors in 
which the British Council's Development Services is active. 


Senior Sector Specialists Ref: MH03002 


You will formulate a strategy for developing services in one of the above sectors and will support the 
delivery of contracts in this sector globally. You are likely to have at least ten years' relevant experience of 
working in one of the two sectors outlined above. 


Sector Specialists Ref: MH03003 


You will contribute to the growth of our presence in one of the above sectors. With a proven record of 
writing winning proposals and implementing development projects, you are likely to have at least five 
years relevant experience. 


Business Development Consultants Ref: MH03004 


You will contribute to the growth of our portfolio across all of the sectors in which we are active by 
developing new business. You will have a proven record of writing winning proposals for development 
projects and are likely to have at least five years’ relevant experience. 


These jabs are based in Manchester and involve regular overseas travel. 
You are invited to apply for any or all of the above posts in which you are interested. 








shcouncil.o org 














A member of the Consultative Group on International Agricultural Research (CGIAR), the WorldFish Center is 
international, non-profit scientific institute conducting fisheries and aquatic research in tropical developin 
countries. The WorldFish Center requires highly competent and motivated individuals to fill the following executi 
and high-level positions based at the Center's Headquarters in Penang, Malaysia: 


En 
EE S PS 







-The Associate Director General/Corporate Services is an Executive level position with full responsibility for leading, planning, managing, executing and assessing. S 
WorldFish's support services to enable the research and related activities of the WorldFish Center to deliver results. WorldFish Center operates in a decentralized, 
partnership mode, having staff in 10 countries, projects in 25 and partnership networks in many more. 


This position is designed to develop and lead a client oriented Corporate Services Division of the WorldFish Center through the following Terms of Reference: 


A. Leadership, Planning and Management v 
Assume leadership and full management responsibility for all Corporate Services functions and activities including human resources, finance, administration, operations, 
information technology and institutional support. Continuously plan, monitor, evaluate and improve the efficiency and effectiveness of service delivery methods and. : 
procedures. e 


B. Management, Finance, Human Resources, Information Technology and Administration 
Advise the Director General on policy relating to Corporate Services of the Center and its physical facilities. Ensure the financial stability and viability of the Cente 
through proper financial planning and management. Manage the staff of the Corporate Services Division at Headquarters and oversee the integration of Center-wid 
corporate services functions with all WorldFish Center sites. 





C. Institutional 

As a member of the Executive Management Team, assist the Director General in the overall management of the Center and act on her behalf as needed. Handle 
government relations relating to the smooth operations of the Center in Malaysia. Provide and oversee the services of Secretary to the Board of Trustees. Handle lege 
and institutional activities. Ensure that the Center infrastructure and Physical facilities are kept to international standards. 


The ideal candidate for this position should have: , 
* Advanced university degree (MBA/MA) preferably in management, or similar discipline with strong emphasis on financial management. * A comprehensive knowledge: 
of organizational policies and practices in research organizations is highly desirable. + High levels of: administrative and managerial skills. « Charisma and excellent tru: 
and relationship building skills, * Outstanding interpersonal skills. + Tact, diplomacy and discretion in dealing with sensitive issues. * Capacity to manage, supervise an 
evaluate the performance of Corporate Services managers and, capacity to work in partnership with other executive and senior managers to develop the management an 
reputation of the Center's human and physical resources. * At least 12 years of experience in the areas of general management including human resources and in financial . 
management at international and multicultural levels. * Strong business experience in public and private sectors. o 





The Resource Mobilization Office (RMO) is a new core unit responsible for mobilizing the Center resources under the direct guidance and supervision of the Director 
General. The Office will engage in strategic resource mobilization (including public awareness and marketing) and play a key intermediary role in matching the needs. 
and priorities of the Center with donor and potential donor priorities. In partnership with donors and Center programs, the RMO will pursue strategic alignment that help 
ensure that resources mobilized are channeled to high priority areas. The RMO will have a significant role over the next several vears in assisting the Center develop 
strategic relationships with appropriate parts of the private sector. 


Main responsibilities include: x 
Developing appropriate resource mobilization strategies, approaches and workplans for financing and finding other resources for Center operations. Mobilizing 

from a variety of sources and ensure a broader donor base for a stable, adequate, and predictable funding inflow for the Center. Building donor confidence through gl 
promotion of WorldFish activities and its achievements and regular dialogue with donors. Monitoring and evaluating issues and trends in the resource mobilization 
and develop appropriate policies and guiding principles for adoption by the WorldFish. Ensuring effective systems of reporting and information on impleme 

projects to donors and stakeholders. Developing creative approaches and innovative resource mobilization techniques with non-traditional donors and the § gene 
Harmonizing multi-level public awareness and resource mobilization activities, including promotion of the image of the Center and help stimulate interest in and 

for the WorldFish mandate. Advising and leading internal accion to enhance the resource mobilization capacity of relevant other staff in WorldFish. Coordína 

actual and potential donor base and develop specific strategies and value work plans for different donor segments. Developing innovative approaches for the developm 
and submission of projects for consideration by potential donors. Help define and strengthen the role of the Center regional offices in the areas of resource mobilization 
marketing and public awareness. 5 





The ideal candidate for this position should have: ; 
An advanced university degree, preferably in business management, international relations, marketing or similar discipline. Comprehensive knowledge of organizational 
policies and practices concerning the management of an extensive donor base, preferably in non-profit organizations. Outstanding administrative, managerial and. 
leadership skills. Experience in resource mobilization management for maximum results and widest inclusion. Excellent trust and relationship building skills. Outstanding 
interpersonal skills. Tact, diplomacy and discretion in dealing with sensitive issues. A proven track record in resource mobilization, and at least 8 years of experience in 
the area of resource mobilization and/or advanced marketing at national, international and multinational levels, Strong business experience in the private sector would 
be an advantage. 
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WorldFish Center offers an aracivel tatersatiouslly competitive salary and benefits akane, The initial contract for both Dodo N vill ll be for a period 
of three years, with the probability of extension based on performance. The positions will be open in October 2003. 


WorldFish Center ix an equal opportunity employer and welcomes all applications regardless of gender, nationality, ethnic origin, religious persuasion or pati 
beliefs. Applications from women and developing country professionals are especially encouraged. 


Applicants are invited to send their curriculum vitae, photocopies of supporting documents and the names of at least three professional referees ( includin 
telephone and facsimile numbers and e-mail address}, preferably by e-mail, in confidence, to: : 


The Senior Human Resources Manager, The WorldFish Center, GPO Box 500, 10670 Penang, Malaysia. 
Tel: +604-626 1606, E-mail: k.tan@ cgiar.org, www.worldfishcenter.org 


Note: The closing date for applications is 30 May 2003. It is expected that a final decision will be taken in July 2003 and that the successful candidates will 
up duties in October/November 2003. For further information about the positions, please contact the Director General of WorldFish Center, Dr. Meryl J wi 
at m, J.williams cgiarorg; telephone +604-6261606 ext. 206 
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Appointments 


Aliane 


Senior Programme Officer/Programme Officer 
Research & Evaluation 


The International! HIV/AIDS Alliance, which supports community 
action on AIDS in developing countries, is recruiting for a research 
and evaluation (R&E) specialist, with responsibility for the 
development and refinement of an overall R&E framework for all 
Alliance programming, and for support of other programme 
colleagues in the development of supplementary R&E activities for 
specific countries or programmes. Salary range: UK£26,000-36,000. 


For details about the post requirements and application 
procedure, see our ‘What's New!’ section on the Alliance website 
www.aidsalliance.org. 


Qualified candidates living with HIV/AIDS are particularly 
encouraged fo apply. 


European 
Investment 
Bank 


A career in the heart of Europe 








COORDINATOR, GoldenRice™ Network 


International Rice Research Institute (IRRI) 
DAPO Box 7777, Metro Manila, Philippines 


IRRI is seeking a coordinator of the Golden Rice Network to join 
research staff at its headquarters in Los Banos, Philippines. The 
coordinator will work with plant breeders, biotechnologists, IPR 
specialists, and biosafety and regulatory agencies in Asian countries to 
facilitate the development and deployment of transgenic GoldenRice™, 
which aims to alleviate vitamin A deficiency among the poorest rice 
consumers. 


Interested candidates should have a PhD with research experience in 
biotechnology, familiarity with biosafety regulations, and IPR issues 
concerning transgenic crops, and experience with the 
commercialization of transgenic crops. 


A complete position description and information about IRRI can be 
found at www.irri.org/irsjobs.htm or contact the search committee 
chair, Dr. Graham McLaren (g.mclaren&cgiar.org). 





The EIB, the financing institution of the European Union, is seeking to recruit for its General Secretariat (SG)/Governing 
Bodies and Protocol Division - Audit Committee, in Luxembourg, a (m/f) 


Auditor - Assistant to the Audit Committee 


4-year fixed-term contract 


Responsibilities: * Audit Committee's Secretariat: Analyse all relevant information and pupae enda to the Committee 
rs; supervise the logistics of the organisation of committee meetings; provide the Committee with all the information needed for the 
meeting; attend the meeting, prepare minutes and draft the annual report to the Board of Governors in order to ensure that the Audit 
Committee receives all the information needed to fulfil its role and to record its work and decisions. *« Briefing of the Audit 
Committee: Collect and analyse the information concerning the EIB activity and brief the Committee Members accordingly in order to 
draw their attention to any topic of importance. * Internal and External Relations: Develop and maintain relations and effective 
communication with Internal and External Auditors in order to assist the Audit Committee in its coordinating function between Internal 
and External Audit. * Assistance to the Audit Committee: Based on the Committee's request, collect and analyse data and 
re reports on specific subjects in order to provide the Committee with independent background information and assist its members 

in ing an opinion. * ination between the Audit Committee and the EIB: Ensure an efficient flow of information 
bianko Committee and the Bank's services in order to promote a fruitful cooperation between the two instances. 


Qualifications: * Universi in economics, business administration, or equivalent, and professional experience 
as Chartered Accountant (CPA or equivalent), “réviseur d'entreprises" and/or certified internal auditor (CIA). 
* 5 years' yas Coons preferably as an external auditor (specialised in banking audits) and audit experience in a financial 
institution. * Banking experience would be an advantage. * Fluency in English and French, both written and spoken. 
* Knowledge of ano "EU or Accession country language would be an advantage. 

Competencies: * Accountability and commitment. * Integrity. * Self starter. ¢ Analytical skills, capability to synthesize. * Sound 
Meme * Very good written and verbal communication skills. € Good interpersonal skills and diplomacy. * Ability to deal discretely 
with confidential matters. * Occasional availability to work outside normal hours. 


Applicants must be nationals of a Member State of the European Union or an Accession Country. The EIB offers 
attractive terms of employment and remuneration with a wide range of benefits. It is an Equal Opportunities Employer and particularly 
welcomes applications from women. 


ededions should include a cover letter quoting the relevant reference number and a curriculum vitae in English or French 
and be sent to: 

EUROPEAN INVESTMENT BANK, Staffing Division (Ref.: SGO3ECOO5) 

L-2950 LUXEMBOURG. Fax + 352 4379 2545. E-mail: jobs@eib.org 


Applications will be treated in the strictest confidence. They will not be returned. 
Personal data are protected by Community Regulation. 
For further particulars about the EIB, its remits and how it operates, visit the EIB's website: http://www.eib.org 
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d United Nations Office tor Project Services 


NEP/99/013: Tourism for Rural Poverty Alleviation Programme 
-Background/Project Objective(s): 


The Tourism for m Poverty Alleviation Programme is funded by UNDP Nepal with 


the intention to. bring together major concerns of the Government of Nepal - 
poverty. alleviation, decentralization and tourism development. The project is 
taoking to fill the following international positions: 


A) Marketing Advisor (international) (Duration: 12 months, Duty 
Station in Kathmandu, Nepal) 
Major Responsibilities and Qualifications: 


“The primary responsibility of the Marketing Adviser (MA) will be to assist the Nepal 


Tourism Board (NTB) to prepare a focused plan of action to promote Nepal as a 
premier destination. S/he should have a master's degree in tourism or in an 
appropriate discipline with a specialization in international marketing and 
experience working in the relevant field with an overall working experience in the 
third world countries. She should have prior experience with the policies and 
legislation guiding tourism development in Nepal. 


B) Tourism Policy/Strategic Planning Expert (international) (Duration: 
6 months, Duty Station in Kathmandu, Nepal); REF: NEP/99/013/TP 


Major Responsibilities and Qualifications: 


The primary role of Tourism Policy/Strategic Planner is to assist Ministry of Culture, 


Tourism and Civil Avíation (MOCTCA) to formulate and review pro-poor tourism 
policies, S/he should have an advanced degree (preferably at doctoral level) in 
Tourism or relevant discipline with international experience in formulating tourism 
strategic planning; be experienced in dealing with the government and the private 
sectors at their most senior levels; and be experienced in rural based tourism 
development and community development in third world countries. 


Applicants are advised to send in their CV and quoting the respective reference to: 
United Nations Office for Project Services 
Level 8, Wisma Amanahraya Bhd. 
15 Jalan Seri Semantan 1, Off Jalan Semantan, Damansara Heights 
50490 Kuala Lumpur, Na aya 
or Fax No: 603-2087 5655 or e-mail: vacancieskHh 


| By close of business in Kuala Lumpur, Malaysia: 23 March; 5.30 p.m. 
For the full Terms of Reference, please logon to our website at www.u 
Only short listed candidates will be notified. 


UNIVERSITY 


Institute of Economics, Copenhagen 
invites applications by economists with 
distinguished research record in Finance. 


* Visiting Professor 
with established international 
reputation. 


* Assistant/Associate Professors 
with excellent publication record. 
PhD levels. 
* Post.-Doctoral Fellows 
aiming at high quality research. 
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Positions in Finance at University of Copenhagen 


Situated in the heart of Copenhagen, 
the Institute of Economics at University 
of Copenhagen is a highly research- 
oriented department within Denmark's 
premier university. The Institute is one of 
the leading economics departments in 
continental Europe, and is currently in 
the process of expanding its research 
and teaching in finance. The Institute 
offers courses at Bachelor, Masters, and 


International Finance Corporation: | 
a Member of the World Bank Group. 


Operations Manager - Moscow - 


IFC, a member of the World Bunk Group, promotes private sector investment 
in developing countries which will reduce poverty and improve people's lives. 
IFC's Private Enterprise Partnership (PEP) executes a major donor-funded 
program of private sector technical assistance (TA) in the CIS. : 


The Operations Manager will join the PEP team in Moscow to support and. | 
expand the growing portfolio of TA projects focusing on private sector d 
regulatory policy issues. Currently, this portfolio includes projects in Belarus... : 
Ukraine, Uzbekistan and Tajikistan, and covers a number of diverse topics. | 
from business inspections to capacity building of business associations. ooo p 


Responsibilities: cM 
Provide guidance and operational support to Project Managers working on. | 
policy projects across the region to ensure that projects reach target goals. 
Provide expertise on best international practices for select regulatory issues. 
Expand and déepen PEP's policy portfolio by developing new project - 
proposals and working with other management staff to raise donor funding. 2 
Create a central informational resource at PEP for cross-country policy 
indicators in PEP's portfolio 


Qualifications: 
Master's degree in Business, Economics, Policy, Law, or equivalent, - s 
At least 7 years private sector / policy experience, ideally partly in the CIS. 
Thorough understanding of regulatory issues from private sector andi 
policy standpoint, 
Russian language skills strongly preferred. 


For Corporate information, please visit IFC's web site wens 
Send resume and cover letter to: ifepep-recruit @ife.org indica ng i 
position title in the Subject Line. 
Closing Date: March 30, 2003 


OF COPENHAGEI 





The institute is well resourced and offers 
excellent faculty support including 
conference funding, outstanding library 
facilities, and research assistance. 


Closing date: March 28, 2003. 


The official call for applications can be 
found on www.econ.ku.dk/jobs 
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EC Research Training Networks 
Pre- and Post-doctoral Fellowships 






| The Centre for Economic Policy Research coordinates a 
. number of Research Training Networks, funded by the 
. European Commission. These Networks offer opportunities 
for pre- and post-doctoral research fellowships, based at 
_ various universities throughout Eurcpe. 















.] We have recently launched four new networks on 
| monetary policy design, trade and development, 
pension reform, and competition policy, and are 
| recruiting young researchers to fill fellowship vacancies in 
these and our other networks. 



















Ü D The terms of the funding contract specify that applicants 
.] must be a national of an EU Member or an EU-Associated 
| State. 






Further details of the fellowships, the eligibility criteria and 
ow to apply can be found at 


p www. cepr.org/vacancy/network vacancies.htm 


s networks operate an equal opportunities policy 
j we encourage female researchers to apply for these 










Britain's leading 
independent think-tank 
on international 
development and 
humanitarian issues 


Overseas 
Development 
institute 


.. Research Fellows cef. rF33) 


We are seeking exceptional candidates to combine research, policy advice 
nd public affairs, in the following areas: 










_ « IEDG - Aid and international macroeconomics 
 c* IEDG ~ EU-developing country relations 
-<+ CAPE — Aid and Public Expenditure 






s] For these challenging posts, we require a post-graduate degree, strong 
v] research record, good international experience (3-5 years minimum), and 
d outstanding writing and communication skills. 














= Further: information on ODIs work is available on our website 


5C (Qwww.odi.org.uk). 





: ‘Closing date: 11 April 2003 






Y : Salaries: University Research scales inclusive of London Weighting. 
= Range IA-H (£20,399-£45 20) dependent on experience 


and qualifications). 






Further details and an Appucation form can be obtained from: 


Website: y 
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Annin beieinander E—— 


JOB HUNTING INTERNATIONALLY 
Executive $75K-300K+. Career searching into, within or out of — 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: 
USA/Canada +] 202 4781698 
Europe +44 20 75048280 
Asia / M. East / Aus *66 2 2674688 






Email: 
cpamericagecareerpath.co.uk 
cpeurope(@careerpath co.uk 
cpasia(a)bkk.loxinfo.co.th 
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Claims Brought Against William Cadogan, Robert W. Switz 
and ADC Telecommunications, Inc. 


Announced By Glancy & Binkow LLP 


Notice is hereby given that a claim has been filed on February 26, 2003, in the 
United States District Court for the District of Minnesota, Case No. 0:03cv1194, 
on behalf of shareholders who purchased securities of ADC 
Telecommunications, Inc. CADO") between November 28, 2000 and March 28, 
2001, inclusive (the "Class Period"). 


The Complaint charges ADC and certain of its executive officers with 
violations of federal securities laws. Among other things, plaintiff claims that 
defendants' omissions and misleading statements concerning ADC's financial 
prospects caused ADC's stock price to become artificially inflated, inflicting 
damages on investors. 


Plaintiff. seeks to recover damages on behalf of ADC shareholders and is 
represented by several law firms including Glancy & Binkow LLP. 


if you are a member of the period described above, you may move the Court, not 
iater than 60 days from the date of this Notice, to serve as lead plaintiff, however, 
you must meet certain legal requirements. if you wish to discuss this action or have 
any questions conceming this Notice or your rights or interests with respect to 
these matters, please contact Michael Goldberg, Esquire, of Glancy & Binkow 
LLP. 1801 Avenue of the Stars, Suite 311, Los Angeles, California 90067, by 
telephone at (310) 201-9161, Toll Free at (888) 773-9224, 
or e-mail to Info@ glancylaw.com. 


Business & 
Personal 


OF FSHORE | 


TAX-F REE 


Companies world-wide 













Formation and administration of 
companies, opening of bank accounts [l 
.. EMfmwmaiforwanlingservice — 
UNITED KINGDOM r] 
LONDON 


LAVECO Ltd. [| 


TL: 444-207-556-0900 


FOXBURY MANOR, Kent | 
An 11,000 sq ft manor house | 
>8 miles from Canary Wharf | 
>4 acres of landscaped grounds 
with lake and mature gardens 


| 
»£4.500.000 | Fax: (4-207-556-0910 T] 
PM E-mail: fondon@laveco.com 
Richard Piddock i ac MMCLCM M M M EI 
JDM 020 8325 8000 | HUNGARY $ 


Pel: $36-1-217-96-8 1 
Fax: +36-1-21 7-44-14 
E-mail hungary@laveco.com f] 


ROMANIA 
dei: +40-722-326-329 T] 
Fax: 40-21-313-7177 
E mail: romana lavecs.com 


Martin Redman 
Hamptons International 
01372 469 279 


e 


The 


IDGERHHDBM  ————— re ne 2» — —————. CR ODD RE NNCOPOC PEE ER [] 
TO ADVERTISE WITHIN THE CLASSIFIED base NS 
SECTION, CONTACT: X Es BE 
Pax: +357-24-636.070 


Mons Von Rahden, Frankfun 


Tet (4969) S75 87219. Fax: (4068 S75 Breet. 
Email: monavorirahdan@ econamiat.com 


Nathalie Henault, Paris 
Tet (331) 8303 6604. Fas: (531) 5398 8805 
Emaii nathatiehenault& econamist com 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


SCF 





GROUP 
EST. 1989 
IPEMCE! i A sit our FT Magazin 


LICENSED CO. V e 
' ANWW.S 


& TRUST MANAGEMENT 


8g 


DELAWARE USA IMMIGRATE TO CANADA 

Speciasts in setting up Delaware Corporations. General, Airooft, "We Can Help" 

Boat & Shelf Corporations. Coll or write for our FREE KIT! Years Experience in Immigration Matter 
stry, quality service for a 
med reasonable rate. 

3511 Shverside Rd, #1054 © , DE USA 19810 
3024774800 © 00-321 CORP © FAX 302-477-981) 
E-malt. cop@debeg.com * Internet http / / deireg com 


http://www.somjen.com 
Email: som|en ar somjen.com 
"inte «IU d may MI t 


Offshore Corporations 
Banks, Trusts, Foundations 
Bank A/Cs, Credit Cards | 
e dftsizilo EE and 


WWW. sLOBAL Vil NEY «eo f zteiagilalicitez li lelg Tols’ pit 


T 
"IVISZEIISIMTE "419. VSI 


WWW.CGOM-EXP.COM 


f tel: +44 (0) 20 76369618 
| fax: +4410) 20 76369617 | 

e-mail: econ@com-exp.com 

314 Regent Street 

London W118 JBG, UK 


ffshore companies 
gmc@global-money.com 
Fax: +3120-5241407 


CANADA...a world of opportunity 


Bar 


www,akcanada.com 





Abrams & Krochak 


orm Semet, Sume AU. Tornata, Contar, 445 ERI 
16 v WU Pee, ++ (1) 946 82 OC 











` * 


ROYAL ASCOT 





Tuesday 17tb - Saturday 21st June 2005 


There is only one Royal Ascot, but now there are five days to 
enjoy it. Celebrate in style with first class hospitality, superb 


cuisine and exceptional service. 


Call Ascot Hospitality on 01344 878 555 or visit www.ascot.co.uk 
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for OFFSHORE & UK COMPANIES @ the best prices contact us today 


. LONDON: © 


For immediate, friendly advice, please contact: 
Helen Harper LL. B (Hons), Dip. Law, AO! Janson Lotery B.Sc (Hons) 
E-mail: helen@scigroup.com E-mail: janson faroup.com 
Charles Baker M.A. (Hons) 
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AN INCREDIBLE 
INVENTION 


costs by up IO AO 





oven to cut electricity 
seeks | K mad OVCTSCUS 


Ins top quality high tecn 


Manufacturet 
distributors for 


istomer demand 


product with amazing ¢ 


+44 (0) 1872 223000 


72 654 125 








Offshore companies, trusts & planning 


Expert & professional advice pass 


at affordable prices 


GIBRALTAR; 
Stuart Stobie 


ESS eS EN 
SovereignGroup.com 


UNITED KINGDOM U.S.A. 

Simon Denton William H. Byrnes 

T. #350 76173 T. 4852 2542 1177 T. «44 1624 699800 T, #44 (0120 7389 0555 | T. +1 (305) 579 5346 

F. +350 70158 F. «852 2545 0550 F, «44 1624 699801 F. 044 (0120 7930 1151 | F. +1 (305) 579 5345 
gibàSoveresgnGroup.com hk@SovereignGroup.com iom@SoveresgnGroup.com uki@SovereignGroup.com usaldSovereignGroup.com 


HONG KONG 
Michael Foggo 


ISLE of MAN 
Paul Brennock 
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OFFSHORE 
COMPANIES 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 


+ Solutions for Expatriates coreuk@ocra.com 


LUXEMBOURG 





$4 (1624) 811001 


ocra®ocra.com 


HONG KONG 


ocra = ocra-asia. com 


LONDON 
lonattia Y 





luxembourg @ ocra.lu 


SINGAPORE 





e Setting up a business overseas 





2^5 n 11 D 
singapore € ocra-consulling. com 


Contact David Stevenson 
FINLAND 
for further information: Til Sahiyrer 


); NIHA 2S9 


T: +44 (1624) 818899 358 (9) 6969 2565 


como fi 
MAURITIUS 
E: business@ocra.com 


wot) Saw 
ocra @ ocra-mauritius.com 


ro: WOA OIO SN 


www.ocra.com 





9» Economic and financial indicators 


Overview 


The dollar hit a four-year low of $1.10 
againstthe euro after comments by John 
Snow, America's treasury secretary, that he 
was "not particularly concerned" aboutthe 
currency's decline. America’s GDP growth in 
the fourth quarter was revised up to 1.4% at 
an annual rate—double the initial estimate 
^. of 0.7%. But real consumer spending fell by 
<. 0.3% in January. 


d : Australia, Canada, Italy and Spain all re- 
ported GDP growth of around 1.5% at an an- 
nual rate in the fourth quarter. 


_. Unemployment in the euro area rose to 8.6% 
in January, its highest for almost two years. 
5 Spain had the highest rate, at 12.1%. Euro- 
area retail sales fell by an unexpectedly large 
..9% in the year to December. 


apan's jobless rate rose to 5.5% in January, 
qualling its record high of October 2002. Its 


ore inflation rate (which excludes the prices 


fresh food, and is closely watched by the 
ank of Japan) fell for the 40th consecutive 
nonth, dropping by 0.8% from a year earlier. 


(hile most central banks are lowering rates, 
he Bank of Canada raised its interest rate by 
| quarter-point this week, to 3.0%. This fol- 
owed a spurtin its headline inflation to 
5% in the 12 months to January. Canada 
las seen the fastest growth (3.9%) of all the 
ountries in the table over the past year. 














on more countries, as well as currency tools, 
ind charts for shares and indices worldwide 
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Output, demand and jobs 















































% change on year ago 
The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) | “arate 
pa" 1year — 2003 — 2004 — — latest — latest latest ^— yearago 
Australia — — «16 +30 04 +31 +34 +16 B +54 Q& 61Ja 70- 
Austria +03 +12 03 +12 +20 -15 De +09 Dec 41 Jan 39. 
Belgium +08 +16 04 +13 +23 -08 De -49 De 11.8 Feb? 10.8. 
Britain — — — *13 +21 06 +22 +27 -14 Dc — *42 Ja ^ 5.1 Del! 5.2 
Canada — tt 16 +39 4 +30 +33  — «56 De +24 Nov — 7.4Ja 79- 
Denmark — -0.1 +09 0% +18  *24  -17 Dec — *24 De — 54 De 5.1 
Frame O *09 +17 04 +14 424 70.1 De — - 19 Dec — 9.1 Jan 88- 
Germany — — - 0.1 +05 Q4 +05 +19 - 14 De +13 Jan — 10.5 Feb? 9.6. 
Italy — — —— *15 +10 06 412 +422 ^ *2.1 Dec +19 Noi — 8.9 0t 93- 
Japan — — +20 +26 Q4 +05 +06 —  *15 Jn —— ~ 3.0 Dec — | 5.5 Jan 5.3 
Netherlands = + 0.4 +03 Q4 +08 — «2.2 — — - 6.8 Dec —— ~ 2.5 De < 4.3 Jan** 3.4. 
Spain — — — * 14 +21 Q4 +22 +29 +25 De +48 Not — 12.1Jan 10.9 — 
Sweden +16 «200€ 419. 425 —— — - 2.0 Dec — *43 Jan ' 5.1 Jan 44. 
Switzerland — + 1.4 +08 Q4 +09 +19 — -35 Q3 - 2.8 Dec — 3.8 Jan! 2.6 - 
United States — « 14. «29 04 +25 +35  *20 Jan +43 Jn 5.7 Jam 556. 
Euro area —  *12 +09 03 +11 +22 _ -05 De — -19 De 86 Jan 81i- 








*% change at an annual rate. ÍNot seasonally adjusted. tNew series. Htoct-Dec: claimant count rate 3.1% in Jan. SEUR harmonised rate 
8.6% in Jan. **Nov-Jan, new series 





Prices and wages 
% change on year ago 
The Economist poll 











Consumer prices consumer prices forecast Producer prices.  Wages/earnings - 

"D . latest  yearago 2003 2004 „latest — yeatago latest year ago 
Australia —  — 3 *« 30 04 +31 +27 +29 +16 Q0 -07 +39 Q +49 
Austria +17 Jan +21  *17 +15 +44 An - 04 422 An +25 
Belgium — — — «17 feb +26 — *13 +145 ^ *11 Jn -16 +22 04 +31 
Britain — — — «2.9 Jan +13 — *2.6 — «25 *16 Ja  -0.6 +37 De *34 
Canada — + 45 Jan +13 +28 +23 +20 An - 11  *21 Nw *31 
Denmark — — «2.6 Jan +25 +21 +19 *13 Jm +06 +39 03 +43 
France — — .*2.0 Jan +22 * 15 +14 —— *2.1 Jan  - l1 +34 03 +42 
Germany — — * 13 Fe «18 ^ £10 711 — * 12 Jen +02 ^ *2.7 Dec +22 
Italy — ^— 7 *26 fe +23 +23 +20  *15 Dec — - 13 +21 De +28 
Japan - 0.4 Jan ~ 14 - 0.6 - 0.5 - 10 Jai -2. +405 Jan -27 














* Revised series. 
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Money and interest rates mE The Economist mM price inde 






























19954100 i 
Money supply* Interest rates % p.a. (Mar 5th 2003) m % ch 
* change on year ago 3-mth money market — — 2. year 10-year gov'tbonds ^ corporate Pee eat. RATAN e 
ce harrow — broad — — latest — yearago — gov'tbonds — latest — yearago — bonds — pop rindek ^— ^ 7777 M RT 
Australa -97 410.4 hn — 478 ^ 4339 429 — 498 ^ 612 602 ^ sem; ON ee 
Bd — 051. «6400. $1101. 400... 309. | 12 515. a pe a e 
Canada — £567 — «49 Jn — 301 — 207 ^ 354 — 491 588 (8i — lE 0 m 
+ 7.4 + 9.1 Jan 2.70 3.70 2.54 4.04 5.28 6.78 * 
Japan —— 3236 «420 Jan 002 — 00] 004 0/6 14 AT — *10 tea 
uan  — 01 Ge De — 4]. Oe 195. 35. 592 a tO LE EL 
Switi 413.2  *80 Ahn — 056 1.77 O22 . 21 358 338 Metals .— 765  Á 746 — *i14 TTA. 
United States « 2.9 +62 Jan 123 181 129 362 504 5g; Sterling index K 
Eyroareal — «98 + 7.4 hn 2.48837 ^ 225 ^ ^ $38) ^ 509 ^ 43i Utm. 786 785. a 
Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. TGermany for bonds, Benchmarks: US 30-year 4.74%, Japan Euro index 
No.247 0.77%. Central bank rates: US fed funds 1.25%, ECR refinancing 2.75%, BOJ overnight call 0.001%, BOE repo 3.75%. Sources: Alitems —— 95.8 — 95 8 VN cri 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbdrsen, UBS Warburg, Global Insight, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks’ offers, Ali items 97.8 98.5 


Stockmarkets Iper Or .. 39049 129590 a 
Market indices West Texas Intermediate 

























% change on $ per barrel — 36.04 ^ 36.89 — «10 
2003 one record Dec 31st 2002 * Provisional, Í Non-food agncutturats. | 
Mar 5th high low week high in local in$ 
PE E REG RET CE EET AA ERR RUPEE RUE RR RENE US NEL EL RR 
Australia (All Ordinaries) — — 2,749.7 — 3,049.6 2,7497 -49  , 220.1 776 + 12 
Austria (ATX) 1159.4 1,1878 11355 +13 ^  -333 ^  * 08 +54- 
Belgium (Be 20) — ^ : 1608.1 2,741 ^ 1,6081 ^  - L2 ^  -563 -206  -169 
Britain (FISE100) — — ^ — 1,563.5 4,009.5 34808 ^ - 0.28 ^  -486 - 9.56  -10. 
Canada. (Toronto Composite) 6,389.9 — 6,837.3 — 6,389.9 - 18 439 - 354 48 











Japan (Nikkei 225) — 8472.6 8790.9 83168 = + 14 ^  -782 ^ - 12 mt 

. (To)  — 1 8228 ^ 865.4 760.31  t*95 :Ji5  . 724 7 12 
Netherlands (AEX) 2535 RES 337.3 2534 — o nil -63.9 -214 -17.8 
Spain (Madrid SE) 618.0 ^ 68318 ^ 6070 +18 -461 -25 +20 
Sweden (Affarsvarlden Gen) 135.1 153.4 1342 +02 -663 -70 - 3.2 
Switzerland (Swiss Market) 3,966.2 — 4,965.3 — 3,9662 = 21 -529 -144 -10.9 
United States (DJIA) 7,775.6 8,842.6 7,7049 -04 ——— -33.7 -68 68 
E EAEE. (S&P 500) 829.9 9317 8174 +03 -45.7 ~ 57 7597 
|... (NASDAüComp) 1,314.4 2,359.5 1,277.4 toe e. ~ - 16 -16 
Europe (FTSEEurotop300)' ^— 745.8 ^ 890.8 ^ 7458 ^ - 0.3 ^ -563 ^ -130 = 90 - 
ADU D DMANCIIONMELIONM O U CNN CONSE 
Wotd(MSC! — —  — 148.8 | 830.7 74131 —— 3 +06 ^ 7-485 ^ na -59 
World bond market (Salomon)? — 547.6 547.6 518.6 * 12 nil na + 4.2 


nri ei iata arii SE RRA IRAP Ó T i rR ra win oh AR ne NR n AA ARIMA RPGR AMARA man I PI MX Ó— RAR RB A 


*In euro terms. Forgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
Salomon Smith Barney World Government Bond Index, total return, in $ terms. 


Trade, exchange rates and budgets 
























Trade balance*, $bn LL Current account UE Exchange rate " Currency umts Budget: | 
latest 12 $bn The Economist poll trade-weighted | per per per pet balance: 
months latest 12 mths % of GDP, forecast 1990100 $ £ euro — Y100 % of GDP 
ETE ne ees ADEM: 2003 2004  Mar5th yearago  Mar5th yearago — — ROR 
Australia — - 60 Jan ~ 477 dà —-43 2328 02 782 IL ARCU 162 1.92 2.60 3 125 ^ 138 |. 01: 
Austria + 0.4 Nov 0 + 08 D« — -07 — c-14 7| 101,385 100.3 — 091 115 146 — - 078 ^ 0. 16 
Belgium — — — + | IE ee ee ME 115 — 146 = 078 ^ mi. 
Britain —— — | - 518 Dec — — — i8  . .. 100.4 10606 |— 3 0,662 . 070  — - 987 2053 
Canada + 34.7 Dec «49.8 763 147 1.59 2.35 1.59 1.26 0.6 











A SES ACE MERI ONDE MNIM 677 855 108 730 578 22 
France * 9.7 Dec + 28.3 Dec + 1.7 + 1.5 103. 78 101.7 0.91 1.15 1.46 ~ 0.78 | n A 























: ECT d 58 743 — 091 — 115 146 ^ - 078 mi 
Sweden — —  * 15.0 Jn + 9.9 D« +33 +33 Z 793 770 837 104 134 903 715 — E 
Switzerland + 41 Jan + 29.8 03 4108 «116 ——  — 175 118 .. 103 19 93.160 109. . 
United States — -484.3 Dec =  -4622 03 ^ -5. ^ - 40 ^ 1064 1228 ^^ ^  - ^  - 160 108 085  — 
Euro area + 97.7 Dec + 60.2 Dec + 0.9 + 0.8 87,4 78.1 0.91 1.15 1.45 - 0.78 








—————————————————————————————————— ————————————————————— € —M—— M—————————M———Ó n Yienmanuniihnniiare aAa a eile 


*Merchandise, Australia, Britain, France, Canada, Japan and United States imports fob, exports fob, All others cif/fob. Bank of England except SIMF, December average. OECD estimate. 


| Energing-mar 


Overview 


Turkey's financial prospects look gloomier 

afterits parliament voted on March 1st not to 

allow American troops to use Turkey as a base 

"from which to attack Iraq. This puts $30 bil- 
lion of promised American financial assis- 
tancein jeopardy. The Ankara stockmarket 
fell by 4.2% over the week. 









: Venezuela's consumer prices jumped by 


5.595 in February, the highest monthly rise 
-. foralmost seven years. Prices rose by 38.7% 
- Ooverthe 12 months, up from 13.7% a year 

: earlier. Inflation in Venezuela has been fu- 
elled by theintroduction of new foreign-ex- 
change controls, which have caused many 


imported goodsto become scarcer. 
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Economy 





% change on year ago Latest 12 months, $bn Foreign 


GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, latest 


China +81 04 +14.8 Jan + 0.4 Jan +25.5 Jan *17.4 2001 269.9 Oct 








HongKong +33 m -72 0 - 16 X» - 69 X» +16.5 Q 11556 hn. 
India — — 5B 03 ^^ * 5.0 De — Be Dec o - 7.3 Uec — * 4.5 a3 — 69.9 Jan 
Indonesia — — 3» 3.8 Q« — — * 7.1 Det — « 7.3 feb 425.4 Dec — * 7.5 Q3 — 31.1 dan 
Malaysia — — — * 5.6 Q4 — — * 8.0 De — — * 1.7 Jen — *13.9 Jan — « 6.6 a3 — 33.5 Jan 
Philippines + 5.8 Q4 —  - 5.0 Dec —  -* 3.1 Feb — ^— * 1.6 Dec — * 6.1 Sep — 13.2 Jan 





Singapore * 2.6. Q4 +13.5 Jan * 0,9 Jan * 9.8 Jen — «187 Q 84.0 Jan 


+ 5.8 Q3 + 3.6 Jan £39 Feb 39,3 





South Korea. 





Feb | + 6.5 Nov 122.8 Jan 


Taiwan + 4.2 06 + 8.5 Jan ~ 1.5 Feb | *16.3 Jan — 425.8 Q 166.3 Feb 

















Thailand +60 B +43.0 Jan * 1.9 Feb * 4.6 Jan + 8.0 Jan 38.9 Jan 
Argentina -10.1 a3 +13.1 Jan +39.6 Jan 415.9 Jan * 7.0 03 9.5 Ja 














Brazil +3,4 04 + 5.5 Dec *14.5 Jan +14.1 Jan - 6.3 Jan 37.8 Pec 











rrasarsr acing Bh Heap 


Chite +18 %3 * 2.8 Jan + 3.0 Jan * 2.5 Jan - 0.6 Q 16.4 Jan 








Colombia * 2.0 04 + 0.6 Nov + 7.2 Feb nil Nov ~ 1.5 B 10.9 Jan 


Mexico 








+ 19 Q4 + 1.7 Bec + 5.2 Jan - 7.6 Jan -14.5 04 50.6 Dec 




















Peru + 6.3 Dec +11.7 Dec + 2.8 Feb + 0.3 Dec -10 B 9.3 Jan 











Venezue -16.7 4 -10.5 Oct *38.7 Feb 413.9 04 +76 Q4 9.1 Nov 
Egypt + 3.1 20027 + 4.2 20001 + 3.0 Dec - 7.8 Nv +01 03 13.0 Oct 


Israel +13 04 + 1.3 Dec + 5.6 Jan - 6.6 Jan -19 g 23.4 feb 


South Africa + 3.0 04 * 1.5 Dec +13.7 Jan + 3.9 Jan nil Q3 5.6 Jan 


AOA acta P Ia P a A PART MN IIo DA A d RAINER a MP sh A AM SPA I III AIRMAN B ER AP Aa ATI ATE MALI APA AT eaa. 3 s AUP Mà PUI ra a A a Ra a aAA a TA a a a APA A BAT AB ACA a MA Aa A PLA PL A P PA f f M 








Turkey +79 Q +13,5 Dec +27.0 Feb -15.7 Dec + 0.1 Nov 29.2 Jan 
Czech Republic +15 03 + 6.6 Dec ~ Q.4 Jan - 2.3 Jan  -42 Q3 24.3 Jan 


o ———————^——€€^€€€—————A€AAA—A—^A^A^A—A—^—^——A—A——————————————————————— 


Hungary 


eet ee nein Atak 





ot tt etn 





+ 6.9 Dec + 4,7 Jan ~ 3.0 Dec - 2.7 Bec 15.3 Jan 


——————————————————————————o————— ——Á—————— € —À—————M' UM AAA 


Poland +16 03 + 4,2 Jan + 0.4 Jan -10.3 Jan - 6,5 Jan 29.3 Jan 


———————————————————————————————————————————————————————————————————————————————————— 


Russia +43 Q3 * 49 Jan +14.3 Jan +46.2 Dec +30.3 03 45,5 Jan 











"Excluding gold, except Singapore; IMF definition. Tear ending June, ÍNew series. 





Financial markets 


Currency units Interest rates — Stockmarkets * change on 


a! 


per$ per £ short-term Mar 5th Dec 31st 2002 


—— 


Mar 5th year ago Mar 5th % p.a. one in local in $ 
week currency — term 


indem mde 


MM 
































— 


China 8.28 8.28 13.2 na 1,586.2 +03 + 11.8 + 11.8 








PEE tr ea EOS EE EEE fe eye EEE E E EE y ye NAP NR O a 


Hong Kong 7.80 7.80 12. 1.42 9,109.2 -0.1 - 23 - 2.3 


e. mS tt AI en tet E N pententtenmenenn! ———————————— E ———— E 


India 47.7 48.7 76.3 5.80 3,226.1 -1.1 - 45 = 3.9 











Indonesia 8,845 9,955 14,158 12.83 — 3912 -16 = 79  - 69 


Malaysia 380 3.8 6.08 - 3.10 643.1 24,2 - 05 - 05 














Philippines —— 54.8 511 87.7 8.00 1,009.7 +09 =- 09 — 
Singapore — — 1.73 182 ^ 2.77 069 1,265.5 -17 ^ - 5.6  - 55 





South Korea 1,199 1,311 1,919 4.53 560.3 — A - 10.7 - 11 





Taiwan 34.6 35.0 59.3 1.45 4,418.1 - 0.9 - 0.8 - 0.2 


Thailand 42.5 43.9 68.0 1.78 359.9 *1.1 + 10 + 2.4 
Argentina 3.47 2.07 5.07 6.2 595.2 * 1.6 * 13.4 * 20.5 






































Brazit — — — 3.58 — 2.35 — 5.3 2625 — 103185 ^^ «32 ^ - 84  - 9.5 
Colombia 2,961 2,288 ^ 4739 7.82 16177 +11 + 0.6  - 26 
Mexico — — 1120 ^ 9.07 179 ^ 9.60 59144 +08 ~- 35  - 98 





Peru 3.47 3.46 5.56 3.77 1,542.3 +0.9 + 10.8 + 12.1 





Venezuela 1,598 981 2,558 31.09 8,155.7 +0.1 18 +117 
Egypt 5.60 4.64 8.96 7.50 6,030.1 -0.5 #423 = 72 




















Israel — 486 — 472 — 778 603 1 347 ^ 435 = 23 = 45 


South Africa 7.9 11.0 12.6 13.60 8,190.8 - 1.0 - 11.7 =- 37 











Turkey 1,604,500 1,372,500 2,568,323 42.00 10,815.5 ~4.2 + 4.3 + 7.9 
Czech Republic 29.1 36.0 46.5 2.38 464.0 -3,1 + 0.7 + 42 


Hungary 224 279 359 6.40 7,093.6 - 9.0 - d. 




















Poland — — 391 — 415 — 626 626 1350] — -12  - 60 = 79 
Russia 31.6 31.3 50.6 18.00 392.8 +3.7 + 8.1 + 9.4 





EMF (MSCT)* 1.00 1.00 1.60 na 278.2 cpu na - 4,7 








EMBI+ 1.00 1.00 1.60 na 242.5 +11 na + 6.0 
*Emerging Mkts Free, 13.p. Morgan Chase's Emerging Mkts Bond Index Plus. FIn $ terms. 





Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; J.P. Mor- 
gan Chase: Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL: EFG-Hermes; Bank Leumi Le-Israel: Standard Bank 
Group; Akbank; Deutsche Bank. 
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Politics 


il 


Diplomatic wrangling over a 
war with Iraq raged un- 
abated. Jacques Chirac, the 
French president, said he 
would veto a second United 
Nations resolution authoris- 
ing war “no matter what the 
circumstances”, and Russia 
agreed. The Security Council’s 
undecided countries, despite 


horrendous arm-twisting, con- 


tinued to sit on the fence. 


Britain, attempting to break 
the stalemate, set out six new 
conditions for Saddam Hus- 
sein, to meet: they included a 
public confession of guilt, the 
surrender of anthrax stocks 
and the destruction of all 


5anned missiles. Iraq said a pi- 


otless plane, which America 
asserted could drop chemical 
or biological agents, was only 
“a research project”. 


Relations between London 
and Washington were rocked 
when the American defence 
secretary, Donald Rumsfeld, 
said that Britain's role in an at- 
ack was "unclear", and that 
British troops might not be 
ased in the opening phase. He 
iater retracted. Some inter- 
»reted his remarks as a clumsy 
attempt to help Britain's prime 
minister, Tony Blair, who was 
aced with rebellion in his 
"abinet. 


burning up the heat 
North Korea's decision to re- 
Kart a nuclear reactor and to 
»uzz an American spy plane 
were “worrisome” events, the 
Jnited States said. The North 
ested two missiles. An ad- 
ninistration official said that 
1e North was only months 
"way from being able to pro- 
uce nuclear-weapons-grade 
^aterial by enriching ura- 





nium. UN officials said that 
the North would run out of 
food by June unless more aid 
was provided. 


A Pakistani politician said that 
Osama bin Laden had been 
captured, prompting a brief 
rise of the dollar against the 
euro. Pakistan and the United 
States denied the claim. 


Papua New Guinea is on the 
brink of economic collapse, 
according to the Centre for In- 
dependent Studies, an Austra- 
lian think-tank. It said that as a 
failed state it could become a 
base for terrorists. 


Brigadier-General Noer Nuis 
was sentenced to five years in 
jail by an Indonesian court for 
failing to prevent massacres of 
civilians in East Timor in 
1999. He was the highest-rank- 
ing Indonesian officer to be 
convicted of offences in East 
Timor during its struggle for 
independence. 


China banned the Rolling 
Stones from playing "Let's 
Spend the Night Together" 
and three other of their more 
salacious numbers at concerts 
in Beijing and Shanghai in 
April. 


A new Mr Palestine 

Mahmoud Abbas was ap- 
pointed to the new post of 
prime minister of the Pal- 
estinian Authority. He will 
run the day-to-day affairs of 
government, including secu- 
rity and public order, but will 
remain answerable to the 
president, Yasser Arafat. Ha- 
mas, the Palestinians' Islamist 
group, denounced the creation 
of the job as a response to 
"US-Zionist pressures". 


Cóte d'Ivoire swore in a new 
prime minister, Seydou 
Diarra, as rebel groups and 
leading political parties pre- 
pared to form a coalition gov- 
ernment as part of a 
French-brokered peace deal 
aimed at ending nearly six 
months of civil war. 


Uganda's government an- 
nounced a ceasefire with the 
Lord's Resistance Army, a cul- 
tish band of rebels who often 


forcibly recruit children, to al- 
low for peace talks. 


Nigeria's parliament consid- 
ered the repeal of an anti-cor- 
ruption law, under which no 
senior officials have yet been 
convicted. 


Brief encounter 

A federal judge in New York 
reaffirmed his order that Jose 
Padilla, the so-called dirty 
bomber, be allowed to see his 
lawyer despite the govern- 
ment's vehement objections. 
But a federal appeals court in 
Washington, pc, agreed with 
the government that the 650 
detainees in Guantanamo 
Bay, Cuba, have no right to 
challenge their detention in 
American courts. 


Russia agreed to shut down its 
last three plutonium-produc- 
ing reactors. In return, the 
American taxpayer will fund 
new non-nuclear energy 
plants. 





' g j 


Broadway theatres in New 
York reopened after a strike by 
musicians, who made a song 
and dance about a reduction 
in the minimum size of house 
orchestras. It cost the tourism 
industry $10m in just four 
days. 


The banned plays on 

Turkey got a new prime min- 
ister, Tayyip Erdogan, leader 
of the governing Justice and 
Development Party. He had 
been banned from standing 
for parliament last autumn be- 
cause of a previous conviction 
for allegedly fomenting reli- 
gious hatred. But a by-election 
on March 9th gave him back a 
seat, following a constitu- 
tional amendment to end the 
ban. 


Hopes of a last-minute peace 
deal in Cyprus collapsed. The 





UN had pushed for its plan for 
reunification to be put to both 
communities in referendums. 
No, said the Turkish-Cypriot 
leader, Rauf Denktash. The 
UN said it would give up try- 
ing. Only the Greek part of the 
island will, in practice, join the 
EU next year; and the EU 
warned Turkey that its own 
hopes of negotiations on 
membership were at risk. 


In Malta, a referendum on Eu 
membership produced a 53.6% 
vote in favour, in a turnout of 
91%. The Nationalist Party 
prime minister, Eddie Fenech 
Adami, called a general elec- 
tion for April 12th. Next simi- 
lar referendum: in Slovenia, 
on March 23rd. 


Serbia’s prime minister, Zoran 
Djindjic, was assassinated 
outside the parliament in Bel- 
grade. His death will make the 
country’s increasingly turbu- 
lent politics even more so. 


Ilya Pavlov, a controversial ty- 
coon widely thought the rich- 
est man in Bulgaria, was shot 
dead by unknown assailants. 


Fox in a hole 

A setback for Mexico's presi- 
dent, Vicente Fox. In local elec- 
tions in the state of Mexico, 
seen by some as a pointer to 
crucial legislative elections in 
July, his conservative National 
Action Party lost some ground 
to opposition parties of the 
centre and left. 


Bernard Landry, Quebec's 
premier, called a general elec- 
tion in Canada's second-most- 
important province. His pro- 
independence Parti Québécois 
is seeking a third-successive 
term, a feat not achieved since 
the 1970s. 


Venezuela's economy, hit by 
political conflict between Pres- 
ident Hugo Chávez and the 
opposition, could shrink by 
more than 40% in the first 
quarter of this year, according 
to a forecast by BBVA, a Span- 
ish bank. 


Uruguay began consultations 
with investors on a “market- 
friendly" restructuring of up 
to $3 billion of its public debt. » 
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Heightened fears of a war in 
Iraq hit stockmarkets around 
the world. Japan's Nikkei 225 
fell to a 20-year low; Britain's 
FTSE 100 hit its lowest point 
since mid-1995. The Dow 
Jones Industrial Average was 
relatively buoyant, at only a 
five-month low. 


Japan announced new mea- 
sures to prop up its stockmark- 
et by easing share buy-backs 
and dampening short-selling. 


The International Energy 
Agency reported grim news 
about oil supplies. It esti- 
mated OPEC's spare capacity 
at only 900,000 barrels a day; 
Iraq produces nearly double 
that. Supplies might cease in 
the event of conflict. Chevron- 
Texaco stopped shipping Iraqi 
oil, fearing war and bad pub- 
licity at home. Other oil firms 
seem sure to follow. 


AMR, the parent company of 
American Airlines, suffered a 
34% fall in its share price in 
one day and Delta Air Lines a 
22% drop as investors fretted 
about the effect of a war on air 
travel. AMR may be unable to 
avoid Chapter 11 bankruptcy 
if business does not revive. 


Employees of United Airlines 
lost a controlling interest in 
the company after share sales 
took their stake below 20%. 
The employee-ownership 
scheme gave workers veto 
power through three board 
members with 55% of the vot- 
 ingrights. United is struggling 
to find a way out of Chapter 11 
bankruptcy. 


Deutsche Telekom's shares 
fell by 9% after it announced a 
loss of eur 6 billion ($23.2 bil- 





lion) for 2002, a record for a 
German company. Writing off 
the value of assets bought 
during the boom cost some 
€20 billion. Investors also ex- 
pressed concern that the com- 
pany had cut debt by only €3 
billion, to €61 billion. 


Reverse engineering 
Alstom's share price plunged 
by 50% in a day, after the 
French engineering firm an- 
nounced the departure of its 
chief executive, the sale of a 
key part of its business and a 
stepping-up of its cost-cutting 
plans. The company also fore- 
cast big losses this year. More 
swingeing job cuts are likely. 


Corus may lay off some 3,000 
workers in Britain, after the 
Dutch arm of the Anglo-Dutch 
steelmaker vetoed a plan to 
sell its aluminium division to 
France's Pechiney for €750m 
($827m). The firm's shares fell 
by 64%. Corus's management 
failed in a legal bid to reverse 
the Dutch decision. Bank- 
ruptcy or break-up now loom. 


Gas Natural, Spain's leading 
gas company, offered some 
€15 billion ($17 billion) for 
Iberdrola, the country's big- 
gest electricity firm, despite 
misgivings voiced by big 
shareholders in both firms. 
Iberdrola termed the bid both 
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hostile and insufficient, Gas 
Natural had tried and failed to 
swallow Iberdrola in 2000. 


Shareholders rejected a plea 
by Hugh Osmond to take 
more time to consider his £5.6 
billion ($9.0 billion) offer for 
Six Continents. Instead, they 
approved a demerger of the 
pub and hotel chain, though 
many now expect more bids 
for either the whole group or 
its separate parts. Mr Osmond 
abandoned his own bid. 


Wella’s second secret suitor 
was unmasked. Henkel, a 
German consumer-goods 
company, revealed thatit had 
bought a 7% stake in Wella 
over an extended period. Proc- 
ter & Gamble is also rumoured 
to be ready to make an offer 
for the hair-care company. 


VW in the slow lane 
Volkswagen's engine sput- 
tered. Europe's largest car- 
maker gave warning that 
profits in 2003 would not 
match those of last year, be- 
cause of a combination of 
softening demand and a 
strong exchange rate. VW 
promised cost-cutting and 
new models to revive its for- 
tunes in 2004. 


Ford’s senior bosses embar- 
rassed the company’s chief 













operating officer, Sir Nick 
Scheele, by forcing a review c 
his decision to award the car 
company's entire advertising 
and marketing programme 
one agency, Britain's wPP. But 
wPP is sure to keep the bulk 
of the work; the world's lead- i. 
ing ad agencies already have _ 
strong relationships with com- 
peting carmakers. * 


Korean cooking | 
The exclusive grip on biga ac 
counting scandals by Euro- | 
pean and American . ue 
companies was loosened by 
sk Group, South Korea's 
third-largest chaebol. Ten man- : 
agers, including the chairman, 
were charged with manipulat- 
ing share prices and fraud, re- 
lating to 1.5 trillion won ($1.2 
billion) of inflated de at: a a 
subsidiary. : 











Sam Waksal, former chief ex 
ecutive of ImClone, settled 
some of the civil charges 
brought by the Securities an 
Exchange Commission over 
insider dealing. He will pay; 
$800,000 fine and be banne 
from ever running a public | 
company again. Mr Waksal. 
has pleaded guilty to related 
criminal charges and will be 
sentenced in May. 
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People don’t always see accidents 


‘Accidents will happen’, as the saying goes. Especially when people aren't concentrating. In fact, inattentiveness 
is one of the most frequent causes of mishaps, both at home and on the road. Which is why we're developing 

cars that can actually recognize obstacles independently. The car will then alert the driver to a potential hazard 
and help to avoid it. DaimlerChrysler Research is already creating intelligent technologies like this today, 

for the automobile of tomorrow. Because one day we hope there will be a new saying: ‘Accidents won't happen’. 


To obtain more detailed information on the ‘Vision of Accident free Driving’ visit www.daimlerchrysler.com 
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Tests prove it. If it's critical, DHL it! 


world's top pharmaceutical firms choose the company with three red 
. in its logo to receive their clinical trial samples from overseas. Whatever 
business needs, whether it's clinical trial samples, spare parts or anything 
DHL will put you in control of your goods right through to their destination. 
collect from more countries than anyone else. You'll have a single partner 











with proven customs expertise taking complete responsibility for all of 
your shipments worldwide. Deliveries will be faster. Costs fixed up front. 
Tracking simplified. And you'll be billed in your local currency in one clear 
invoice. Find out how DHL Import Express can improve the way your goods 
get to market. Contact your local DHL office today or log on to www.dhl.com 
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Saddam's last victory 


Itistime to make last mean last 


TM can be no doubt as to 
which person is drawing the 
most pleasure from the divi- 
sions and disarray among the 
countries of the West over how 
to deal with Iraq, and that is the 
tyrant in Baghdad. Last Septem- 
ber, when President George 
Bush declared that he would work through the United Na- 
tions in order to deal with a man who had flouted 16 UN reso- 
lutions in the previous 12 years, even Saddam Hussein may 
not have expected that six months later he would have 
achieved so much while conceding so little. For a man whose 
lifelong ambition has been to become the central figure of the 
Arab world, this must be a happy moment. 

More even than that, he has become a figure around which 
great global debates are swirling. The transatlantic alliance, 
the cornerstone of western security since 1945, looks in deep 
trouble. There is talk that France, Russia and China might, in ef- 
fect, be forming a coalition to counter the apparent ambitions 
of the world's sole superpower, the United States. The future 
role and shape of the United Nations itself is at issue, as well as 
the status of international law. So are the role and shape of the 
European Union, and the future course of American foreign 
policy. Tony Blair, who until a few weeks ago seemed to be 
Britain's most powerful and secure prime minister for a cen- 
tury, suddenly looks as if he could lose his job. As Saddam is 
reputed to love poetry, he may now be reciting Shelley: “My 
name is Ozymandias, King of Kings, look on my works, ye 
mighty, and despair.” 





The case for war 

Shelley's poem, though, was a poignant one, about how a ty- 
rant's ambitions, carved on a pedestal, become a broken 
wreck. That is what now needs to happen to Saddam Hussein. 
Last November, Mr Hussein was presented with a demand 
from the UN Security Council, in its Resolution 1441, that he 
should comply immediately with its terms and (in particular) 
with those of its Resolution 687 from 1991, which had laid 
down conditions for a ceasefire in the Gulf war. He was given 
30 days to provide a full and accurate declaration of all his 
stocks and programmes of weapons proscribed in that 1991 
resolution; any falsehood or omission from that declaration 
would mean that he was in *material breach" of the resolu- 
tion. Mr Hussein had a choice: comply; or try to get away with 
not complying. Every report from the chief UN weapons in- 
spector, Hans Blix, since that 30-day deadline expired has con- 
firmed that he chose the latter. He calculated, correctly, that he 
could thereby sow division within the Security Council, just 
as he did when evading Resolution 687 during the 1990s. He 
has given up merely a handful of missiles, a few empty chemi- 


cal warheads and (most recently) an undeclared unmanned 


aircraft. He has not had to account for, let alone relinquish, any 
of his stocks of biological and chemical weapons. 

This calculating man is also, though, prone to grave mis- 
calculations, just as when he invaded Kuwait in 1990. Then, 
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too, he sowed division, even to the point that France argued 
that some of his demands should be acceded to as the price for 
his peaceful withdrawal. Now, once again, he has surely mis- 
calculated. His short-term success is going to lead to war, very 
soon. And so it should. 

Many millions of people, and quite a number of govern- 
ments, are understandably fearful of such a war. Some do not 
feel convinced by the case for it, at all; many, though, think 
more time should be devoted to using the process of inspec- 
tions to persuade Saddam to comply before war is used, as a 
last resort. That is why, as The Economist went to press, discus- 
sions were under way about giving him a new ultimatum, 
with specific demands, that he would be asked to meet during 
the next few weeks. The trouble is that this will just invite him 
to repeat his past success, by using minimal concessions to 
cause maximal division and confusion. He was given a last 
chance, by the Security Council's unanimous vote in Novem- 
ber. Four months later, there can be no reasonable doubt that 
he chose not to take it, and will seek to do so again. 

No war should be entered into lightly, or hastily, or on à 
slender pretext. In this case, however, none of that applies. 
The ceasefire resolution (687) of 1991 was an attempt to lighten 
the deadly effect of war by using persuasion and containment 
to change Saddam. Yet 12 years have passed, and the effort has 
failed. This is a tyrant who has, it should be recalled, invadec 
Iran and Kuwait and attacked Saudi Arabia and Israel; and one 
who signed weapons-non-proliferation treaties but ther 
broke them. His word cannot be trusted, and he is a prover 
threat to his region. Bombings by American and British air 
craft, several times a week during all those 12 years, have pre 
vented him from trying any more invasions. But they have cos 
many Iraqi lives, as have the economic sanctions imposed by 
the UN since 1991: 360,000 prematurely dead children, on à 
conservative estimate; more than 700,000 according to th« 
UN itself. That siege of Iraq has deepened the hatred of th« 
West felt by many Arabs, and has featured high on Osama bis 
Laden's lists of grievances. It is one of the swamps withis 
which terrorism is being bred. Yet Saddam Hussein still has hài 
weapons, and his ambitions. 

Some say that this is hypocrisy: that America has weapon 
of mass destruction and so, for example, do Pakistan and In 
dia, so why should Saddam be singled out? The answeris thà 
dangerous weapons are much more dangerous when in thi 
hands of dangerous people. It was a terrible mistake whes 
French, German and American companies were allowed t 
sell Mr Hussein some of those weapons during the 1980s, bt 
that mistake is not a reason to make another one now. He ha 
used chemical weapons against Iran and against his own pec 
ple. It would be reckless to assume that he would not use bic 
logical or nuclear weapons in the future. He must be pre 
vented from doing so. 

Others fear the effects of a war on political stability in th 
region. A war will not magically bring peace, democracy ani 
prosperity, certainly not overnight. What, though, by contras 
are the effects of Saddam on that stability? Without him, or ax 
other hostile regime in Iraq, Iran would feel less need to pus 






sue its own weapons programmes. Israel too would feel less 
threatened. American and British aircraft would no longer 
need to be based provocatively in Saudi Arabia, Qatar and 
elsewhere. Among Iraq's neighbours, Kuwait is a keen suppor- 
ter of war while both Saudi Arabia and Jordan are plainly rec- 
onciled to it and keen to see the back of Saddam. Some of 
those in the region, in other words, think change would be bet- 
ter than leaving things as they are. The worst outcome for the 
Arab neighbours would be for the agony to be prolonged, ei- 
ther by more months and years of delay or by a retreat. 

That would also be the worst outcome for the 25m Iraqis 
themselves. Their interest seems barely to be considered in the 
debate over this war. Yet they offer one of the most powerful 
arguments in its favour. For them, containment has been 
deadly, and so has Saddam Hussein. He, his family and his 
forces have ruled Iraq by terror, maiming, torturing and killing 
hundreds of thousands of people, while ruining the lives of 
many millions more. Again, the crítics ask, why single out Sad- 
dam when the world is full of human-rights abusers? To 
which the answer, first, is that he is clearly one of the very 
worst; and, second, why not? If you cannot deal with all mass 
murderers, should you therefore deal with none of them? 


Brickbats all round 

The case for war is strong. Mr Hussein is not disarming. Fur- 
ther delay will play into his hands. He has violated 17 SUppos- 
edly mandatory uN resolutions. He is a proven threat to re- 
gional stability and too dangerous to be allowed to have the 
world's deadliest weapons; a regime change in Iraq would be 
likely to make the region more stable, not less, even if dangers 
would remain. And it would bring new hope to 25m Iragis. 

If the case is so strong, why then has the Security Council 
‘ound it so difficult to agree? In reality, the division is not all 
hat wide: both the French camp and the American one agree 
hat Saddam is a terrible man and must be disarmed. They dis- 
igree about how, and how quickly. Mr Hussein's brilliance is 
hat from such a narrow difference he has created so much bit- 
erness and disarray. He cannot take all the credit, however. 
Nestern politicians and diplomats deserve to share it. 

America has made two big diplomatic blunders, along 
vith many minor ones. The Americans did not need, techni- 
ally, to provide clear evidence that Iraq still possesses Weap- 
ms of mass destruction, for Resolution 1441 laid the burden of 
roof on Iraq. But politically they did need to, especially to 
onvince public opinion and to help other governments to 
upport them openly. They have failed, so far, to provide it. 
heir second big blunder has been to leave so much doubt in 
he air about what they might do in other parts of the world 
fter removing Saddam in Iraq. It may be good to keep options 
pen, and honest to avoid having later to contradict previous 
ienials. Yet, combined with talk of “pre-emptive” strikes, this 
as left many people worried that a war in Iraq could be just 
ne first of many. So they have been left feeling that they 
hould oppose the one, so as not to encourage the many. 

France, on the other hand, has also blundered. Perhaps to 
lease America, it signed up to Resolution 1441 last November, 
nd at the time French diplomats said (off the record) that if 
addam did not comply there would not need to be a further 

2solution—though France was careful to emphasise that in 
iat event the initiative should remain with the Security 
‘ouncil, advised by the weapons inspectors. But since then, 
fficially and privately, it has acted as if Resolution 1441 had 
ut the burden of proof on the inspectors, or the Americans, 





FI 


rather than on Iraq. President Jacques Chirac added to this in- 
consistency by meting out abuse to European countries siding 
with America. France also took the grand, and inevitably pro- 
vocative, position that at issue was not just the specific case of 
Iraq but also the general question of American power and of 
who makes decisions in world affairs: *unilateralist" Ameri- 
cans or a "multilateralist" body? That was hardly diplomatic 
nor designed to bring about unity. 
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Anew world order? 

Once Saddam has gone, the need will be for both sides of this 
diplomatic divide to be magnanimous. They may have dis- 
agreed aboutthe means, both should say; but they are now go- 
ingto work together to make the end secure, which must mean 
a more stable and prosperous Middle East. Since France will 
not wantto beleftin the cold and America does not like to bear 
burdens alone, some form of reconciliation must be likely. 
That is also so within the European Union, where Britain and 
France will both be keen to patch things up. What, though, 
might it mean for the United Nations and the future course of 
international affairs? 

Two myths have taken hold in the course of this debate. 
One is that by not ceding sovereignty to the Security Council 
America, Britain and other allies would thereby be destroying 
the multilateral system of an international rule of law that 
Was set up in 1945. Another is that somehow the Security 
Council confers legitimacy on international decisions in the 
same way as a national parliament does for domestic ones. 

Yet no such system has ever operated, thanks largely to the 
reflexive vetoing used by the Soviet Union during the cold 
war. The Security Council has authorised the use of force on 
just three occasions: Korea (1950), Iraq (1991) and Afghanistan 
(2001). All other wars and interventions have occurred, rightly 
or wrongly, outside the UN's purview. America is now ac- 
cused of unilateralism by virtue of its threat to bypass the UN 
if necessary. Yet it is being supported by, among others, Brit- 
ain, Spain, Italy, Australia, Japan, Kuwait and ten countries 
from central and eastern Europe. The Security Council, by con- 
trast, may have the backing of the 1945 UN Charter, but it con- 
sists merely of 15 countries, among whom three- Britain, 
France and Russia-hold permanent, veto-wielding seats yet 
plainly are a lot less important in 2003 than they were in 1945. 
By no stretch of the imagination can it really be seen asa proxy 
world parliament. 

Nor will such a thing be created in the foreseeable future. 
Nevertheless, whatever actions it may wish to take, the United 
States will need friends and allies. Even the sole superpower is 
not powerful enough to deal with all the world's problems, or 
even with all the threats posed to its own interests. It will need 
forums within which such alliances can be formed and made 
reliable. Its allies, meanwhile, will want, through such forums, 
to ensure that their voice is heard and their interests protected. 
One of those bodies is likely to be the Security Council, but its 
voting system, vetoing powers and membership would need 
to change before it could hope to become effective. Another 
will be NATO, butit too is going to have to search its soul. And, 
separately, the European Union will need to use the lessons of 
its unseemly divide over Iraq as a guide to how and when it 
should seek to form united policies in future—which will need 
to be reflected in the new European constitution. 

All that, though, is a grand agenda for the rest of the decade. 
For the rest of this month, another task looms: to secure a final 
defeat for Saddam Hussein. m 





Settling Cyprus 
What a waste 


The collapse of talks to reunite the island marks a stupidly missed opportunity 


VER the years it has been 

hard to apportion blame 
for the failure of the divided is- 
land's Greek and Turkish lead- 
V agers ers to strike à deal to give their 
Bc — EE people security and prosperity 
| | UN to be handed back| in a loosely federal but reunited 
Amos “oe Cyprus. Recently under the 
blandishments of the United Nations and the European Un- 
ion, they had come within finger-touching distance of a settle- 
ment. All the sadder, then, that this week the Turkish-Cypriots' 
truculent leader, Rauf Denktash, rejected the UN’s sensible 
proposals for a deal. The government in mainland Turkey 
must also share blame by failing to bludgeon Mr Denktash 
into accepting the plan. A further gloomy outcome is that, 
while the island's Greek-run part will almost certainly join the 
EU onitsown next year and the Turkish part will fester in isola- 
tion and poverty, mainland Turkey's own hopes of starting 
negotiations to join the Union have been dented too. 

Both of the island's communities had a lot to gain. The 
Turks would have given back control of around 8*6 of the is- 
land's territory to the Greeks—a substantial chunk of the land 
taken in 1974 when the Turkish army intervened after a short- 
lived Greek-Cypriot coup on the island. The Turks, 18% of the 
population before the invasion, have since held 37% of the 
land. The Greek-Cypriots' new president, Tassos Papadopou- 
los, at first complained that the latest UN compromise did not 
adequately address his people's grievances. But he wisely ac- 
cepted it. This time it is overwhelmingly Mr Denktash's fault 
that a settlement has been blocked. 

Indeed, the Turks had even more to gain than the Greeks. 
They would have kept a vast amount of autonomy in their still 
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disproportionately large zone. They would have enjoyed an 
influx of zu cash had the whole island been joining the Union 
next year, notto mention the rapid lifting of sanctions long im- 
posed by the Eu against their breakaway statelet. 

The Turkish government may have been too preoccupied 
by the political wrangling and tortuous diplomacy over Iraq 
(see page 47). Many of Turkey’s still-too-influential generals 
see the Turkish-run bit of Cyprus as a strategic asset, while 
some Turkish politicians regard the island as a bargaining chip 
in Turkey's quest to join the Eu. They are wrong. Turkey's fail- 
ure to persuade Mr Denktash to say yes to compromise will 
make it much harder for the Eu to smile on its application, due 
for consideration at the end of next year, to start negotiations 
to join. Many governments are already queasy about the idea 
of Turkey as a fellow Euro-club member, 


What next? 

The uN's secretary-general, Kofi Annan, had suggested a ruse 
to force Mr Denktash's hand and to strengthen that of the 
Greek-Cypriots' leader by holding a referendum on the pro 
posals next month—on both sides of the island. Both commu 
nities would probably have said yes. But Mr Denktask 
wrecked that idea too. If stalemate prevails, as seems likely, Mi 
Annan says he will abandon all further efforts to settle Cyprus 
during his time as UN boss. It would then be up to the EU to re 
open proceedings. By the end of this year the Turkish-Cypriott 
are due for a general election. Mr Denktash's opponents on hi: 
own side of the island, who approved of Mr Annan's plan 
may well take power in parliament but the presidential tern 
has a few years yet to run. One day, perhaps mercifully soon 
the ailing Mr Denktash will go. Then, maybe, a fair deal can a 
last be done. But a golden chance has been stupidly wasted. s, 





World economy 


Bearing down 


The case for pre-emptive policy action 


UMBLING stockmarkets 

and gloomy economic head- 
lines have become wearily fa- 
miliar in the three years since 
the stockmarket bubble burst. 
This week, markets celebrated 
the anniversary of the NASDAQ 
stockmarket peak by lurching to 
fresh lows. Investors were unnerved not only by worries 
about prospective war with Iraq, but also by new evidence 
that America's economy is sputtering again. How should poli- 
cymakers respond? 

America's Federal Reserve has to make its decision when 
its open-market committee meets next week. Some econo- 
mists argue that, since the present weakness in American con- 





fidence and spending is largely due to uncertainty about th 
consequences of a war with Iraq, it might be better to hold fir 
for now and see what the economy looks like once the conflic 
is over. If the war goes well and the economy rebounds aftei 
wards, an interest-rate cut may be unnecessary. Even if th 
economy remains weak, they argue, a rate cut then will b 
more effective than it would be now, when it is likely to b 
swamped by dismal headlines about war. With interest rate 
already as low as 1.25%, the Fed should save its ammunition. 
This argument is wrong, for two reasons. First, at a time d 
heightened uncertainty, it is wiser to take out an insuranc 
policy against a future deep downturn. If a rate cut proves ur 
necessary, the cost of reversing it would be small. On the othe 
hand, if the American economy remains weak, valuable tim 
will have been gained in giving it an extra boost. When th 









world economy is groaning with spare capacity, there is little 
risk that any excessive easing of policy might send prices soar- 
ing. A greater risk is of deflation, not inflation. The lesson of Ja- 
pan's failure to arrest deflation after its bubble burst in the 
early 1990s is that, as interest rates approach zero and the risk 
of deflation rises, a central bank should cutrather sooner than 
it might otherwise. Once deflation sets in, monetary policy 
can do little to pull an economy out of a slump. 

A second argument is that today's weak demand is not en- 
tirely due to worries about war with Iraq in any case. A large 
part of it reflects the fact that households and companies are 
only halfway through purging the excesses of the bubble 
years (see page 65). Even without any fallout from a war, the 
economy isin need of some help. 


Europe's cold bath 
The European Central Bank should also do more. Last week's 
quarter-point cut was not enough to offset the tightening of 
monetary policy caused by the rise of the euro since the ECB 
cut rates in December 2002. Policy has, in effect, been tight- 
ened, even as economic prospects have worsened. 

Fiscal policy has also been tightened in the euro area this 





year, as many governments, such as Germany's, have been 
forced to raise taxes or cut spending in order to meet the rigid 
rules of Europe's stability and growth pact. Americans love to 
castigate euro-area governments for such folly, yet the United 
States has its own perverse fiscal incentives. At least half of 
America's federal budget stimulus this year could be offset by 
a fiscal tightening by state governments, which are required by 
their constitutions to balance their budgets even if a down- 
turn is reducing revenues. In Japan, too, the budget deficit is 
due to shrink on a cyclically-adjusted basis this year. The com- 
bined fiscal stance of America, the euro area and Japan is this 
year likely to be mildly contractionary. 

In such fragile times, especially when the room for interest- 
rate cuts is so small, policymakers would be extremely unwise 
to stick blindly to rigid budget rules if that means increasing 
taxes or slashing spending. Governments everywhere should 
certainly fret about their long-term fiscal health, not least be- 
cause of future pension and health-care costs; but not if it 
means choking their economies now. Japan has shown graph- 
ically how trying to trim a budget deficit when an economy is 
weak can actually worsen a country’s long-term fiscal posi- 
tion. America and Europe must not risk following suit. s 








Derivatives 


Off target 


Warren Buffett’s attack on derivatives misses the point 


ARD times make for bad 
judgment. Whenever fi- 
nancial markets are under 
. Stress, as they are today, some- 
. body shows up with a big loss 
. from derivatives trading—and a 
. callfortough new regulation in- 
. variably follows. Such notable 
vases as Procter & Gamble, Gibson’s greeting cards, Metallge- 
sellschaft, Orange County and Long-Term Capital Manage- 
ment have now been joined by the sage of Omaha himself, 
Warren Buffett. In his latest letter to Shareholders, Mr Buffett la- 
inents long-term derivatives losses in a subsidiary that he is 
irying to close, General Re Securities. Mr Buffett harrumphs 
that derivatives are dangerous timebombs: he even calls them 
anancial weapons of mass destruction. 

There is no disputing that derivatives—in essence, contracts 
such as futures or options, usually linked to a financial vari- 
able, that trigger payments at some future date—are increas- 
ingly complex, nor that top bosses often fail to grasp the risks 
hey involve. It is equally clear that regulators and investors 
re often in the dark about an institution's total exposure 
hrough its derivatives book. And there may be particular rea- 
sons to fret about credit derivatives. Not only do these often 
sive rise to legal disputes; they also seem to have led, not to a 

eneficent spreading of credit risk among many, but to its dan- 
serous concentration in a few banks and insurers. Regulators, 





ating agencies and investors are right to be wary of these in- 


Kitutions' use of credit derivatives (see page 68). 
. Butitis a giant leap from expressing such worries to con- 
Muding that derivatives are dangerous weapons that should 


we avoided altogether. The rapid growth of derivatives-some 


$128 trillion of over-the-counter derivatives were outstanding 
in June 2002, a 28% increase over a year earlier—has, in general, 
made the financial system, and hence the global economy, 
safer not riskier. The growing use of derivatives to spread risks 
to those best able to take them is one of the main reasons why, 
despite the financial turmoil of the past few years, there have 
been few bankruptcies among big financial institutions. 

Indeed, as Alan Greenspan, the Fed chairman, observed 
after Mr Buffett's attack, what is striking is how few companies 
have traded in derivatives, not how many. Less than half of 
America's top 1,000 companies have ever used derivatives, 
and only the biggest 5% of the country's banks. The use of 
credit derivatives, which Mr Greenspan describes as particu- 
larly effective risk-management tools, is restricted to a mere 
0.2% of American banks. Contrary to Mr Buffett's view, the 
world would gain from more, not less, use of derivatives. 

If derivatives trading deserves to be encouraged, however, 
it also needs to be better monitored. Disclosure of derivatives 
positions is murky at best; and arguments persist about their 
correct accounting treatment. The really worrying news this 
week was not Mr Buffett's misplaced attack; it was the pres- 
sure from the French and Germans, whose banks may have 
excessive exposure to credit derivatives, to get the European 
Commission to back away from an international accounting 
standard that would require banks to mark their derivatives 
books to market. By forcing banks to provide against probable 
changes in future payments when derivatives contracts turn 
sour, this standard would alert investors to future risks. 

Fuller disclosure and more accurate accounting for deriva- 
tives are both appropriate and urgently needed. But to allow a 
few angry loss-makers to discourage the wider use of these 
valuable instruments would be dangerous indeed. m 
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Letters 








Spreading democracy? 


SIR - Your enthusiasm that 
President George Bush is tak- 
ing "the boldest possible posi- 
tion" of using a vanquished 
Iraq as a platform for spread- 
ing democracy throughout the 
Middle East is, I fear, bound to 
lead to disappointment (“Birth 
of a Bush doctrine?”, March 
ist). Mr Bush has long scorned 
“nation-building”, let alone re- 
gion-building. His vision of a 
democratic Middle East is an 
afterthought to rationalise a 
war he long ago determined to 
fight. If Mr Bush does follow 
through with a democracy- 
building programme in post- 
war Iraq, he will be acting 
very much out of character. 
J.J. GASS 

New York 


SIR - Iam inclined to agree 
with Mr Bush that Arab and 
Muslim cultures are capable 
of sustaining democratic val- 
ues. Turkey, with its history of 
Ottoman rule, seems to have 
adjusted well to democratic 
government. The challenge for 
he Bush administration will 
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be to convince Arab and Mus- 
lim populations of its sincer- 
ity. Once democracy is put in 
place in Iraq, how much will 
be done to encourage political 
reform elsewhere? If the Bush 
administration works for re- 
form with its less democrati- 
cally inclined allies, as well as 
its enemies, the prevalent 
scepticism in the Middle East 
might turn to gratitude. 

ISMAIL KENESSY 

Bethesda, Maryland 





Blameless in Bolivia 


SIR - You say that a govern- 
ment spokesman laid the 
blame for the recent blood- 
shed in Bolivia on the previ- 
ous government and its 
"tremendous promises made 
to almost everybody" (^What 
will the IMF say now?", Febru- 
ary 22nd). This is ludicrous. 
The constitution forbids re- 
election. The outgoing govern- 
ment of Jorge Quiroga did its 
best to guarantee transparent 
and fair elections. The abun- 
dant electoral promises were 
left to candidates. 


The Quiroga administra- 
tion allowed the fiscal deficit 
to reach 3% of GDP between 
January and July 2002, well 
within the 5.7% target negoti- 
ated for all of 2002 with the 
IMF. Under the current ad- 
ministration the deficit 
reached 5.5% for the rest of the 
year, driving the annual rate 
to almost 8.6%. Institutional 
reforms, a participatory pov- 
erty-reduction programme 
and other policies of the pre- 
vious administration gained 
Bolivia broad international 
support. 

PAMIRO CAVERO 

Former minister of planning and 
sustainable development 

La Paz 





Stay secular 


SIR - You provide a vivid im- 
age of Hindu nationalism on a 
feverish march, one that may 
not end merely with the con- 
struction of the Ram temple 
(“The new Templars”, March 
ist). This perhaps is the image 
the sectarian few in India 
would want the world to see. 


The Economist March 15th 2003 


For many of us who grew up 
in the 1950s and 19605, India 
was a diverse, secular nation. 
Our teachers and fellow stu- 
dents were Hindu and Chris- 
tian, Muslim and Sikh, 
Buddhist and Jain, and every 
religion in between. Each 
brought a unique perspective 
on history, philosophy and 
values. India was a richer 
country for that deep-rooted 
secularism. 

Today, some of India's best 
leaders, teachers and scientists 
are from various religions. In- 
dia benefits as a result of this 
immense diversity and talent. 
Diversity and secularism are 
India's greatest strengths. For 
India to be a world leader, this 
must continue. 

PRADEEP GANGULY 
Glenn Dale, Maryland 





Unfounded rumour 


SIR - Perhaps short-sellers 
should use The Economist in- 
stead of internet chat rooms to 
pick up the latest rumour 
(“Don’t shoot the messenger", 
March 1st). It would come as 


b 





QO. cabin attendants may be the face of service straight from the heart, but everyone at Cathay Pacific is behind it. 


very best. It means that when you fly with us, you'll enjoy a unique and 





www.cathavnacific.com 


complete travel experience, not just a flight 
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» quite a surprise to a number 
of creditors to learn that Tyco 
has gone bankrupt. 

MICHAEL HORGAN 

New York 


Beating bank charges 


SIR - You lament a lack of 
price competition among in- 
vestment banks in share offers 
(“Lucky seven", March 1st). 
However, the industry is 
highly competitive. Most 
banks prefer to compete on 
the basis of “relationships”. 
This can expose client boards 
and executives to the burden 
of sycophantic flattery, lavish 
hospitality and even priority 
placements of shares in other 
hot offers (under-priced, over- 
hyped or both). 

Banks will, if approached 
properly, compete on price 
and service quality but this re- 
quires detailed, structured and 
onerous work on the part of 
clients. It requires managing 
the work of the banks almost 
as aggressively as they typi- 


cally conduct themselves. It re- 


quires relationship benefits to 


be eschewed. Many clients 
find this too hard—and per- 
haps too distracting from 
managing their businesses— 
merely to protect sharehold- 
ers' interests. It is a matter of 
governance again. 

MIKE HUTCHINSON 

Canberra, Australia 


Europe's common tongue 


SIR - According to you, à 
French official in the European 
Commission says that "the 
English language is being 
killed by all these foreigners 
speaking it so badly" (Charle- 
magne, March 1st). French has 
already done its worst to the 
English language. Two centu- 
ries of Norman rule in Eng- 
land after 1066 significantly 
changed the Germanic gram- 
mar and dumped a large 
amount of French vocabulary 
into the language. The curious 
union of French and German 
that is modern English seems 
the best reason for making it 
the lingua franca of the Ev. 
MATT SIMON 

Boston 


SIR - There is an acceptance in 
the English-speaking world 
that language is a work in pro- 
gress, not a static monument. 
As such, it is subject to con- 
tinuous influences of culture 
and new technology. There 
even seems to be a European- 
English dialect evolving that is 
well accepted and under- 
stood. This suggests that most 
Europeans are inclined to 
learn a language that provides 
universal communication 
quickly without being looked 
down on by native speakers. 
ROSS WHITEHEAD 

Princeton, New Jersey 


SIR - You say that Brussels, 
Luxembourg and Strasbourg 
are francophone cities. In fact, 
the key Eu institutions are in 
cities with Germanic cultures 
that have come under attack 
from French imperialism. Lux- 
embourg is Luxembourgish- 
speaking, although French is 
an official language. Brussels, 
historically a Dutch-speaking 
city, is officially bilingual (ad- 
mittedly with a French- 
speaking majority now) but is 
also the capital of Dutch- 


Letters 


speaking Flanders in addition 
to being the Belgian capital. 
Strasbourg, a German city, 
was annexed by France. 

GEERT VAN CLEEMPUT 

Antwerp 


SIR - Are America and France 
as far apart as they think? 
Both George Bush and Jacques 
Chirac believe in cutting taxes 
irrespective of the effect on 
the deficit. They both say (one 
explicitly, the other implicitly) 
"if you are not for me, you are 
against me." And Mr Bush is 
about to put into action the 
words of the Marseillaise: 

Tremble, tyrants and perfid 

ious people 
rhe shame of all good men, 
Tremble! 

Your parricidal schemes 

Will receive their just reward 

Against you we are all soldiers 
CHARLES WILSON 
Eysines, France 1 


Letters are welcome and should be 
addressed to the Editor at 

The Economist, 25 St James's 
Street, London SW1A 1HG. 

Fax: 020 7839 2968 

E-mail: letters@economist.com 


“Service straight from the heart means instinctively 


understanding what people need to make them feel secure." 


Chris ! lolt 


- Captain 
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Everything on board our planes and on the ground is prepared, serviced or maintained by people who give only their 


between two points. 
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THE FARTH INSTITUTE AT COLUMBIA UNIVERSITY 
INTERNATIONAL RESEARCH IN STITUTE 
FOR CLIMATE PREDICTION (IRI) 


DIRECTOR GENERAL POSITION 


The International Research Institute for Climate Prediction (IRI) at The Earth 
Institute at Columbia University seeks applications and nominations for the 
position of Director General. 


The IRI is the premier Institute in the world working to enhance society's capability to under- 
stand, anticipate, and manage the impacts of seasonal to interannual climate fluctuations in 
order to improve human welfare and the environment, especially in developing countries. The 
IRI works through partnerships with national, regional, and international institutions and net- 
works to apply climate information and seasonal to interannual forecasts in parts of the world 
where climate is highly variable, where predictability and vulnerability are high, and where there 
is significant potential to use climate information to improve societal well-being. 


The IRI Director General is responsible for ensuring the achievement of the mission of the IRI, 
for providing strong leadership to the IRI staff and effectively managing its programs, and for 
representing the Institute worldwide and promoting it within the global community, Specific 
duties/qualifications include management of operations and budget, ability to attract and man- 
age high-quality staff, working to enhance the IRFs leadership role in climate prediction and its 
applications, and expansion of the IRI as an international institution. 


Candidates should have a Ph.D. or appropriate qualification in a relevant discipline; broad 
understanding of sustainable development and its relationship with climate variability and 
Change; at least ten vears of proven senior management experience ín a research or academic 
environment, preferably in a multicultural setting: excellent skill in resource mobilization, man- 
“agement, and communication with the scientific, policy, and donor communities; outstanding 
 &emmunication and interpersonal skills; fluency in English (written and oral); and a willingness 
^to travel. 


“Candidates should send a cover letter and CV to IRI Director General Search, The Earth 
Institute at Columbia University, 405 Low Library (MC 4335), 535 West 116th Street, 
New York, NY 10027, or to hd6@columbia.edu. For nominations of applicants, 


please send name and CV, if possible, to the same addresses. 
: Position is open until filled. However, strong consideration is given to 
applications and nominations received by April 1, 2003. 
Columbia University is an equal opportunitv/aflirmative action emplover. 
Minorities and women are encouraged to apply. 











International Labour Office 
Employment Sector 


Director (D2) of the Employment Strategy Department 


The international Labour Office seeks to recruit a new Director for its Employment Strategy 
Department. Through its analytical work on economics and employment policy as well as its 
responsibility for two of the ILOs flagship publications, the World Employment Report and Key 
Indicators of the Labour Market, the Employment Strategy Department promotes the ILO's global 
employment agenda for decent work and poverty reduction worldwide. 


The Director will be responsible for articulating the overall strategic direction of the Department and 
will have both the vision and management capability to further the Department's working developing 
employment policy. The Director's responsibilities will include identifying areas for analytical research 
and directing technical advisory service in employment policy for the ILO's constituents. S/he will have 
à proven ability to provide high-level policy advice to governments and practitioners, 


The Director is also responsible for ensuring that the quality of research, its dissemination, and its 
application through technical advisory services earns the highest international reputation for 
excellence. S/he will lead a Geneva-based team of 20 senior professionals who work closely with the 
LO's professionals in the field, other development partners at international and national level, and 
the acadernic community worldwide. The Director will have communication skilis of the highest 
calibre to be able to influence the media's understanding of employment policy and the ILO's role in 
its promotion. 


The preferred candidate should meet the following requirements: 


© Atleast 10-15 years of international experience in analytical research and the translation of that 
research into publications, policies, and projects in the field of employment policy, labour 
market analysis and labour market institutions, primarily in the developing world; 


* Proven ability to lead and inspire a team of senior professionals; 


* Ability to conceptualize and analyze the role of employment policy in the ILO's overall agenda 
for decent work; 


* Excellent oral communication and networking skills; 
* Experience in the delivery of technical cooperation in developing countries; 


+ A university degree, preferably a Ph.D. in economics or applied economics with in-depth 
knowledge of labour markets and institutions; 


* Fluency in English; fluency or a working knowledge of French or Spanish or both would be an 
advantage. 


Candidates are kindly requested to send a detailed CV, including references, to recruit&lilo.org, citing 
"Employment Strategy" in the subject field. The closing date for applications is Monday, 14 April. 


ILO Employment Opportunities: www.ilo.org/hrd 
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AUDI] 


DEPUTY AUDITOR GENERAL 


. (Two posts) Institutional Development and Capacity Building 








EUROPEAN UNION 


The European Union Pillar of the United Nations Mission in Kosovo (UNMIK) is the primary agent for economic change and 
restructuring in the Province and has recently been tasked with the establishment of the Auditor General's Office. 

We are currently seeking to appoint a person/s to lead the establishment and development of this important new institution, as Auditor 
General and/or Deputy Auditor General. The ideal candidate/s will be an individual interested in, and capable of, implementing 
European and internationally accepted public sector auditing principles in a transitional socio-political landscape. The Auditor 


General will be responsible for managing all operations and activities, financial, administrative and technical of the Audit Office of 
Kosovo. ii 


The scope of work for this position/s includes, but is not limited to, the following: 
W. Institutional establishment, development and capacity building including the rapid development of a Supreme Audit 
Institution within Kosovo and the formulation of institutional and departmental policies, procedures and code of conduct 


BL. Responsibility to produce and maintain in writing Kosovar Public Sector Auditing Manuals /Guidelines in compliance 
with International and European standards B 


W Management and leadership of audit activity, including the preparation of an annual audit plan, fulfilling legal 
reporting requirements and preparing guidance to key stakeholders on accounting and financial reporting issues 


The successful applicant will have a university degree, professional qualifications in a relevant discipline and a strong background in 
public sector auditing, preferably in a supreme Auditing institution within the EU. 


We are seeking a commitment for an initial term of three years, noting that EU contracts run until the end of the calendar year, and 
are subject to renewal pending mutual agreement and length of the mandate of the organisation. 
An internationally competitive compensation package, inclusive of a local living conditions allowance, is offered for the posts. 


CV and cover letter in English is to be submitted to eupillar-recruitment@eumik.org. Closing date for applications is 31 March 
2003. Applicants must be nationals of a EU member state or CARDS (PHARE, OBNOVA) countries and citizens of the candidate 
countries for accession to the European Union. Only candidates selected for interview will be contacted. 


The UNMIK EU Pillar is an equal opportunity employer and encourages application from female candidates. 


Detailed job description and selection criteria for the vacancies are found at www.euinkosovo.org 
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WWW.avu.org 71 Maalim Juma Rd. PO Box 25405 Tel : 254.2.271 20 56 / 73 
www.uva.org Nairobi, Kenya Fax : 254.2.271 00 99 


AFRICAN VIRTUAL UNIVERSITY 
UNIVERSITE VIRTUELLE AFRICAINE 


RE-ADVERTISEMENT 


The African Virtual University (AVUD is a first-of-its-kind interactive-instructional telecommunications network established to serve African Countries. The objective of the AVU is ro build capacity and ‘suppor 
development by leveraging the power of modem telecommunications technology to provide world-class quality education and training programs to students and professionals in sub-Saharan Africa. p 





AVU is an intergovernmental organization based in Nairobi, Kenya, in the past 12 months it has established itself as an independent organization, migrated from the USA to Africa, recruited a strong nana 
and launched its first accredited degree and diploma programs. More information on AVU can be found on httpiz/www avui org, AVU is now seeking qualified individuals to fill the following available positions: 





UE FULLY QUALIFIED AC T-F | ration Department 
Reporting to the Chief Finance Officer, you will be responsible for financial management of all AVU's projects as well as compliance with the financial procedures and the establishment of internal controls. 
Responsibilities: 


e — Ensuring that all fees due to AVU are received on time, and payments to AVU contractors, suppliers. and consultants are made on time. 

+ Accounting for all AVU transactions, assets, and liabilities. 

e — Ustablishment and maintenance of all financial and accounting policies, anc all internal controls. d 

e — Organization and implementation of a continuous program of internal audit covering all departments and activities, and reporting periodically to the CEO on internal controls and internal audit findings, 
* Preparation of AVU"s budgets, quarterly and annual financial statements. as 
e Organization of the external audit of AVU's accounts and annual Financial statements, liaising with and coordinating responses to AVI s external auditors. 

* Assuring the accuracy and quality of all signed documents (including cheques and contracts) being sent out by AVU. 


Profile Dl 

A graduate, fully qualified accountant (Certified Public Accountant, Chartered Accountant) with over seven years experience gained from Multinational, International Organizations or Management à 
Firms. You must, in addition, have a comprehensive knowledge and experience in audit, budgets and in the use of information systems to carry out the finance and accounts functions. Working knowledge o 
Plains Dynamics Application System will be an added advantage. Familiarity with the World Bank financial procedures would be a definite advantage, You will posses strong commercial acumen and: 
fink strategic thinking to effective institutional resource planning and management. You will also be comm ited to supporting a wam do deliver quality services, Fluency in English and Preach is required, 





2 DIRECTOR -ACADEMIC P 


A director is required to work with the AVU Academic Programs team. 
‘The. director will be responsible for the planning, development and management of AVU's academic programs including pedagogy. He ar She will he expected to work with the heads of finance, business develo 
technology groups, and advise the Chief Executive Officer on al] maters pertaining to the organizational mission. 
Specific areas of assignments would be: 
« The development and management of the academic programs to target populations in AVU partner countries. Responsible for all aspects of planning of educational programs including assessing E 
identifying appropriate academic content, recommending instructional strategies to support the transfer of learning and evaluating the impact of the courses and seminars. 
* Negotiating agreements with the content providers/donors. EE 
e = Providing ongoing support to the learning centers to successfully implemeat the education programs including advising center managers on registration, information and delivery, content and training 
facilitators. T 
e = Interface with content providers on proposed content, and with Vice Chancellors to secure their continued buy in. 
e Managing and reviewing the short courses program (content, pedagogy. participation, impact, and cost effectiveness? and preparing recommendations on future short courses. 
* = Continuousty reviewing AVU's plans for deployment of academic programs to ensure a balance between Franco and Anglophone language programs. 
® Reviewing the pedagogical model in light of experiences of other developing country ICT enabled distance-tearning initiatives, 
a Monitoring the quality of the learning programs and developing a strategy for AVU accreditation process. 
s Managing the departmental budgets. 
* Managing contracts and relations between AVU and content providers, 


Profile 


A senior specialist in ICT- facilitated learning is sought. Substantial experience in one or more developing countries in distance learning and ICT applications is essential. The selected candidate is Bket 


Masters degree or a Ph D.. a teaching qualification, seven to ten years’ relevar experience and have capacity Io work independently and under pressure. Working knowledge of information sechnolog 
systems is a must. A good understanding of the higher education systems in Africa is required. Flucncy in English and French is required. U 


Both positions are available immediately at the AVU headquarters in Nairobi. Remuneration and benefits package are negotiable. Applications with fall curriculum vitae including a day time telephone <1 
address, salary history, and three professional references should be sent in confidence to the: be: 


HUMAN RESOURCES OFFICER 
AFRICAN VIRTUAL UNIVERSITY 
P.O BOX 25405 

NAIROBI 

E-mail: hr? avu.org. 


So as to reach him on or before 28th March 2003. Only short listed candidates will be contacted. AVU is an equal opportunity employer. Qualified women candidates are encosraged to apply. 


ANCOPHONES 





3) RE: 
Présentation de PUVA 


L'Université Virtuelle Africaine (UVA) est ung organisation pionnière qui aruvrc à mettre à la disposition des africains une éducation tertiaire de qualité. La mission de PUVA ex de renforcer Ies car 
essentielles pour assurer un essor économique des pays africains, en s'appuyant sur les opportunités qu'offrent les Nouvelles Technologies de l'informarion et de fa Communication. nearer 


Initialément conçue comrae un projet de Ja Banque Mondiale à Washington aux Etats-Unis, son développement au cours de sa phase pilote a permis de la transformer en organi 
présent d'une équipe multidisciplinaire et ayant son siège à Nairobi au Kenya, De plus amples informations penvent étre obtenues sur le site Rup Aaw wawi org 


Position : Responsable de Programmes Académiques Francophones 
L Université Virtuelle Africaine offre une position de Responsable des Programmes Académiques Francophones au sein de son département Education : | 
Membre d'une équipe dynamique, vous serez responsable du développement des programmes académiques dans les pays francophones de l'Afrique. Plus précisément, vos fonctions incluront la coordinátio 


sation africaine indépendante disposant 


programmes académiques déjà existant avec les universités partenaires francophones. allant de ia coordination des programmes d'enseignement à distance a la formation du personnel d'encadrement dans des c 





d'éducation. Vous devrez également travailler à développer de nouveaux centres d'éducation dans des pays francophones d' Afrique, Vous conseillere ta direction de PUVA en matióre de prise en compte ef d'int 


de la question Genre dans ses programmes d'éducation, de développement et de gestion de nouveaux partenariats avec les oniversités partenaires dans le reste du monde délivrant des programmes de formation & distin 


en langue frangaise. Vous devrez, en coordination avec l'équipe de SUVA, veiller à la bonne dispensation des cours via satelite. 


Le/la candidatte) devra détenir un dipléme supérieur en Enseignement, nivean Maitrise et être parfaitement bilingue (francais et anglais}, Une expérience dans fe domaine de l'Education (à Distance) de 4 années est requis 
et il serait avantageux que cette expérience ait été acquise dans un pays francophone d' Afrique. En plus d'un réel intérêt à travailler pour fe développement d'ane éducation de qualité en Afrique, lefla candidat(e}. 
faire preuve de professionnalisme, d'esprit d' initiative et d'équipe, d'aisance à évoluer dans un environnement de haute technologie, et posséder de solides capacités de gestion de projets et programmes, de commaonicati 


et de négociation. 


Les candidatures doivent comprendre une lettre de motivation, un CV. ainsi que jes coordonnées de trois references professionnelles. La demande devra parvenir au siege de l'Université Virtuelle Africaine au plus ta 
Vendredi 28 Mars 2003 à l'adresse indiquée. Seulte)s les candidatiess présélectionné(e)s seront contactés. Le poste est basé à Nairobi, Kenya au siege de UVA. L'UVA offre des salaires compétitifs et encourage 


candidatures féminines. 


HUMAN RESOURCES OFFICER 
AFRICAN VIRTUAL UNIVERSITY 
P.O BOX 25405 

NAIROBI 

E-mail: br@ayu.org 
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To meet the growing demand for upcoming projects in South East Asia GTZ is seeking 


Senior Project Managers / Senior Consultants 


(long-term and short-term assignments) 


fr Health Projects 


Their task will be to provide cutting-edge consultancy services for 


* Health Sector Reform and Decentralisation * Family Medicine 

* Public Health ¢ Sexual and Reproductive Health 

* Health Financing and * Health Facility Management 

* Health Insurance Systems * Health Education and Promotion 

* Community Health Development Planning and Training * Health Information Systems Management 


Qualifications: University degree in medicine and an advanced degree for relevant subjects (PhD for 
Team Leader); good command of English; minimum 10 years of work experience, 5 years in Asian countries; 
extensive experience in implementing projects for international donors (EU, ÁDB or World Bank) and/or 
bilateral development agencies; excellent management and communication skills. 


GTZ Intemational Services operates globally on behalf of the German Government as well as other 


governments and international donors, assisting and advising on the implementation of tech- 


^ 


nical assistance projects in transition and developing countries. 


Applications: Please submit your online application to 
http://www.gtz.de/international-services/jobs-and-tenders - 

and select either the service sector , health" or the region , ASIA" 
Deutsche Gesellschaft für Technische Zusammenarbeit (GTZ) GmbH 
GTZ International Services 

Judith Raab l 

Human Resources Unit ; 

P.O. Box 5180, 65726 Eschborn, Germany 


www. atz.de 











Association of Commonwealth Universities 


WOW. aC. ac tk 


Secretary General 


The Association of Commonwealth Universities (ACU) seeks to appoint a Secretary General, to succeed Professor Michael 

É Gibbons, who retires on 31 July 2004. The ACU represents 500 universities in 36 countries; it is the oldest international association 
p of universities in the world, having been founded in 1913. The ACU serves its members by advancing international co-operation 
m and understanding in higher education, and by providing a broad range of services and facilities. Key activities include: provision of 
research and information services related to a broad range of higher education issues; networking and development facilities for staff 
in member institutioris; the highlighting of issues such as gender equity and HIV/AIDS; administration of scholarships; advertising 
and recruitment; policy research and benchmarking. The new Secretary General will lead the ongoing transformation of the ACU, 
raising both its profile and the level of its services to its members and a growing range of other clients. This transformation will also 
involve a shift from subscription revenue towards fee-for-service income, as the basis of the ACU% financial position. 






The Secretary General of the ACU has both representative and managerial responsibilities. The Secretary General is the ACU'S 
ambassador, giving a lead in its relations with member institutions, governments, NGOs and partner organisations all over the 
world. As the ACU continues to evolve and diversify, the role also requires a communicative and inspiring leader of the 
organisation's secretariat. The successful applicant for this role will combine an understand) ng of higher education, and credibility in 
dealings with its leaders, with experience of both developed and developing countries across the Commonwealth. Financial acumen 
and proven fund-raising ability are also requisite. 


ooo Further particulars of the post are available from Heidrick & Struggles. Please write, in confidence, with a comprehensive CV 
and remuneration details quoting ref: 22134/ACU to Claire Lane, Practice Administrator, Heidrick & Struggles International, 
5 Burlington Gardens, London W1S 3EP. Email: clane@heidrick.com 


Closing date for receipt of applications is 28 March 2003. 
HEIDRICK & STRUGGLES 


OFFICES i 1 
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IWM! 


international INTERNATIONAL WATER MANAGEMENT INSTITUTE 
institut e-POBox2075, Colombo, Sri Lanka 


The international Water Management institute (WMI), based in Sri Lanka, conducts public goods 
research and capacity building on water and land resources management, with the goal of 
improving food security, livelihoods, and the natural environment in developing countries By 
| working with its diverse partners and the Future Harvest centers of the Consultative Group on 
|. "International Agricultura! Research (CGIAR), ME is creating innovative approaches for policy 
makers, resource managers and poor rural communities 


iWME requires a highly competent and motivated individual for the following position: 


SECRETARIAT ADMINISTRATOR 
CGIAR CHALLENGE PROGRAM ON WATER AND FOOD 


The Secretariat Administrator is responsible for the administrative functions of the Challenge 
Program Secretariat, which is a large and complex global research program hosted by WMI. S/he 
will report to the Challenge Program Coordinator 


RESPONSIBILITIES 

* Responsible for ail administrative activities of the CP Secr etariat including drafting & finalizing 
contracts 

* Assisting in pr eparing progress reports and program monitoring and evaluation 

+ Responsible for the management of the Pr ogram budget and facilitating financia! reporting to 
IWMI and the Challenge Program Consortium 

» Pr eparing and finalizing annual progress reports to donors 

* Assisting in organizing CP- elated global research meetings, conferences and workshops 

s Supervising administrative and technical staf f attached to the Secretarial 


QUALIFICATIONS: 

Bachelors Degree in Business Administration or equivalent plus 10 years experience, including atieas! 
3-5 years of international experience. 

The position will be for two years with the possibility of extension. Applicants should send their curriculum 
vitae together with names and contact addresses of 3 referees to: The Advisor Human Resources, By 15th 
April, 2003 IWMI, P O Box 2075, Colombo, Sri Lanka, or email to: work-al-wmi@cgiar org 


For further information please see our websites af 
http://www.iwmi.org and http;//www.waterforfood.org 


Applications from women and developing country professionals are especially encouraged 


PTT 
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e AUDIT SPECIALIST 


The leading United Nations Agency in the field of population, reproductive 
health and development is seeking qualified applicants for the position of 
Audit Specialist in the Division for Oversight Services (DOS) based in 
New York. The functions of the Audit Specialist include performance of 
management audits (as a team leader or a team member) of the 
organizational units and functions at headquarters and country offices. 
A detailed job description can be found at the UNFPAS website at 


http://www.unfpa.org/about/employment/employment.htm 


UNFPA seeks a candidate with an advanced university degree in 
accounting, auditing, business administration, commerce or related field 
and professional accounting, auditing or related designation such as CA, 
CPA, CIA, CISA, CFE. Minimum 8 years audit related experience, 
preferably in the UN system, knowledge of internal auditing standards and 
practices, audit tools and techniques. Familiarity with special audit and 
investigation practices and techniques as well as strong conceptual and 
analytical abilities; sound judgment, ability to travel extensively, and 
dedication to United Nations principles also required. Excellent command 
of English and French essential. 


UNFPA offers an attractive compensation package commensurate with 
experience. Please send application marked VA/FPA/021/03 to: Team 
Two, Personnel Branch, UNFPA, 220 East, 42nd Street, New York, N.Y. 
10017; Fax: (212) 297-4908 or to team2@unfpa.org. Application 
deadline: 4 April 2003. UNFPA will only be able to respond to 
those applicants in whom it has a further interest. Women and 
nationals from developing countries are encouraged to apply. 


United Nations Population Fund 
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— Activity Implementation 


The Secretariat of The Global 
Network on Energy for Sustainable 
Development (GNESD) located at 
Rise National Laboratory is seeking a 
Programme Officer. 


Job description 


You will support the Head of 
Secretariat on all substantive activities 
and act as the daily Secretariat liaison 
with the established working groups 
including providing substantive sup- 
port to the identified theme coordina- 
tors. You will act as Secretary for the 
Steering Committee and support the 
Head of Secretariat in presenting the 
network activities in relevant interna- 
tional meetings. The position will 
require foreign travel. 


You will primarily be responsible for: 


. Preparing Terms of Reference and 


contracts for working group mem- 
ber institutions 


* Managing contract implementation 
internally, including monitoring and 
foow-up. m 

« Organising and participating in wor- 
king group meetings 

* Undertaking substantive work to fil 
gaps that are not addressed by the 
participating energy centers in con- 
suitation with the working groups 

* Faciitating information exchange 
and networking among working 
group members 


* Supporting identification of informa- 
tion sources and activities of rele- 
vance to the working groups 


. Supporting working group/theme 
coordinators in their tasks and sup- 
port preparation of information ang 
substantive reports for the network 
partners 


* Gontributing to the information and 
outreach activities in terms of prepa- 
ring input for the Web information 
system and relevant publications 


N—— n —— E tese E 





Qualifications 

We expect that you Have: fs 

* An advanced degree in engineering, 
economics. or related fields with © 
to 10 years relevant work experience 
in the energy field, preferably in « 
developing country context ^ 














. Familiarity with energy and sustain- 
able development issues along with 
experience in policy relevant anal 
cal work 

e Strong communication skills 

English and farnillarity with. 

UN languages 


e An ability to network and collabo 
with experts from different regions. 








Terms of employ 
You wil be employed in 
with the terms valid for acè 
staff employed by the Danish ge 
ment. The period of employ 
two years with possibility for rer 


Application — 
Please send your appli 
English marked "GNESD f 
Officer" in three copies including C 
Riso National Laboratory. Fi 
Systems Analysis Department, | 
building 142 
PO, Box 49 
4000 Roskilde 
Denmark: 
Deadline for the application is... 
31 March 2008. E 
Rise values variety and supports aque 
opportunities irrespective of sex ant 
ethnic background. E 


Further information 


You are welcome to contact Heachc 
Secretariat John M. Christensen =: 
tel, +45 46775130, jobs christer: 
sen@risoe.dk for further information. 
You can read more about GNESD ¢ 
www.GNESD.org and Rise Nations 
Laboratory on www.risoedk —.— 
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Colorado School of Mines 





Executive Director 
Colorado Energy Research Institute (CERI) 


based in Golden Colorado, USA 


The Colorado Energy Research Institute (CERI) develops energy research and educational 
programs through the state of Colorado, The focus of the institute includes fossil, renewable and 
alternative energy technologies as well as energy efficiency and conservation, The institute is based 
at the Colorado School of Mines (CSM), a state-funded, technical university with a mission 
focused on the engineering and science of natural resources and materials 


Position Summary 

Reporting to the Vice-President for Academic Affairs of CSM, the Executive Director will establish 
and lead the newly re-instituted CERL Specific responsibilities will include: providing liaison with 
state Officials to define Colorado energy questions and determine new research directions and 
tunding sources; working with federal officials, including those at the National Renewable Energy 
Laboratory (NREL) in Golden, to create research and educational opportunities; developing ties 
and innovative joint research and educational collaborations with the private sector (petroleum and 
natural gas industry, traditional and renewable energy generation, energy technologies and energy 
distributors); communication with public officials at the State and Federal level on energy research 
in technology, economics, and policy: and distribution of educational material to the public 


Qualifications and Experience Requirements 

The incumbent will have: an advanced university degree; strong management and communication 
skills; excellent State, Federal, and industry contacts in the area of energy; and a passion for the 
energy arena. Technical expertise is required in at least some portion of the broad field of energy 
Academic experience as well as research management experience is preferred, 

The initial contract for a two-year term is renewable. Salary will he negotiable 

Interested candidates are invited to send their applications, including CV, cover letter, and names 
X and contact information for references to Colorado School of Mines. Office of Human 


Resources, Search #03-311120, 1500 Illinois Street, Golden, CO 80401. USA, or by email to 


3mployment. Applications @ (s, mines.edu 
Application deadline — April 11, 2003 


“SM is an EE/AA employer. CSM is committed to enhancing the diversity of its faculty and staff, 
ind encourages applications from women, minorities, veterans, and people with disabilities. 
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experience, we're on the 
ground in 166 countries, 
making a difference 
where it counts. We want 


vou to work with us. 





For more information and to apply, please visit 
our Web site at www.undp.org/jobs. 


We especially encourage women to apply and 
value geographical diversity in our workforce. 
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EUROPEAN UNION =" 


Kosovo Trust Agency 


The European Union Pillar (EU Pillar) of the United Nations Mission in Kosovo is the 
primary agent for economic change and restructuring in the Province. Within the EU 
Pillar, the Kosovo Trust Agency (KTA) takes action to preserve or enhance the value, 
viability, and corporate governance of Socially and Publicly Owned enterprises. The 
Socially Owned Enterprises Division of the KTA administers and takes the lead in the 
privatisation of the approximately 400 Socially Owned Enterprises (SOEs) of a 
commercial and industrial nature on the territory of Kosovo. Some of the SOEs are 
commercially viable. Others have idle assets that need to be mobilized for the private 
sector preferably by means of transparent tender. The Publicly Owned Enterprises 
Division administers and oversees over 50 enterprises ranging from public utility 
providers to transport and telecommunications. 














In this context the KTA is seeking mature professionals with the 
following profiles: 






Regional Enterprise Development Officer 


Transaction Officer 
The selection criteria and background for the positions are: 


m. Relevant advanced academic qualification in the respective professional area 
a Self-starters motivated to excellence and wanting to contribute to the task of 
fostering peace and economic development 
a Excellent speaking and writing ability in English. Experience of working in 
Central and Eastern Europe or in the Balkans is an added advantage 
a Prior international experience, enabling candidates to provide the knowledge 
frameworks and transitional modalities in the respective job areas 
a Strong managerial and communication skills. Energetic, culturally sensitive and 
politically astute team plaver. Proven ability to operate independently and 
effectively with minimum support facilities 
An internationally competitive compensation package, inclusive of local 
living conditions allowance, is offered for all posts. 
CV and cover letter in English are to be submitted to illar-recruit fa 
Closing date for applications is March 31, 2003. Applicants must be nationals of a EU 
member state or CARDS (PHARE, OBNOVA) countries. Nationals of candidate 
countries for accession to EU are also eligible.Only candidates selected for interview 
will be contacted. The UNMIK EU Pillar is an equal opportunity employer and 
encourages application from female candidates. 


Detailed job descriptions and election criteria for all vacancies are found at 


www.euinkosovo.org 
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With a world ol development It's time to take sides. 


Put your ideas and expertise to work. 


At the United Nations Millennium Summit, the world's leaders pledged to cut poverty in half by 2015. 

To support progress toward that goal, the UN's development organization, UNDP, uses its global network to 
connect countries to expertise and resources from around the globe. Our wide range of partners includes 
governments, civil society, the private sector and other multilateral organizations. Now we are recruiting to 
augment our own team of expert practitioners — individuals who can seck out, develop and promote innovative 
solutions to long-standing problems. People who can communicate across cultures and all strata of society. 
People who have practical experience in one or more of the following areas: 


Democratic Governance (Afghanistan, Timor Leste, Vietnam and various other locations) 
Crisis Prevention and Recovery ( Various locations) 

Poverty Reduction ( Various locations) 

Energy and Environment ( Various locations) 

Information and Communications Technology ( Various locations) 


In addition, we have career tracks and project opportunities for people with outstanding management skills, 
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Prince Sultan Bin Abdulaziz 
International Prize for Water 


"Now the largest award for outstanding 
research and innovation in water fields. 


` st . n ; 
Prince Sultan Bin Abdulaziz International Prize for Water was initiated on October 21° 2002 to recognize outstanding 
research and innovations in the five branches of the prize. The prize value for each branch is SR 500,000 (USS 133,000) 
Topics for the First Award of the Prize 2002 - 2004 will be as follows: 





Surface Water; topic: Effective Flood Control Methods 
>- Ground Water; topic. Artificial Ground Water Recharge 
l- Alternative (non-traditional) Water Resources, topic: Economical Technologies in Sea Water Desalination 
i- Water Resources Management: topic: Effective New Techniques for Imgation Water Conservation 


5. Protection of Water Resources. topic. Protection of Ground Water from Agricultural Pollutant 


Nominations are now accepted for the above 5 topics from individuals and organizations. 
The last date for nominations is October 30« 2003. For more information, please contact the Prize Genera] Secretarlat at 
Prince Sultan Research Center for Environment, Water and Desert - King Saud University, 


Or Visit us al wwW.pSIpw.oTg 





PRINCE SULTAN BIN ABDULAZIZ INTERNATIONAL PRIZE FOR WATER 


King Saud University, P.O.Box 2454 Riyadh 11451 Saudi Arabia - Tel: (+966 1) 4675571 / Fax: (+966 1) 4675574 - E-Mail: info@psipw.org 





Special report Dealing with Iraq 





Very well, alone 


M failure of the United Nations route may well discourage the United States from 


uch a course in future 


‘TIS the job of diplomats to bridge the un- 
. bridgeable and mend the unmendable. 
Vhy, then, has the rift that has opened in 
ne United Nations Security Council over 
1e disarming of Iraq proved so hard to 
eal? And why has the threat of obvious 
nd dangerous damage-to the UN's credi- 
ility, to the western alliance, and to rela- 
ons between America and recently more 
-operative Russia and  China-not 
elped to overcome the differences? 

Instead, the diplomatic barbs seem to 
ave been deliberately sharpened. Amer- 
a and Britain (along with rotating mem- 
ers Spain and Bulgaria) stand accused of 
ipporting war at any price, while France 
nd Russia (and perhaps China, as well as 
on-veto-wielding Syria) are suspected of 
'anting peace at any price, with the rest of 
ie 15: member council ducking for cover 
etween them. 

Part of the difficulty is that the council's 
ve permanent members have rehearsed 
me of their arguments before, and have 
arned to suspect each others' motives. 
nd the row, though ostensibly about the 
iue of inspections in Iraq, is in truth 
)out much else too. 

Iraq was first given an ultimatum to dis- 
m itself of all its weapons of mass de- 
ruction in 1991, as part of the ceasefire 
at ended that Gulf war. It never did so. 


On the contrary, it developed a whole con- 
cealment industry, to try to hide important 
elements of its nuclear, chemical and bio- 
logical and missile programmes. This 
sorry saga was retold in the 173-page report 
that Hans Blix, the chief inspector, pre- 
sented to the Security Council on March 
7th, along with new worries, including 
some specially adapted warheads un- 
earthed by the inspectors and an un- 
manned aerial vehicle, just found, that 
could potentially be used for biological at- 
tack. (Just a research project, says Iraq.) 

But if Iraq's history of deception is so 
clear, why have so many countries, includ- 
ing two of America's western allies, France 
and Germany, leapt to defend it from at- 
tack? The fate of inspections the first time 
round shows what can go wrong, and why 
America and Britain have pressed this time 
for Iraq to suffer the "serious conse- 
quences" promised last November in 
Resolution 1441 if it fails, after 12 years and 
many previous resolutions, to take this “fi- 
nal opportunity" to disarm. 

Although it was an American-led co- 
alition (including France, among many 
others, on that occasion) that defeated Iraq 
in 1991 after its invasion of Kuwait, the Se- 
curity Council was supposed to do the dis- 
arming. Russia and China, two of its per- 
manent members, had opposed military 
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action all along. As soon as Saddam Hus- 
sein began digging his heels in firmly 
against further inspections in 1995 and 
1996, the council split. Russia and China, 
wanting sanctions lifted so they could re- 
cover past debts from the Iraqi govern- 
ment and return to oil business as usual, 
resisted the use of force to back up the in- 
spection teams. France, keen that Russia 
should not scoop up all the oil contracts, 
eventually did the same. The inspectors, 
who were meant to supervise Iraq's volun- 
tary disarmament, not force out its hidden 
weapons, were increasingly stymied; in 
1998, the inspectors withdrew. 

Earlier this week, Spain's prime minis- 
ter, José Maria Aznar, suggested that this 
time too France, Russia and China were be- 
ing influenced by their “material interests" 
in Iraq. France and Russia have repeatedly 
denied it. And indeed, though economic 
interests weigh with them, there is more to 
their opposition this time than that. 

On March 1oth France's president, 
Jacques Chirac, struck a very different 
note. He was concerned, he said, about the 
harm an American-led attack on Iraq 
would do to relations with the Arab and 
the Muslim world, and about the damage 
being done to the broad coalition that 
America has pulled together to fight terro- 
rism. George Bush, he implied, needed 
saving from the folly of his own actions. 
Both France and Russia this week said they 
would veto any effort to present Iraq with 
an ultimatum in a new resolution that 
could trigger an automatic resort to force. 
Both suspect (with reason, for he has said 
as much) that Mr Bush's real aim all along 
in Iraq has been regime change, rather 
than disarmament. They argue that in- 
spections are doing the disarmament job, » 





> and should be allowed to continue for at 
least some months more. 

Yet even a cursory reading of Mr Blix's 
173 pages suggest that Iraq is very far from 
providing inspectors with what they need. 
It has destroyed some 50-60 prohibited 
missiles, and come up with some extra 
documents and bombs or bomb frag- 
ments from the past, but these have not an- 
swered the many outstanding disarma- 
ment questions, or the suspicions that 
several governments, including America's 
and Britain's, have about Iraq's recent ac- 
tivities. At last week's briefing by Mr Blix, 
Britain's foreign secretary, Jack Straw, 
charged France with attempting— 
wrongly—to present the choice before the 
Security Council as “disarmament by 
peace, or disarmament by war”. In fact, he 
said, inspection without a credible threat 
of force could not work any more this time 
than it had in the past. 

As part of an effort to win a new resolu- 
tion, and convince the waverers that Iraq 
has failed to comply, Britain was this week 
circulating a draft text that set several tests 
for its disarmament, and a shortish dead- 
line for meeting them. These included a 
public statement by Mr Hussein, admit- 
ting that he has concealed weapons of 
mass destruction (something he has flatly 
denied to his own people and to the UN), 
but announcing he will now give them up; 
a decision by Iraq to provide 30 scientists 
for interview outside Iraq, with their fam- 
ilies, so as to avoid intimidation; the sur- 
render of all Iraq's suspected anthrax 
stocks, or credible evidence of their de- 
struction; further destruction of banned 
missiles; a full accounting of all Iraq's un- 
manned aerial vehicles, including the test- 
ing of spraying devices that can be used for 
chemical and biological weapons; and the 
surrender of all mobile chemical and bio- 
logical production units. These tests 
aroused little enthusiasm either from the 
Americans, who saw them as a delaying 
tactic, or from the French, who saw them 
as another trigger for war. 

The suspicion has grown in recent 
months that, for Mr Chirac, the issue is not 
the best means to disarm Iraq (hence his 
desire to put the onus on the inspectors), 
butthe best way to clip the wings of a pow- 
erful America. His foreign minister, Domi- 
nique de Villepin, put it more diplomati- 
cally when he told the council last week 
that “We are defining a method to resolve 
crises. We are choosing...the world we 
want our children to live in." 

Mr Bush and Britain's Tony Blair would 
probably not disagree with that. But 
whereas France, by threatening its veto in 
the broad way it has, seems to be making 
the Iraq row a test of wills with America, 
both America and Britain see it as a test of 
the Security Council's resolve to enforce its 
own repeated resolutions against a serial 
offender who has shown every deter- 


mination to resist. What is the lesson for 
the next country that has weapons of 
mass destruction, asked the White House 
spokesman this week, if the Security 
Council backs down this time? 

The answer in future may be even less 
to Mr Chirac's liking, worry other Euro- 
pean officials, including some in France 
and Germany. If France and Russia block 
UN approval of military action against Iraq 
this time, and America does the job largely 
by itself, as ithasthe powers and, it claims, 
all necessary legal authority to do, it may 
be dissuaded from working through the 
UN in future. 

What is more, although France and 
Germany have sought to rally other Euro- 
pean governments to take a stand against 
America on this issue, they have largely 
failed, and instead produced a damaging 
split in both NATO and the European Un- 
ion too. Trust between allies, once 
breached, may prove no easier for the dip- 
lomatsto mend. 8 


The coming war 


[Into the breach 


How will America—and Saddam 
Hussein-fight the second Gulf war? 


ERTS in conflict, says "The Art of 
War", an ancient Chinese strategy man- 
ual, "release the attack like a lightning bolt 
from above the nine-layered heavens". For 
all its technological wizardry and Iraq's 
relative weakness, America can't afford 
entirely to neglect the classical principles 
of warfare, including the ancient Chinese 
recommendation of surprise. Many cur- 





His resistance may not last long 
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rent rumours about strategy may, there 
fore, be unreliable. Still, some outlines of 
the impending campaign are fairly clear. 

A war will begin with an intense bom: 
bardment, probably of unprecedented ac 
curacy. Iraqi air defences, clustered arounc 
Baghdad, will be among the first targets 
Those in the southern no-fly zones have al 
ready been extensively bombed; in a re 
cent overture to war, so too has surface-to 
surface weaponry. American aircraft, tak 
ing off from carriers, various countries ir 
the region and bases farther afield, wil 
also strike command centres, presidentia 
palaces and other props of Saddam Hus 
sein's regime. 

Ground operations will begin muct 
more swiftly than they did in the Gulf wa 
of 1991, perhaps even simultaneously 
Special forces have probably been in Irac 
for some time, scouting out targets, land 
ing strips, bridges and suchlike. The mait 
American invasion force will thrust nortl 
from Kuwait, with British commandos an« 
some American marines perhaps detaile« 
to seize the southern city of Basra. Ameri 
can top brass have also insisted that ther 
will be a northern front, whether or no 
the Turkish parliament reverses its deci 
sion not to allow American troops to ente 
northern Iraq from Turkey. 

If there were heavy forces, such as th 
Ath Infantry Division, on the ground in th 
north and advancing south towards Tikri 
and Baghdad, Iraqi resistance would be d: 
vided, enabling allied units moving uj 
from the south to do so more quickly. } 
Turkey doesn't budge, American armou 
could be flown in to airfields in norther 
Iraq. More likely, though, than such a le 
borious airlift would be the insertion o 
lighter troops, such as the 101st Airborn 
(the "Screaming Eagles”), with thei 
Apache helicopters. Supported by ai 
power, they should at least be able to pre 
tect Iraq’s northern oilfields and prever 
strife between the Iraqi Kurds and Turkey, 

If discerning American plans is trick 
in the fog of disinformation, divining M 
Hussein's intentions is impossible. Unt 
recently, he seemed confident that h 
could stave off an invasion. Trenches hav 
reportedly been dug around Iraqi citie 
and filled with oil, which, when set ablaz 
could confuse laser-guided munitions. By 
there is little sign of a concerted attemptt 
defend Iraq's borders; instead, Mr Hussei 
will harry the invaders as they close in o 
his capital. 

Past form suggests some likely tactic 
Mr Hussein may destroy dams on the Et 
phrates and Tigris rivers. Despite stat 
ments to the contrary, he may set fire 1 
Iraq's oilfields (see next article). America 
and British forces will have to provide ai 
to many Iraqis even as they kill others, 
humanitarian burden which Mr Hussei 
could augment by generating mass refugt 
flows. Taking larger numbers of prisone 
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will also be burdensome, which is why 
America has indicated it may leave surren- 
dering conscripts to their own devices. 

History also suggests that Mr Hussein 
may well use chemical weapons. America 
will attempt to seize facilities thought to 
contain weapons of mass destruction, or 
disable them by cutting power supplies or 
bombing. Iraqi officers may choose to ig- 
nore orders to deploy sarin or vx. Still, the 
chances of American troops encountering 
such weapons remain high. 

Mr Hussein will be worrying as much 
about keeping his own people in check as 
about holding up the invading juggernaut. 
America will try to induce a coup, by shat- 
tering Iraqi morale early and enticing Iraqi 
commanders to switch sides. Mr Hussein 
will endeavour to prevent one. So the Re- 
publican Guard and Special Republican 
Guard divisions concentrated in and 
around the capital will have one eye on, 
among others, the potentially seditious 
shias of Baghdad. 

If it comes to a battle for the city, allied 
orces would try to seize key sites and ar- 
eries and so emasculate Mr Hussein’s re- 

sime relatively bloodlessly. He may try to 
procure a bloody stalemate. Unfortu- 
nately, there are few previous examples of 
‘linical urban warfare, and plenty of gory 
ones. The longer urban battles go on, the 
ess restrained they tend to become. In any 
ase, political concerns would make an ex- 
ended siege hard for Messrs Bush and 
Hair to countenance. 

How Baghdad falls will partly deter- 

mine how many people the war kills, on 
«oth sides. The Pentagon has advertised 
he leniency with which it intends to treat 
egular Iraqi troops, and the care with 
which the targets of its precision muni- 
tons will be selected (though up to 10% of 
smart" bombs generally turn out not to be 
© smart after all). On the other hand, an 
«ample may be made of any Iraqi unit of- 
ering stiff resistance; and, as American of- 
cials have also been keen to point out, Mr 
fussein may use Iraqi civilians as human 
hields, as he did in 1991. The Pentagon 
iys that fake American uniforms have 
wen acquired for Iraqi militia, implying 
iat they may commit atrocities and 
flame them on America. Among the most 
alamitous of possibilities is an Iraqi strike 
in Israel-either by missile or by orches- 
sated terrorism, which could provoke a 
nastly escalation. 

In the end, victory may prove difficult 
» define. As General Tommy Franks, the 

merican commander who will direct the 

avasion, recently observed, the term “re- 
sme" can be defined in different ways. Mr 
wussein or (more likely) a cadre of his 
enchmen may survive to pursue a Tali- 
an-style campaign of harassment. Much 
pends on whether Iraq's despot values 
5s own survival above his legacy, and 
hat sort of legacy he wants to leave. 8 


Iraq's oilfields 


Call the hellfighters 


NEW YORK 
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Will Saddam Hussein sabotage his own oil wells? 


T inferno was unforgettable even on 
a television screen. In the last Gulf war, 
Saddam Hussein's retreating troops blew 
up some 700 Kuwaiti oil wells. They did so 
partly out of spite, partly to slow down the 
allied advance. The flames raged for up to 
nine months before men like Paul *Red" 
Adair, a professional fighter of oil-well 
fires, managed to put them out. The Ku- 
waitis later claimed that the damage done 
cost them more than $20 billion. 

American military planners now 
worry that, after an invasion, Mr Hussein 
may use the same desperate tactic on Iraqi 
helds and refineries. Intelligence agencies 
are suggesting that he has been shifting ex- 
plosives around the country for such a pur- 
pose, and that troops have been moving 
through the southern oilfields. On March 
6th the Pentagon, breaking its previous si- 
lence on the matter, announced that a divi- 
sion of Halliburton, the oil-services firm 
previously headed by Vice-President Dick 
Cheney, will co-ordinate the oil-fire fight- 
ing efforts if they are needed. 

Easy money for cronies? Not necessar- 
ily. Putting out oil fires is not just a matter 
of a lot of water and some powerful pro- 
pulsion machines; each well is different, 
and the task in Iraq, if the worst happens, 
will be far trickier than it was in Kuwait. 
Iraq's wells, unlike many Kuwaiti ones, are 
often associated with natural gas, which 
complicates matters. Kuwait's fields were 


Blazing for nine months 


small, whereas Iraq has several gigantic 
spreads—such as the northern Kirkuk field, 
now being eyed by both the Kurds and the 
Turks, and perhaps already sown with ex- 
plosives—which would be a nightmare to 
deal with if set ablaze. A decade ago, the 
fires were concentrated in a small desert 
area to which water could be brought 
fairly easily. Iraq's terrain, by contrast, 
ranges from mountains to swamps, and 
many fields have no water nearby. 

Roger Anderson of Columbia Univer- 
sity, who observes that the Kuwaiti fires 
did surprisingly little damage to the under- 
lying reservoirs of oil, also worries about 
the age of Iraq's fields. The older the field, 
the lower the pressure, and the more likely 
that fires will reduce that pressure beyond 
the point of no return. 

In the end, Mr Hussein may not attack 
his country’s oil—its “lifeblood”, as he put 
it recently—at all. His soldiers, too, may re- 
fuse to follow orders to sabotage the wells. 
Even so, the first oil men who venture into 
Iraq must be prepared for the possibility of 
booby-traps, in the form of either explo- 
sives or, remotely, something nastier. 

This explains why even Mr Adair re- 
cently declared that "Kuwait was easy 
compared to what would happen over in 
Iraq." Other oil-fire fighters agree. Coming 
from men who, in Kuwait, took showers in 
diesel fuel to get clean, these are sobering 
words indeed. m 
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Expecting trouble? 
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There could be more fireworks to come from the obstinate North 


HAT does it take to get the world’s at- 

tention these days? North Korea’s 
leader, Kim Jong Il, is thought to be plan- 
ning a third missile test in as many weeks, 
while demanding direct talks and a non- 
aggression treaty with America to resolve 
the increasingly dangerous stand-off over 
his suspected nuclear weapons pro- 
grammes. What might Mr Kim be tempted 
to try next? And what could, or should, 
anyone be doing about it? Differing views 
over that question have been straining re- 
lations between America and its ally, 
South Korea, as President Roh Moo-hyun 
prepares for his first visit to the United 
States, possibly as early as next month. 

In fact, North Korea still has plenty of 
fireworks left to loose off. So far it has been 
testing only relatively short-range anti- 
ship missiles: on March 10th it fired what 
appeared to be an upgraded version of a 
Chinese silkworm missile from Sinsangri 
some 110km (68 miles) into the Sea of Ja- 
pan. But there are reports that it is also pre- 
paringto test a much farther-flying ballistic 
missile, called a Nodong, whose 1,300km- 
range puts Japan in danger. And in January 
it tested a booster rocket for an even lon- 
gerrange Taepodong missile that could 
threaten America's west coast. 

A resumption of ballistic-missile test- 
ing would cause alarm, but there is no in- 
dication that North Korea plans to stop 





there. Since October, when Mr Kim owned 
up to an illicit uranium-enrichment pro- 
gramme, he has tossed out international 
inspectors, pulled out of the Nuclear Non- 
Proliferation Treaty, and restarted his long- 
frozen plutonium-producing reactor at 
Yongbyon. All this has seemed deliber- 
ately designed to raise the spectre in Iraq- 
preoccupied America of a two-front crisis, 
and so increase the pressure on President 
George Bush to negotiate. 

So far, at least, North Korea officials 
have insisted that their restarted nuclear 
programme will be for “peaceful” pur- 
poses. That too could change. Tests to the 
power system of a reprocessing plant at 
Yongbyon suggest that North Korea may 
soon start extracting plutonium from a 
stock of 8,000 spent fuel-rods. That, says 
Mohamed ElBaradei, the head of the Inter- 
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national Atomic Energy Agency, the UN" 
nuclear watchdog, would be a "disaster" 
North Korea could certainly quickly amas 
enough plutonium for five or six mon 
bombs (to add to the couple it may alread) 
have), or it could sell some plutonium te 
proliferators elsewhere. This week Jame 
Kelly, an American official, told a Senat 
committee in Washington that the Nort] 
could produce enough enriched uraniun 
to make nuclear weapons in months. 

What can be done about it? South Ko 
rea's President Roh rules out any resort ti 
force; America does not, even though M 
Bush still says this would be a very last re 
sort. Having at first refused to talk to Nortl 
Korea at all until it closed down all its nu 
clear-weapons-related activities, Americ 
has since backed down a little. It recentl 
announced that it would send up t 
100,000 tonnes of humanitarian food ai 
to North Korea this year. And it has said 
will talk to the North about how it ca 
come into compliance with its non-nt 
clear obligations, but only as part of 
wider multilateral dialogue involving oth 
ers affected by North Korea's behaviour. 

South Korea, China and Russia have a 
wanted America to talk directly to Nort 
Korea, which has so far turned the multila 
eral idea down flat. But America may à 
last be getting its message across. It wā 
forcefully restated at the weekend by M 
Bush's national security adviser, Cos 
doleezza Rice. She pointed out that, sine 
North Korea has torn up its previous 196 
bilateral agreement with America (an 
much else) by resuming unsupervised ns 
clear activities, it was going to take muc 
more pressure this time if a deal was to E 
done, “so that the North Koreans kno' 
there is no way out.” 

On March 12th, South Korea’s foreig 


Asia 


minister signalled a shift in that direction. 
He said that the new government in Seoul 
backed multilateral diplomacy, even 
though talks between America and North 
Korea would also be necessary to break 
the deadlock. Meanwhile South Korea, Ja- 
pan and America have all been putting out 
unofficial feelers to North Korea, with 
China and Russia involved behind the 
scenes. It remains to be seen, however, 
whether a formula can be found that 
North Korea will accept. 

After what has been by all accounts a 
lively debate of its own, the South Korean 
government seems to have recognised that 
dealing with North Korea's worrisome be- 
haviour needs closer co-ordination with 
America. The Bush administration has 
been increasingly upset at what it sees as 
Mr Roh's unhelpfully soft line. He had 
'ailed to criticise the missile tests. And 
when North Korea's fighter jets recently 
)uzzed an American reconnaissance air- 
raft flying in international airspace off its 
coast, Mr Roh had called on America, not 
North Korea, to show restraint. Worried 
that North Korea might take more aggres- 
sive action, America has moved some two 
lozen long-range bombers to Guam-a 
prudent" defensive measure, it says. 


Jon't say goodbye 
‘or its part South Korea's government was 
slarmed when America's secretary of de- 
ence, Donald Rumsfeld, talked openly of 
noving some of the 37,000 American 
«oops in South Korea away from the front 
ine or even out of the country (though the 
o governments were due to take up 
»ther matters concerning the stationing of 
ne Americans next month). The prime 
ninister, Goh Kun, said the troops were 
till vital as a "trip wire" to signal Amer- 
‘a’s commitment to South Korea's de- 
*nce in case of attack from the North. And 
ne defence ministry has publicly rebuked 
1e North Koreans for their recent provoca- 
ve behaviour. 

Mr Roh may still be no more inclined to 
onsider punitive action against North Ko- 
»a than before (although Japanese offi- 
Kals, who are usually equally reticent, 
vere this week musing aloud about the ef- 
«acy of economic sanctions should 
‘orth Korea launch a ballistic missile or 
sart making more plutonium). But his ad- 
Ksers seem to recognise that by allowing 
me beginnings of a rift to develop with 
«merica in public, South Korea may have 
couraged the North to believe that its ag- 
vessive tactics were paying off. 

Increasingly, too, the nuclear stand-off 

harming South Korea's economy: a re- 
ort published on March 10th by a Korean 
'search institute forecast that if the crisis 
ontinued, economic growth could fall 
ais year to 1.4%, compared with an esti- 
ated 6.2% last year. Mr Roh has lots to 
onder on before he meets Mr Bush. m 


China 


Car-crazy 


BEIJING 
The middle class starts a new 
revolution 


URING last month's lunar new year 

festivities in Beijing, thousands 
flocked to “automobile temple fairs", a var- 
iant of a centuries-old tradition. The auto- 
mobile version borrows little from the 
past. No temples required, just plenty of 
auspicious red and gold decorations, food 
Stalls, toy stands and of course cars (for 
sale or just to admire). As last year’s 56% in- 
crease in sales of saloon cars might sug- 
gest, China is beginning to develop an 
automobile culture. 

The car-buying craze began as manu- 
facturers in China cut prices last year, to es- 
tablish market share. They were con- 
cerned about a possible surge in imports 
(yet to materialise) due to tariff reductions 
resulting from China’s accession to the 
World Trade Organisation in 2001. Indus- 
try experts say sales growth this year may 
slow, but will still be impressive as the in- 
fant business of car loans expands. 

China calls this evidence of a third con- 
sumer revolution. In the first revolution, 
more than two decades ago, bicycles and 
household electrical goods were hot com- 
modities. In the 1990s it was electronic 
goods. Now a minority is ready to commit 
the equivalent of many months’ salary to 
personal transport. But industry experts 
say China's emerging automobile culture 
is being shaped more by young people's 
desire for a lifestyle change than by a need 
to getto work more easily. In big cities taxis 





Cyclists are being overtaken 
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are plentiful and, for middle-class people, 
readily affordable. 

Of the 1.12m saloons sold nationwide 
last year, more than 90,000 were bought 
by private individuals in Beijing. Lin Lei, 
president of Sinotrust, a marketing-re- 
search firm, says that most buyers are in 
their 20s or 30s and grew up with little if 
any first-hand experience of cars. This gen- 
eration, he says, mainly wants to experi- 
ence the concept of owning a car and to en- 
joy the sense of freedom it offers. Toyota, a 
Japanese carmaker, has tried to appeal to 
this market with an advertising slogan in 
Chinese, which translates “Even further, 
even freer”. 

Since sales to private buyers began to 
pick up in the late 1990s, from virtually 
zero at the beginning of the decade, signs 
have begun to emerge of how citizens are 
using this freedom. In villages around Beij- 
ing, many farmers have placed signs on 
their houses offering meals and accommo- 
dation to passing young motorists want- 
ing a taste of rural life. Several big shop- 
ping centres with large car parks have been 
built in the suburbs. A drive-in movie the- 
atre which opened five years ago says its 
business is growing briskly. Newspaper 
stands offer numerous glossy car maga- 
zines aimed at wealthy young men. All 
this is good news to a government that has 
spent tens of billions of dollars on an ex- 
tensive network of toll highways in the 
past few years and sees auto manufactur- 
ing as a big contributor to future growth. 

Optimists see many years ahead of 
rapid growth in car sales. Mr Lin believes 
buyers currently think mainly about a 
car's price (the best sellers currently are 
midsize and compact cars, mainly pro- 
duced in co-operation with foreign compa- 
nies such as Volkswagen, Citroén and Dai- 
hatsu). In future, they will think more 
about brands and the image that goes with 
them. As the now relatively sluggish sec- 
ond-hand car market begins to develop, 
people will have more incentive to trade 
in. And as incomes rise, private car owner- 
ship will gradually spread. 

But the days of mass car ownership 
may still be a long way off. Graeme Max- 
ton of Autopolis, an automotive consul- 
tancy, estimates that China will sell 4.5m 
cars annually by 2010, a rapid pace of 
growth but one which could tail off once 
the demands of the wealthy minority are 
satisfied and the majority still struggles to 
earn enough for a car. 

The increasing congestion of urban 
roads may also act as a brake. Almost as 
fast as Beijing constructs new urban high- 
ways they become clogged with traffic. Qie 
Xiaogang, an official at Beijing Asian 
Games Village Automobile Exchange, the 
city's biggest car market, believes the traffic 
jams are not yet deterring buyers. He says 
they want a car now for fear that restric- 
tions might be imposed later. m 
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Australia and East Timor 


A squabble 
over oil 


SYDNEY 


The Timorese say they were bullied 


ULLYING is not new to East Timor. 

After living under Indonesian occupa- 
tion for almost 25 years, the tiny former 
Portuguese colony won its independence 
last year after much chaos and bloodshed. 
As they face up to the realities of life on 
their own, many in East Timor are now 
starting to wonder if they have rid them- 
selves of one coercive neighbour only to 
deal with another one, this time Australia. 

The issue at stake is the vast oil and gas 
reserves under the Timor Sea, which sepa- 
rates Australia and East Timor. For Austra- 
lia, already rich in oil and gas deposits of its 
own, itis hardly a question of life or death. 
For East Timor, South-East Asia's poorest 
nation, it represents the difference be- 
tween gaining a foundation for economic 
independence and being propped up by 
aid. On March 6th, the two countries 
signed an agreement dividing the Timor 
Sea's wealth. Accusations followed in the 
Australian Parliament that the conserva- 
tive coalition government, led by John 
Howard, had “bullied” and “blackmailed” 
Mari Alkatiri, East Timor's prime minister, 
into accepting a deal that favoured Austra- 
lia; East Timorese officials were quoted in 
the Australian press saying that Mr How- 
ard and his ministers had treated Mr Alka- 
tiri “as if he was a child". 

A leaked transcript of talks in Dili, East 
Timor's capital, in November between Mr 
Alkatiri and Alexander Downer, the Aus- 
tralian foreign minister, appeared to bear 
out the accounts. During the talks, Mr Al- 
katiri accused the Australians of offering 
their neighbour "scrapings off a plate". Mr 
Downer retorted, *Your claims go almost 
to Alice Springs. You can demand that for 
ever for all I care...but if you want to make 
money you should conclude an agree- 
ment quickly." The Australian minister 
added, “We are very tough. We will not 
care if you give information to the media. 
Let me give you a tutorial in politics — not a 
chance." The transcript has not been de- 
nied by the Australian government. 

Most of the Timor Sea's wealth lies in 
an expanse once known as the Timor Gap, 
and renamed the "joint petroleum de- 
velopment area" under the Timor Sea 
Treaty that Australia and East Timor signed 
last May. After much wrangling, Australia 
agreed that East Timor would receive 90% 
of government revenues from Bayu-Un- 
dan, the main gas field within this area, 
about A$26 billion ($15 billion) over its full 
life. That left Greater Sunrise, another big 
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gas field that lies more problematically 
only partly inside the area. East Timor ar- 
gued that it should have the lion's share of 
revenues from Greater Sunrise. Based on 
the seabed boundary halfway between 
the two countries, Greater Sunrise would 
be within East Timor's economic zone un- 
der the UN's Law of the Sea. 

But Australia last year withdrew from 


Bangladesh's NGOs 








the Law of the Sea convention, and from 
the International Court of Justice's juris- 
diction on maritime-boundary questions. 
Australia recognises instead a boundary 
that Australia and Indonesia defined be- 
tween them in 1972 (excluding the “Gap”),, 
a boundary that puts Greater Sunrise 
mainly in Australian waters. The Howard' 
government delayed ratifying the Timor 
Sea Treaty until a deadline in early March 
leaving East Timor with the grim choice of 
demanding greater revenues (and risking 
the agreement collapsing) or acceptin 
Australia's terms. Under those terms it wi 
receive 90% of revenues due from just the 
one-fifth of Greater Sunrise that lies within 
the development area: by one estimate 
about A$8 billion against the A$40 billior: 
Australia will take from the rest of the field 

Australia hailed the signing as giving 
certainty to the international consortia in 
vesting in the Timor Sea; a big gas dea 
from Bayu-Undanis being concluded witk 
Japan. But the East Timorese must be lef 
wondering about another of Mr Downer’: 
reported homilies to their leader: "Ox 
principle we're surprisingly inflexible...Tc 
call us a big bully is a grotesque simplifica 
tion of Australia." 88i 


Being well-meaning is no protection 


DHAKA 


When humanitarianism gets caught up with politics 


HERE are about 20,000 non-govern- 

mental organisations (NGOs) in Ban- 
gladesh, probably more than in any 
other country. Is their influence begin- 
ning to wane? Yes, says Qazi Faruque 
Ahmed, president of Proshika, which 
has about 6,000 full- time employees. 
No, says Fazle Hasan Abed, founder of 
the Bangladesh Rural Advancement 
Committee (BRAC), the largest micro-fi- 
nance lender in the world, with more 
than 60,000 employees. 

The two organisations have made 
contrasting progress since the coalition 
government led by Khaleda Zia's Bangla- 
desh Nationalist Party came to power in 
2001. BRAC has expanded into Afghani- 
stan and has plans for India. Its teachers 
and health-care people work throughout 
Bangladesh. Its annual budget is $174m. 
More than 3.5m people use its finance 
services. It runs a university, poultry 
farms and a chain of shops selling 
handicrafts made by its predominantly 
female workforce. 

"It is filling a power vacuum that to 
some extent should be occupied by 
elected governments," says M.M. 

a professor at Dhaka University. "Its 
influence touches almost everyone." 

But while BRAC is expanding, Prosh- 


ika has contracted. The NGO claims it 
has had its activities curtailed because 
the government believes it has links 

with the Awami League, the main oppo- 
sition party. Mr Ahmed says the govern- 
ment has no evidence of such links. But - 
he says that Proshika supports 
“women’s empowerment, good gover- 
nance and promotion of human rights", 
and that fundamentalist religious parties 
in alliance with the government "are 
very much against these activities". 

Mr Ahmed reckons that as much as ~ 
$40m due to Proshika from overseas do- 
nors has been stopped by the govern- 
ment. He claims that his home and 
Proshika’s training centre have been — 
raided on government orders, and says 
that two members of Proshika have 
been charged with treason. 

Still, the government maintains that 
employees of Proshika campaigned for 
the Awami League in rural areas during 
the 2001 general election. So bitter is the 
division between the Bangladesh 
Nationalist Party and the Awami League 
that such partisanship is considered un- 
forgivable. However well-meaning the 
NGOs of Bangladesh may be, they are 
continually at risk of being caught up in 
the country's stormy politics. 


Health care in Japan 
Up go the doctors' 
bills 


TOKYO 
Problems of an ageing nation 


lam a to a mandatory national 
health insurance system, medical care, 
most of it competent, is available to almost 
everyone in Japan. Patients can go to any 
nospital or doctor. The service is not free, 
out medical bills have been reasonable. 
The Japanese live longer than any other 
people in the world, and the infant-mortal- 
ty rate is one of the lowest. But the system 
sa big and rising cost to the state: currently 
¥31 trillion ($265 billion) a year, roughly 6% 
of GDP. More than a third of the money 
s0es to treat people over 70, one-eighth of 
he population. 

By 2025, predicts the Ministry of Health 
ind Welfare, one in four Japanese will be 
over 70. Health-care costs will balloon to 
£70 trillion, half of which will be used to 
reat the elderly. From April 1st, in a contro- 
rersial move by the government to find 
nore money for the service, salaried work- 
'rs will have to pay 30% instead of 20% of 
heir medical bills. Doctors, traditionally 
talwart vote-collectors for the ruling Lib- 
ral Democratic Party, fear that hard-up 
iatients will forgo visits. The sagging econ- 
my has already forced a number of clin- 
2s to close. Opposition parties have sub- 
aitted a bill in parliament calling for a 
'eeze on dearer health care. 

Some critics say that hospitals and clin- 
's should be made to cut their expenses 
efore their patients are made to pay more. 
hey point to the practice—admittedly, al- 
»wed by the government-of medical cen- 
es buying medicine below prices set by 
1e government, and pocketing the differ- 
nce. Nor have patients escaped criticism. 
hey are over-medicated, it is claimed, and 
re put through too many costly tests. 

Hideya Sakurai, of the Japan Medical 

ssociation (JMA), says these practices are 
anging. He points out that doctors’ con- 
altation fees, also regulated by the gov- 
rnment, were lowered (a bit) last year. He 
iys the government should raise money 
òr health care by increasing taxes on ciga- 
'ttes, which are cheaper in Japan than in 
iany other rich countries. 

The government is also under pressure 
' raise the quality of medical care. 
hough good for standard procedures, Ja- 
anis said to be falling behind other indus- 
ialised countries in keeping up with new 

edical technologies. Private companies 
e not allowed to operate hospitals or 
inics for profit. Much cosseting by the 
zalth ministry has led to complacency 
nong doctors. 





The system needs more care 


The government is now considering 
partially deregulating the medical indus- 
try to allow medical groups to operate in 
special "structural reform zones" on a busi- 
nesslike basis. This has won plaudits from 
medical-reform advocates, who believe 
successful hospitals could offer even better 
care based on top technology. The biggest 
problem for the government is how to pla- 
cate the JMA. It is staunchly opposed to the 
plan-and doctors remain an important 
influence at election time. m 


Indian politics 


Uttar nonsense 


LUCKNOW 
The way politicians behave in India's 
most populous state is a crime 


lie UTTAR PRADESH were a country, its 
170m people would make it the world’s 
sixth-biggest. As a state of the Indian un- 
ion, its dirty, bitter, caste-based and often 
violent politics still make waves that 
spread beyond its borders. So does its scan- 
dal-plagued chief minister, Mayawati, 
who is an important leader of the Dalits, 
the group at the bottom rung of the Hindu 
caste-ladder, once known as untouch- 
ables. This month she was seen on video 
soliciting bribes, and has had to admit to 
dipping into the government purse for her 
birthday party. Lesser politicians might be 
drafting their resignation speeches. For 
now, however, Miss Mayawati appears, 
well, untouchable. 

The secrets of her solidity are twofold: 
the staunch support of her Dalit power- 
base, which helped her Bahujan Samaj 
Party (BsP) win nearly a quarter of the 





votes and seats in elections for the state as- 
sembly last year; and an unlikely coalition 
with the Bharatiya Janata Party (BJP), the 
Hindu-nationalist group that leads the 
central government. Uttar Pradesh's upper 
castes, vengeance for whose past and 
present injustices is the Bsp’s life-blood, 
are an important part of the Byp’s support. 
Yet both Dalits and BJP seem remarkably 
tolerant of Miss Mayawati's foibles. 

Their patience was tested by her lavish 
birthday party in January, and again by 
the revelation that some of the cost came 
from a contingency fund, more usually 
earmarked for emergency waterworks. 
Worse was the release this month by the 
Samajwadi Party, the main opposition in 
the state, of a video. It showed her de- 
manding a share for party coffers of the 
money that assemblymen rake off from 
funds the government allocates them for 
development work. She has defended her- 
self on both counts: she pointed out that 
great Indian leaders such as Jawarhalal 
Nehru often had their birthdays marked at 
public expense (“Presumptuous hussy,” 
hissed her detractors), and claimed the 
video was doctored. 

Many of her supporters, however, 
seem not to care anyway. For them, at last 
a Dalit is giving as good as she gets. The BJP 
is more squeamish. But its leaders in Delhi 
think an alliance with Miss Mayawati is 
worth a little local difficulty: she may de- 
liver a decisive block of seats in the na- 
tional parliament to be elected next year. 
Even outside her own state, she may help 
unite the Hindu vote. For this, says Samaj- 
wadi's Amar Singh, they are ready to take 
any amount of spit. 

Local BjP leaders, however, are dis- 
tressed at the alienation of their high-caste 
support. Miss Mayawati's selective appli- 
cation of anti-terrorism laws is an espe- 
cially sore point. Rajja Bhaiyya, a local 
warlord, once a member of a BJP govern- 
ment in the state, has been locked up, after 
a search of his palaces uncovered huge 
caches of arms. Few fret for him. But it 
seems unfair that Miss Mayawati has ex- 
tended the hand of friendship to many 
other thugs and convicted criminals. 

Uttar Pradesh is a particularly acute ex- 
ample of the increasing criminal involve- 
ment in Indian politics. In essence, the 
crooks now cut out the middleman and 
run for office themselves. In last year's 
elections, 910 candidates had criminal 
cases pending. 

Morale in the civil service, meanwhile, 
has been dented by Miss Mayawati's pol- 
icy of transferring officials faster than their 
chairs can swivel. What the World Bank 
tactfully calls a progressive deterioration in 
governance has had a predictable effect. 
Uttar Pradesh is falling behind other states 
in stimulating growth and in cutting pov- 
erty, though its population includes 8% of 
the world's poor. m 


United States 


The national mood 


We shall overcome 


WASHINGTON, DC 





Americans' support for war in Iraq has survived a sharp decline in George Bush's 


personal standing. How strong is it really? 


THAS been a week of delay. A quarter of 

a million soldiers are kicking their heels 
on Iraq's borders, checking their guns and, 
it appears, occasionally getting baptised 
before battle. Tommy Franks, the head of 
Central Command, told George Bush last 
week that his troops are ready to fight the 
moment the president gives the order. Mr 
Bush himself said on March 6th that he 
was prepared to go to war even if the Un- 
ited Nations Security Council does not 
sanction it. Yet word has not come. 

For America's diplomacy, the past 
week has been frustrating; for Britain's 
Tony Blair, it has been worse than that (see 
page 53). But the chancelleries are not the 
only places where delay is having an im- 
pact. It is affecting American public opin- 
ion, too. This, in turn, will influence Amer- 
ica's willingness to sustain war in Iraq in 
the face of losses, as well as its long-term 
commitment to rebuilding the country. 

On March 8th, a crowd gathered in 
freezing Omaha, Nebraska, to wave ban- 
ners saying "Saddam is a murderer. Shame 
on Europe", and to cheer Bob Kerrey, a for- 
mer Democratic presidential candidate, 
for his resolute support for war. (“This war 
is not for oil. It's not for glory. It's for the 
freedom of others who have suffered 
mightily.") A week before, a bigger crowd 
gathered in Houston to laud local politi- 
cians who vetoed a city council resolution 
condemning war. In Nashville, people 


queued up to sledgehammer a Peugeot. 

These “Rally for America” demonstra- 
tions were smaller than the anti-war de- 
monstrations that swamped New York 
and San Francisco last month. The organis- 
ers claimed 10,000 people in Houston, 
5,000 in Omaha. But this was hardly tri- 
vial, considering the rallies were impro- 
vised at the last minute by local radio sta- 
tions. Over the same weekend there were 
pro-war rallies as big in Cleveland, Okla- 
homa City, Tulsa and San Antonio—“fly- 
over” cities in the vast heartland. 

Most important, the sentiment of the 
demonstrators seems in tune with Ameri- 
cans as a whole. This week, two polls—for 
the New York Times and ABC News-found 
evidence that support for war is rising on 
the eve of conflict, and that more people 
are prepared to back military action re- 
gardless of what the United Nations does. 
In both surveys, two-thirds of people ap- 
proved of war in general. Support has re- 
mained at roughly this level for months. 

Strikingly, there are now signs that 
Americans' patience with diplomacy is 
wearing thin. A small majority still says 
UN weapons inspectors should be given 
more time. But that number is falling. So is 
the number of those who believe Iraq can 
be contained by inspections. And there 
has been a big rise in those who say Amer- 
ica should take military action soon, re- 
gardless of the UN. In the New York Times 
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survey, half the respondents said thi 
threat of Iraq's weapons programme hae 
to be dealt with now, while 55% said they 
would approve of military action eves 
without the Security Council's approva! 
That contrasts with European countries 
where backing for war, where it exists, de 
pends on the UN's endorsement. 

But perhaps the most remarkable fea 
ture of Americans' continued support fa 
military action is that it comes against . 
background of declining fortunes for M 
Bush on virtually every other front. Ai 
analysis of combined polls showed that ii 
the last quarter of 2002 almost two-third 
of Americans approved of his perfos 
mance as president, compared with one 
third against. The score is now 51-42%. Fa 
the first time, war with Iraq is more popw 
lar than Mr Bush himself. 

His “re-election numbers", admitted? 
an academic exercise at this stage, have d« 
clined alarmingly. Asked “Would you vot 
to re-elect Mr Bush if the election wes 
held today, or for someone else?", Mr Bus 
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United States 


would win by just one point (38-37%). At 


the start of the year he had a ten-point ad- 


vantage. His popularity is back to what it 
was on September 10th, 2001. 

Thom Riehle, the head of Ipsos-Reid, 
the polling firm that provides the latest 
snapshot, argues that Iraq is partly to 
dlame because the debate on whether to 
nvade shifts public attention away from 
lighting terrorism, where Mr Bush is 
leemed stronger. Against this, as Charlie 
Sook, a political analyst, points out, the 
roader public mood of increasing pessi- 
nism tends to colour everything else. 
Jnly one in three Americans thinks the 
ountry is heading in the right direction, 
he lowest level for seven years. 

Much of that decline is attributable to 
he economy, not the war: the Dow is 
lown, joblessness is up and national in- 
ome is flat. Of course, war uncertainties 
iave something to do with that. Butno one 
hinks a swift victory will turn the econ- 
my around: indeed, the net effect of war 
ould be a further economic drain. Mr 
iush's troubles come primarily from do- 
aestic concerns. Backing for war in Iraq is 
eeping his public support higher than it 
vould otherwise be. 

That is the main domestic reason why 
ne stakes in Iraq are so high for the presi- 
ent: if things go wrong there, he is vulner- 
ble elsewhere. Moreover, there are two 
easons for thinking he may be vulnerable 
n Iraq itself, if the war is anything short of 
triumph. 

First, evidence is mounting that sup- 
ort for war is becoming more partisan. All 
1e Rally for America demonstrations 
ave taken place in Republican states. The 
ig anti-war ones have been in Democratic 
ates. In a bold move, Republicans have 
isisted that congressional cafeterias start 
ving "freedom fries” (and "freedom 
vast” for breakfast). More than 100 Demo- 
atic-controlled city councils, including 
üs week the one in New York, have 
assed anti-war resolutions. More seri- 
asly, 73% of Republicans told the New 
ork Times poll that they would approve 
: military action without UN backing, 
ympared with only 42% of Democrats. In 
199, Tom DeLay, now the majority leader 

the House of Representatives, called Ko- 
wo "Clinton's war”. Iraq is starting to 
ok to Americans a bit like “Bush’s war". 

So far, that has been a bigger problem 

r the Democrats. Their presidential 
»pefuls cannot afford to stray too far from 
e anti-war base of activists who will 
.oose the party's nominee next year and 
ho have been urging them at campaign 
ps to speak out more forcibly. But most 
them cannot do this because they voted 
favour of last year's congressional reso- 
tion authorising force in Iraq. 

Until recently, that dilemma had be- 

willed their campaigns and allowed 
award Dean, the former governor of Ver- 


mont, to become a more serious chal- 
lenger because of his forthright con- 
demnation of Mr Bush. But weeks of 
diplomatic embarrassment-not only in 
the UN, but with NATO, Turkey, the Euro- 
pean Union and North Korea—have 
changed the Democrats' position. 

Their candidates are now able to assail 
Mr Bush for damaging American di- 
plomacy, and its store of global goodwill, 
without seeming weak on Saddam Hus- 
sein, and without undermining the sup- 
port they will give to American soldiers if 
and when fighting starts. As Norm Orn- 
stein of the American Enterprise Institute 
points out, this line of argument may also 
prove effective after the war, if the dip- 
lomatic wounds do not rapidly heal. 

Second, there is evidence that support 
for war may be shallow, raising doubts 
about how long it will be sustained if 
things go awry. UN backing makes less of a 
difference to Americans than to people in 
other countries, though it bolsters support 
for military action. Yet polls also show a 


Conspiracy theories 


Lindbergh lives 
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big rise in distrust of the Security Council. 
The most plausible explanation for this 
paradox, argues Tom Mann of the Brook- 
ings Institution, is that Americans are look- 
ing not only for diplomatic support, but 
also for broader reassurance that they are 
doing the right thing. They are not getting 
it. Even now, only half of Americans think 
Mr Bush has made a compelling case for 
war. Explanations of his rationale are all 
over the place. And half of those who sup- 
port war say they would not be bothered if 
Mr Bush did not pursue it. 

That finding suggests Americans may 
be supporting military action not because 
they have accepted a compelling national- 
security argument. Rather, they trust Mr 
Bush's judgment. His judgment may well 
be vindicated by a swift, comparatively 
merciful victory. But if not, doubts will 
grow quickly—and it remains to be seen 
whether public support is deep enough to 
sustain along military campaign in Iraq, or 
a possibly chaotic period of reconstruction 
afterwards. m 


Whispers blaming the war on a Jewish cabal have got a little louder 


IM MORAN, a Democratic congressman 

J fom Virginia, has a reputation for lead- 
ing with his mouth. His latest bon mot, 
however, could cost him his seat. On 
March 3rd, the pugilistic Irish Catholic sug- 
gested that the looming war with Iraq was 
the handiwork of the American Jews. “If it 





Virginia’s Trent Lott? 


were not for the strong support of the Jew- 
ish community for this war with Iraq,” he 
argued, “we would not be doing this.” 

It has taken time for Mr Moran’s com- 
ments to work their way into mainstream 
Washington politics, and he has already is- 
sued several apologies. But he is now 
drawing fierce criticism from both Repub- 
licans and Democrats of all religions. The 
reaction, which already includes calls by 
local rabbis for his resignation, rebukes by 
the White House and lectures from the 
congressional leadership, recalls the Trent 
Lott affair three months ago, when the Mis- 
sissippi senator was forced to quit as Re- 
publican majority leader after indirectly 
praising segregation. 

Mr Moran says that he has no intention 
of resigning. But his position is weakened 
by his somewhat spotty record. In 2001 he 
was rude about Ariel Sharon to the Ameri- 
can Muslim Council. Mr Moran has also 
been criticised for taking political con- 
tributions—later returned—from Muslim 
Organisations that federal authorities at 
one time suspected of having ties to terro- 
rist groups. 

Whatever his faults, Mr Moran is not 
alone in raising suspicions about the fact 
that so many hawks in the Bush adminis- 
tration, including the deputy defence 
secretary, Paul Wolfowitz and the head of » 
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> the Pentagon's defence-policy board, Rich- 
ard Perle, happen to be Jewish. Gradually 
people from the left and right are begin- 
ning to allege in public what some moder- 
ates whisper privately: that war against 
Iraq has been promoted by a cabal of Jew- 
ish hardliners who are more concerned 
with protecting Israel than they are with 
advancing America's national interest. 

Shirley Williams, a left-of-centre British 
politician who is married to one of Amer- 
ica's most prominent intellectuals, Richard 
Neustadt, and is currently a visiting profes- 
sor at Harvard's Kennedy School of Gov- 
ernment, told the House of Lords that the 
Bush administration's policy is “propelled 
to some extent by what I can only describe 
as a fundamentalist Christian and funda- 
mentalist Jewish drive that is almost as 
powerful as fundamentalist Islam itself". 
Michael Lerner, a rabbi and editor of the 
leftist Jewish magazine Tikkun, was black- 
balled from speaking at an anti-war rally in 
San Francisco because some of the spon- 
sors apparently refused to have a “pro-Is- 
rael" speaker. 

On the left, no discussion of the war is 
complete without somebody claiming 
that a group of neo-conservatives with 
close ties to Israel has been planning the 
whole thing for years. Back in 1996, they 
point out, several prominent American 
Jews who now occupy influential posi- 
tionsin the Bush administration, including 
Mr Perle, Douglas Feith and David Wurm- 
ser, helped to write a report for a hardline 
Israeli think-tank with close ties to Binya- 
min Netanyahu. It called for Saddam Hus- 
sein's removal from power. Prominent 
Jewish hawks also banged the anti-Sad- 
dam drum in the pages of the Weekly Stan- 
dard and in reports for another think-tank, 
Project for the New American Century. 

On the right, one of the most promi- 
nent critics of the war, Pat Buchanan, is 
also an outspoken critic of the role of the 
Jewish lobby in American politics. Back in 
1990 Mr Buchanan argued that the first 
Gulf war was being touted by "the Israeli 
Defence Ministry and its amen corner in 
the United States". Last year, Mr Buchanan 
founded a magazine, American Conserva- 
tive, with the express aim of recapturing 
the conservative movement from the 
(largely Jewish) neo-conservatives who, 
he thinks, have hijacked it. 

In the 1930s, when anti-Semitism was 
both pervasive and respectable in Amer- 
ica, Charles Lindbergh and his America- 
Firsters blamed Jewish interests for trying 
to drag America into a pointless war with 
Germany. Today, country clubs and uni- 
versitiesin America have abandoned their 
restrictions and quotas. Yet some people 
continue to see sinister Jewish forces try- 
ing to drag America into unnecessary for- 
eign entanglements. Mr Moran, rather like 
Mr Lott,is an unsettling reminder of a dark 
part of America's past. 8 


A labour dispute on Broadway 


Life's the pits 


NEW YORK 
From chorus lines to picket lines—and 
back again 


€6"T^HE turmoil is over and there is love 
in the air." A rather flowery reaction 
to the end of an expensive strike; but then 
this was a luvvie talking, the producer of 
the musical "Chicago", celebrating cur- 
tain-up after a weekend when many of 
Broadway's theatres had been dark. 

The musicians walked out on March 
7th, after failing to reach an agreement 
with producers on the minimum size of 
theatre orchestras, and actors and stage- 
hands refused to cross their picket lines. 
Eighteen musicals, an unseemly number 
of them revivals, were cancelled for four 
days, costing the theatres $1.2m for each 
performance, depriving New York City of 
an estimated $10m and forcing elderly 
tourists to watch something else. 

Orchestra minimums have been in 
place since the 1930s, but over the years 
they have crept lower. Under the old con- 
tract, agreed in 1993 when "Les Miséra- 
bles" was only six years old, musical pro- 
ductions in Broadway's 13 largest theatres 
had to employ at least 26 musicians, a 
number the producers wanted first to elim- 
inate and later reduce to 14. The musicians' 
union meanwhile feared their jobs would 
be phased out completely in favour of 
computer-generated or recorded music. 

Despite their often woeful predictabil- 
ity, musicals made up 80% of Broadway's 
revenues of $643m in the 2001-02 season, 
allegedly entertaining 8.5m people. Al- 
though the district's theatres employ only 
about 6,000 people directly—from ushers 
to saxophonists-they support more than 
40,000 ancillary jobs. Business in local 
restaurants, bars and, one presumes, car- 
diac units was down by as much as 90% 
because of the strike. Hotels and taxis also 
felt the pinch. Nearby streets were bi- 
zarrely empty of tourists, though the few 
wanderers enjoyed impromptu concerts 
by striking musicians and singers. 

Many of the shows were doing badly 
anyway. Attendance for some had been 
falling for a year and a half. A lengthy 
strike could have ended some runs and 
prevented other shows from opening. The 
last time Broadway had a strike, in 1975 for 
25 days, audiences were slow to return. 
Tourism officials forecast that the strike 
could have cost the city $50m a week: not 
something New York's mayor, Michael 
Bloomberg, wanted, when it already has a 
budget deficit of $4 billion. 

Luckily, Mr Bloomberg—whose latest 
union production, "City Labour Con- 





It depends which revival he went to 


tracts", was such a hit last year-invited th: 
warring thespians to Gracie Mansion ant 
forced them to be nice. The settlement in 
cludes a ten-year commitment to live mu 
sic on Broadway. Producers have prom 
ised to hire at least 18 or19 musicians at th 
largest theatres, with some room for flex 
ibility. Smaller orchestras will save prc 
ducers more than $600,000 a year. 

Not everyone suffered because of th 
strike. Plays, some of them new ones, an: 
Off-Broadway shows sold out. "Cabaret" 
which has a separate contract with the ur 
ion, was the one musical unaffected. It 
standby tickets were gold-dust for scalper 
and tourists alike. 8 





Shamateurism in sport 
Georgia in my 
wallet 


ATLANTA 
College basketball shows its seamy 
side—yet again 


66 A ND if I had a son, sir, I'd tell yo 

what he'd do/He would say 'To he 
with Georgia', like his daddy used to do 
So goes a verse in a whisky-soaked dirge ¢ 
Georgia Institute of Technology. It is d 
rected against Tech's main rival, the Un 
versity of Georgia—which is bigger, bette 
known, nicer-looking, and generally bett: 
at sport. 

This year's basketball season seemed! 
be following a predictable pattern. Gec 
gia Tech stumbled along with a medioc 
record, while the Georgia Bulldogs looke 
poised to reach the annual championsh: 
tournament of the governing Nation 
Collegiate Athletic Association (NCAA 
Yet on March 11th the Bulldogs’ seasc 
ended prematurely, when the Universi 
of Georgia withdrew the team because 
had broken NCAA rules. 
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Those rules, much ridiculed and 
abused, try to give a veneer of amateurism 
to a sport that is as much a business as a 
game. Thus players cannot be paid beyond 
a scholarship and a small stipend, and 
they must be decent students (despite 
playing nearly 40 games a year in a sched- 
ule that disdains classes). Penalties for 
oreaking the rules include the loss of 
scholarships or television revenues. In 
(989, the NCAA stopped one football pro- 
zramme altogether. More recently, it has 
yanned the universities of Nevada-Las Ve- 
as and Minnesota from tournaments. 

The University of Georgia's problems 
egan when a player confessed in Febru- 
iry that he had received an A grade for a 
lass he'd never attended, and some gifts 
rom his coach. To make matters worse, the 
lass, “Coaching Principles and Basketball 
strategies”, was taught by the son (and as- 
istant) of the university's basketball coa- 
‘h, Jim Harrick. In two merry decades in 
he game, Mr Harrick has amassed one na- 
ional championship, one firing for falsify- 
ng an expense report and one sexual-ha- 
assment lawsuit (later settled). 

After a hasty internal investigation, the 
iniversity fired Mr Harrick junior on 
Aarch 4th. Since then it has declared two 
if its players academically ineligible, sus- 
ended Mr Harrick senior and pulled out 
f two tournaments, the Southeastern 
;onference and the NCA A's shindig. 

This will hurt. The university, already 
uffering from state budget cuts, will lose 

1oney on ticket sales and also its share of 
1e tournament's revenue. After last year's 
outheastern Conference tournament, the 
rganisation split $3.5m in net profit with 
s 12 member schools. The NCAA tourna- 
ient, which sold its rv rights for $6 billion 
ack in 1999, will share out $97.5m to par- 
cipating schools. 

The university pulled the team because 

wants to save its basketball programme 
ı the long run. On March oth, the presi- 
ent of St Bonaventure University in up- 
ate New York resigned because a basket- 
all player had been admitted with 
iadequate qualifications (a certificate in 
'elding). Villanova University in Pennsyl- 
inia has suspended 12 players for getting 
ee phone calls. And two other big basket- 
ill colleges have decided to ban them- 
]ves from major tournaments: Califor- 
a State University at Fresno, which 
scovered that a statistician had been 
iid to write players' papers; and the Uni- 
'rsity of Michigan, which allegedly made 
icit payments to players a decade ago. 

This new self-flagellation shows that 
e universities are now at least a tiny bit 
ared of the NCAA's rule book. But it is 
ird to believe that any team will win 
ithout breaking the rules—and the prizes 
at such cheating brings are temptingly 
imense. The Georgia Tech fans, a wise 
inch, are not singing too gleefully. m 
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The budget fight in Massachusetts 


The slasher flashes 
his blade 


BOSTON 


Fresh from the Olympics, the new 
governor shows his metal 


T voters of Massachusetts wanted a 
businessman for governor, and in Mitt 
Romney they surely got one. Two months 
after he took office, it is clear that this Re- 
publican from the world of corporate re- 
structuring brings to the governorship a 
wardrobe of tailored suits, a penchant for 
PowerPoint and a cold eye trained on the 
bottom line. Last month he brought in a 
budget that would slice $3 billion off pub- 
lic spending, cutting health-care services 
and aid to small towns. True to his word, 
he proposed no new taxes. Instead, he 
claimed to be saving huge amounts of 
money by eliminating waste and reor- 
ganising state government. 

Mr Romney has also picked a fight with 
one of the state's power-brokers: the presi- 
dent of the University of Massachusetts, 
William Bulger, a former president of the 
state Senate whose brother is a gangster on 
the run. Mr Romney has proposed to elimi- 
nate Mr Bulger's $14m-a-year office and his 
$309,000 salary. Just a matter of money, 
says the governor; nothing personal in- 
tended, and certainly nothing political. Mr 
Bulger, who probably has enough allies in 
the legislature to keep his job, has begun to 
fight back, calling Mr Romney's plans elit- 
ist: the rich governor, he maintains, cannot 
understand the working man's need for af- 
fordable education. 

Still, it was a stunningly bold opening 
move by Mr Romney. Wasit the act of a na- 
ive businessman unschooled in the ways 





Romney: smile, cut, smile 





of politics, or of an instinctive politician 
who knows exactly what he's doing? 

The Democrats, who hold 85% of the 
legislature's seats, are still trying to decide 
which Mr Romney is. They chafe at his of- 
ten brusque manner, and complain that 
he does not consult other people enough. 
They question whether his plans to reor- 
ganise and combine state agencies will 
truly save millions, or just shift money 
around. The conspiracy theorists have 
jumped on an apparent detail: did he pub- 
lish the budget online, rather than on pa- 
per, to save $50,000 in printing costs, or to 
make the numbers harder for constituents 
to decipher? 

But Mr Romney does not want to be 
known for his business skills alone. He 
would like to be called a "bleeding-heart 
conservative". His efforts to make welfare 
recipients take jobs, and Medicaid patients 
pay token co-payment fees for their treat- 
ment, evoke the Gingrichian politics of 
personal responsibility. The states' nurs- 
ing homes are already complaining about 
Mr Romney imposing "bed taxes" on peo- 
ple who cannot pay them. But he also has a 
soft spot for the homeless; this winter he 
gave $10,000 of his own money to an ex- 
servicemen's shelter that couldn't pay its 
electricity bills. He has appointed a popu- 
lar green to shape policy on transport, 
housing and the environment. 


A presidential marker? 

The Democrats remain largely unmoved. 
Because they can override the governor's 
veto, they know that Mr Romney will 
eventually have to pay them heed. Phil 
Johnston, the chairman of the state Demo- 
cratic Party, thinks the lawmakers may 
draw up a budget of their own. The gover- 
nor will end up on the sidelines, says Mr 
Johnston, "because I don't think anybody 
takes his budget seriously." 

Still, by intertwining his budget with 
his restructuring plan, Mr Romney has put 
Democrats in an uncomfortable position. 
If they oppose him outright, they may look 
unreceptive to reform. And, though many 
of them would privately prefer to raise 
taxes than to make painful spending cuts, 
Mr Romney knows there is precious little 
political will behind that preference. Last 
autumn the voters came reasonably close 
to passing a referendum that would have 
eliminated the state's income tax. 

Besides, Mr Romney, whose previous 
job was running the 2002 Salt Lake City 
Winter Olympics, is well-schooled in the 
power of symbolism. Whether or not Mr 
Bulger loses his university job, the gover- 
nor hasshown thathe knows how to crack 
a whip. And, as a man widely assumed to 
have ambitions on the national stage, he is 
aware of how good it would look to get a 
grip on the Massachusetts budget. The 
businessman seems, so far, to have 
learned the art of politics quite nicely. m 
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Lexington | The odd couple 


The second-most-important politician in America is Tony Blair 





pei depressed about the darkening international hori- 
. &zon—and who isn't?-should consult an internet site, http:// 
vt.se/svt/articles/6000-6099/6042/lipso20228.ram, for a little 
ight relief. There you will find an exquisitely dubbed version of 
he saccharine ballad "Endless Love", sung by Lionel Richie and 
diana Ross but acted out by George Bush and Tony Blair. “My 
Jve, there's only you in my life/The only one that's right", 
roons George, looking butch but sensitive. A dewy-eyed Tony 
varbles back: “My first love... You're every breath that I take." 
Mr Bush and Mr Blair make an odd couple. Tony embodies Is- 
ngton Man: an urban trendy with right-on views on everything 
'om trees to guns and a lawyer wife. George is Texas Man: a 
mall-town cowboy with right-wing views on everything and 
n old fashioned spouse. Tony is a perennial swot, earnest and 
pwardly-mobile. George is a frat boy who had a serious love af- 
ür with the bottle and who probably spent many a jolly eve- 
ing at Yale debagging the local equivalents of young Tony. 
Yet the two could hardly be closer. When Mr Bush addressed 
ongress nine days after the terrorist attacks of September 11th, 
1 perhaps the most emotional speech of his life, he made a 
oint of thanking Britain's prime minister, who was seated in 
ie gallery. The applause was thunderous. Mr Bush might well 
ave sidelined the United Nations a month ago, had it not been 
xr his sensitivity to his friend's domestic problems. This week, 
ven cruel old Donald Rumsfeld tried to help Mr Blair, by saying 
e did not really need Britain's 40,000 troops (though he charac- 
ristically did more harm than good). 
The White House's determination to help the prime minister 
hardly surprising. Mr Blair has done more than anyone else to 
iore up Mr Bush's position, both at home and abroad. For 
iany Americans, he represents the voice of sensible interna- 
onal opinion. Nobody cares what autocrats like the Russians 
id Chinese think. The French are lampooned as duplicitous 
"wards. But the British are upstanding guys. Mr Blair provides 
roof that America is not alone in the world, proof that the 
ransatlantic rift" runs down the middle of Europe rather than 
ie middle of the Atlantic. The European eight and the Vilnius 
n would never have materialised without Mr Blair. 

But the prime minister has played a role in American domes- 





tic politics, too. To begin with, he helped prevent the war from 
becoming a partisan issue. To the divided and demoralised 
Democrats, Mr Blair has often seemed the leader the party so 
conspicuously lacks: Bill Clinton reborn with a zipper. His reso- 
lute hawkishness helped persuade the Democrats to pass the 
war resolution and reminded presidential candidates like Dick 
Gephardt that elections are won by being firm on defence. 

More broadly, Mr Blair has simply been far better than Mr 
Bush at making the case for war, even in America. He has been 
nimbler on his feet in press conferences, and far more consistent 
in his reasoning. The fact that he speaks fluent English rather 
than stumbling Texan gives him an added air of authority. And 
the fact that he comes from the other side of the Atlantic makes it 
harder to dismiss the war as revenge for September 11th or unfin- 
ished family business. Without Mr Blair's overt support, Mr 
Bush could easily have ended up looking like a lone cowboy-or 
Captain Ahab in crazed pursuit of the great white whale. 

The irony of this is that in shoring up Mr Bush's position, Mr 
Blair has ended up endangering his own (see page 53). Why go to 
such extraordinary lengths for a fellow politician? One reason is 
that, when Mr Blair clambered on board the Bush express all 
those months ago, he never expected the train to end up quite 
where it has. Who could have predicted that so many countries 
would have signed Resolution 1441 and yet demanded a second 
resolution now? Another reason is that the relationship with 
America has been the cornerstone of British diplomacy for de- 
cades. But there are also three more surprising factors at work. 


The cost of friendship 

The first is that Mr Blair is intensely worried about the core of the 
conflict, which is weapons of mass destruction. British intelli- 
gence has been reporting disturbing facts from Iraq and its neigh- 
bours for years (Iraq, after all, was a British creation). Mr Blair 
brought up the question of weapons of mass destruction in the 
first meeting he ever had with Mr Bush (and used to discuss it 
with Mr Clinton before that). As a good multilateralist, Mr Blair 
seems furious that the UN does not share his concerns. 

The second is that Mr Blair is much closer to the Texan than 
their superficial differences might suggest. A personal bond grew 
rapidly in the aftermath of September 11th, when they talked al- 
most every day on the phone. For a traumatised Mr Bush, the 
British prime minister was perhaps the only foreign leader he 
could talk to as a friend rather than a negotiating partner. The 
two men have long shared a deep religious faith (a clearly em- 
barrassed Mr Blair has hotly denied the notion that they even 
pray together). Now they seem to have added a commitment to 
using foreign policy to improve the world. Mr Blair has always 
been a liberal interventionist, while Mr Bush was shocked out of 
his keenness to keep diplomacy “humble” only by the trauma of 
September 11th. But when Mr Bush talks about spreading de- 
mocracy around the Arab world or pledges $15 billion to fight 
AIDS in Africa, he is talking Mr Blair's language. 

Finally, there is the question of power. Mr Blair will pay a 
heavy price if he and Mr Bush go to war without UN blessing. 
But imagine first a rapid war, then proof that Iraq was indeed a 
monstrous regime bent on acquiring deadly weapons. Mr Blair 
has already demonstrated his leverage in Washington by push- 
ing Mr Bush to work through the uN. In the next few months he 
may be the only European who will be able to restrain the Bush 
administration from ditching multilateralism entirely. = 


Canada and the United States 


The awkward couple 


TORONTO 





There is no love lost between Jean Chrétien and George Bush. Their countries’ 


relations are more complicated 


HEY share the world's longest unde- 

fended border and do more business 
together than any other two countries. 
Add the often jarring clash of politics, 
personalities and world events, and it is 
not surprising that relations between Can- 
ada and the United States are seldom sim- 
ple. Even so, they look unusually strained 
at the moment. This is only partly because 
of disagreements about war in Iraq. And 
though some Canadians are happy to be 
unhappy with their big neighbour, others, 
including many businessmen, are not. 

The discord is embodied in the barely- 
hidden mutual disdain between Canada's 
prime minister, Jean Chrétien, and Presi- 
dent George Bush. It shows up in public 
opinion, too. A recent survey by Ekos, à 
polling firm, found that 51% thought that 
Canada's relations with the United States 
had deteriorated over the past year. In an- 
other poll, only 40% of respondents in 
(mainly French-speaking) Quebec, the 
most anti-war province, held a generally 
favourable view of the United States, a 
drop of 20 percentage points compared 
with nine months ago. 

Canadians' feelings towards their giant 
southern neighbour are inevitably compli- 
cated and ambivalent. Canada has long 
defined itself by its differences with the 
United States. Canadians like to contrast 
their European-style welfare state, espe- 


cially their health system, with the devil- 
take-the-hindmost individualism of the 
United States. They lack Americans' scepti- 
cism towards government. No wonder: 
Canada was the bit of North America that 
stayed loyal to Britain when the United 
States broke away over two centuries ago. 

Canada is thus the land of the Tories, 
the counter-revolutionaries who jibbed at 
the American Whigs' revolt. While the 
American Declaration of Independence 
celebrates "life, liberty and the pursuit of 
happiness", Canada's founding document 
promises “peace, order and good govern- 
ment". Little has changed: in the Ekos poll, 
only 8% of Canadians say they would like 
their country to become more like the Un- 
ited States, and 40% less so. 

Even so, Canada has-along with Brit- 
ain-traditionally been one of the United 
States' closest allies. The two countries 
have a joint defence command, and have 
fought many wars together; Vietnam was 
the main recent exception. But whereas 
one Canadian in three draws comfort from 
living next to the superpower, a similar 
number finds such proximity threatening. 


Suspicious of raw power, Canada has al- 


ways been a strong supporter of multilat- 
eralism and the United Nations. 

So it is not surprising that Iraq is caus- 
ing much friction. Mr Chrétien has called 
for the weapons inspectors to be given 
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more time, wants all measures to be de 
cided by the UN, and has been reluctant t 
commit forces to the Gulf. Some of his sup 
porters have been more outspoken. Las 
month, Carolyn Parrish, a backbench M 
from Mr Chrétien's Liberal Party, said to re 
porters, when she thought the micrc 
phones were off, “Damn Americans. I hat 
those bastards.” That earned her no officié 
reprimand, merely applause when sh 
later appeared on a television talk-show. 

To some Americans, especially thos 
on the extreme right, Mr Chrétien's stan 
smacks of treachery. Pat Buchanan, a fo: 
mer presidential candidate, refers to Can 
ada as "Soviet Canuckistan". 

In part, the friction is personal. M 
Chrétien's relations with Mr Bush wes 
doomed before they began, since th 
prime minister openly cheered for Al Goi 
during the 2000 campaign. In return, M 
Bush has allowed himself some slights « 
his own. Flouting tradition, his first foreig 
excursion was not to Canada but to Me 
ico. He made no mention of Canac 
among the countries that helped out afte 
September11th, even though thousands 
Americans had been given hospitali! 
when planes had been diverted to Can 
dian airports. And he was slow to apol 
gise after four Canadians had been ac 
dentally killed by American bombing - 
Afghanistan last year. Mr Chrétien has y 
to be invited to visit Mr Bush's ranch. 

Petty stuff, perhaps. But little goodw 
has been shown in bigger matters. Ca 
ada's trade with the United Stat 
amounts to almost $400 billion a year. Di 
putes are frequent, but most are kept wit 
in manageable limits. Not so one involvii 
American duties on softwood lumb: 
which over the past nine months has cc 
thousands of jobs in Canada and i 
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Quebec's election 


Landry bites back 


MONTREAL 


Can the Parti Québécois stay in power? 


HAS been more than four decades 

since a political party won three suc- 
cessive provincial elections in Quebec. 
But after a remarkable turnaround in for- 
tune, the province's premier, Bernard 
Landry, and his Parti Québécois (PQ), 
look well placed to hang on to power in 
an election called for April 14th. 

Six months ago Mr Landry and the 
PQ, which favours independence from 
Canada, were running third in the polls 
and seemed finished. Half-a-dozen min- 
isters had quit the government in the 
preceding year. Scandals left it with an 

iliar taint: corruption. Heading the 
polls were, first, Mario Dumont, a fresh, 
dynamic face leading a new moderate 
nationalist force, Action Démocratique 
du Québec (ADQ), and then Jean 
Charest, the Liberal leader. 

But as it came under public scrutiny, 
ADQ's bubble deflated. Swing voters, 
mainly francophones outside Montreal, 
continue to resist Mr Charest. Mr Landry 
suddenly found himself with a growing 
lead in February's opinion polls. On 
March 12th, the day after the provincial 
budget, he promptly called the election. 

Over the winter, Mr Landry an- 
nounced several popular measures. He 
promised to cut long waiting lists for sur- 
gery with increased health spending— 
the issue on which Mr Charest had long 
promised to fight an election. And in a 
nod to his party's social-democratic 


reased housebuilding costs in the United 
tates. Canada is confident that it has 
ight-and the wro-on its side. Mr Bush, 
nany Canadians believe, could settle the 
air with a telephone call if he chose to. 
Since the two countries signed a free- 
ade agreement in 1988, Canada has pros- 
ered but its dependence on the United 
ates, which takes 85% of its exports, has 
creased. Canadian business is alarmed 
the deepening chill. Last week, two busi- 
ess lobby-groups urged Mr Chrétien to 
uzzle America-bashing in his party. Oth- 
ise, they fear, Americans may retaliate 
blocking further integration. 

But will Mr Chrétien take any notice? 
is instinct in almost a decade in power 
s often been to do the opposite of what 
ian Mulroney did as Canada's Conser- 
tive prime minister from 1984 to 1993. 
Mulroney was chums with Presidents 
nald Reagan and George Bush senior. 
d negotiated the free-trade agreement. 
e left politics with his popularity—and 
at of his party—barely in double digits; 













roots, and to win over young profes- 
sionals from the Apo, he pledged to 
make a four-day work week available to 
parents of children under 12. 

He also quietly cheered up his image. 
Gone was the cold, arrogant, sharp-ton- 
gued technocrat. In his place is a jolly, 
avuncular leader, seen playing with his 
grandchildren and appearing on lighter 
chat shows. A pretty new companion, 
with a slightly racy past as a singer and 
disrobing actress, has also helped Mr 
Landry, a widower. 

A surprisingly strong economy has 
helped even more. Job growth in Que- 
bec, usually a laggard, has outpaced the 
national rate. Montreal is enjoying a 
building boom. With six balanced bud- 
gets in a row, the PQ, once prone to lav- 
ish social spending followed by cuts, is 
now seen as just as fiscally responsible 
as its rivals. Meanwhile, Mr Landry is 
not pushing his party's raison d'étre: se- 
cession from Canada. But neither is he 
soft-pedalling it (a steady 4096 of Que- 
beckers support the idea). That has left 
his opponents short of targets. 

Mr Landry could still stumble. His 
acid tongue is never far away. By con- 
trast, Mr Charest is a good campaigner. 
And even if ADQ has faded, its presence 
adds unpredictability. But Mr Landry 
has turned himself into the man to beat, 
and given his party a chance of making 
history. 


the Tories have yet to recover. 

By contrast, Mr Chrétien's Liberals still 
dominate the opinion polls, with more 
than twice the support of any other party. 
The conservative Canadian Alliance, the 
most pro-American force in Parliament 


and the most critical of the recent out- 


bursts, is in the doldrums. 

Living in the cultural and political pe- 
numbra of the world's most powerful na- 
tion, Canadians always feel their identity 
is at risk. Now, maybe, they also feel ig- 
nored, or taken for granted. Perhaps Lib- 
eral prime ministers and Republican presi- 
dents just do not mix. One way or another, 
it can make for good politics in Canada not 
to cosy up too closely to the United States. 
But it was a sickly economy, rather than 
pro-Americanism, that brought down Mr 
Mulroney. The free-trade deal is now pop- 
ular. Whatever their differences, Canadi- 
ans know they have no choice but to get 
along with their only neighbour—and any- 
way, au fond, as they say in Quebec, much 
more unites them than separates them. m 








Politics in Mexico 


Defeat, sort of 


MEXICO CITY 
Local elections give little cheer to 
Vicente Fox or his main opposition 


N JULY Mexico will vote for the lower 

house of Congress in a mid-term elec- 
tion which is setto make or break the presi- 
dency of Vicente Fox. If his conservative 
National Action Party (PAN) wins control 
of the legislature, Mr Fox's ambitious re- 
forms should prosper. But if the opposi- 
tion Institutional Revolutionary Party 
(PRI) does well, the rest of the president's 
term is likely to be fruitless. 

So local elections held in the state of 
Mexico on March 9th were watched with 
more than usual interest. One Mexican 
voter in eight lives in the state, which sur- 
rounds the capital, and its mix of rural 
towns and industrial and residential sub- 
urbs mirrors the country at large. But its 
voters disappointed the pundits. For a 
start, only 40% of them turned out, and 
those who did gave a muddled message. 

On the face of things, the opposition 
did quite well. Allied this time to the Green 
party, the PRI won 34%, up two points 
from the last election in 2000. The leftish 
Party of the Democratic Revolution saw its 
vote rise from 20% to 23%. By contrast, the 
PAN Saw its vote plummet to 28%, from 
37?5 in 2000. It also lost five town halls (out 
of a total of 124). Roberto Madrazo, the 
PRI's leader, hailed this as a clear victory. 
Many political analysts agree. They saw 
the result as a personal setback for Mr Fox. 
Instead of following tradition and staying 
aloof from local politics, he had cam- 
paigned for PAN candidates. 

But the PAN is not panicking. It held its 
main mayoralties. Rubén Mendoza, its out- 
going mayor in Tlalnepantla, a large sub- 
urb which his party held, says the pri 
spent very heavily. Spending on this scale 
could not be repeated across the country in 
July. And though the low turnout may sug- 
gest disillusion with Mr Fox, it hardly 
shows great enthusiasm for the PRI. M 









Fox dressed up, the voters stayed home 
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Security in Venezuela 


A lack of clarity 
on terror 


CARACAS 


More doubts about President Chávez 


S HUGO CHAVEZ, Venezuela's erratic 

strongman, friendly with terrorists? It is 
a charge sometimes hurled at him by his 
more diehard conservative opponents, So 
far with little or no evidence. Now the 
question is more widely asked. 

At a conference in Miami last week, 
General James Hill, who as commander of 
Southern Command is the United States' 
top soldier for Latin America, talked of his 
worries about Margarita, a Venezuelan 
tourist island in the Caribbean. He said it 
was a haven for activists from two Middle- 
Eastern extremist groups, Hamas and Hiz- 
bullah. Last month, Hasil Rahaham, a Ven- 
ezuelan Muslim whom police suspect of 
linksto al-Qaeda, was arrested at London's 
Gatwick airport after a grenade was found 
in his baggage. He had boarded the flight in 
Caracas. Days later, powerful bombs dam- 
aged the Colombian and Spanish embas- 
sies in Caracas. Opponents blame radical 
supporters of Mr Chávez. 

The president, who has survived a re- 
cent two-month general strike by the op- 
position, claims to be leading a “Bolivarian 
revolution". His political history of radical 
nationalism gave him colourful friend- 
ships: it is hard to judge whether these in- 
volved naivety or something more sinis- 
ter. As a young army officer, he was close 
to Venezuelan guerrillas with links to Sad- 
dam Hussein and North Korea. After being 
democratically elected as Venezuela's 
president in 1999, he exchanged cordial let- 
ters with Ilich Ramírez Sánchez (“Carlos 
the Jackal"), a notorious Venezuelan terro- 
rist serving a life sentence in a French jail. 

In 2000, Mr Chávez became the first for- 
eign leader to visit Baghdad since the Gulf 
war. He criticised the American attack on 
Afghanistan, saying “you can't fight terror 
with terror". His more radical supporters 
demand that Mr Chávez oppose any attack 
on Iraq, and have looked askance at his 
current overtures to the United States, 
which include a promise to keep supply- 
ing it with oil. 

None of this amounts to credible evi- 
dence of presidential complicity in terro- 
rism. But Venezuelan intelligence agents 
say that operations to keep track of terro- 
rist suspects have been given a low prior- 
ity by Mr Chávez's government. They sus- 
pect that the Arab community in Margarita 
raises funds for terrorism—but in the Mid- 
dle East, not Venezuela. 

Claims of Middle-Eastern terrorism are 
not new in Latin America. American offi- 





Is it only Hugo's rhythm that's explosive? 


cials have long been watching the Levan- 
tine traders of the "tri-border" area where 
Argentina, Brazil and Paraguay meet. On 
March 7th, an Argentine judge asked Inter- 
pol to arrest four former Iranian officials in 
connection with a 1994 bombing of a Jew- 
ish community centre, which killed 85 
people. Iran denies any involvement. 

Probably more damaging to Mr Chávez 
are claims (which he denies) that he is 
friendly to guerrilla groups in next-door 
Colombia. Mr Chávez has declared Ven- 
ezuela “neutral” in the conflict between 
Colombia's democratic government and 
its drug-funded rebels. That goes down 
badly with Colombians. 

Colombia is especially annoyed at Ven- 
ezuela's refusal to agree to joint anti-guer- 
rilla operations along the porous border. 
Álvaro Uribe, Colombia's president, said 
recently that his government is "ready to 
fetch the terrorists that mistreat the Colom- 
bian people, from Venezuela or from what- 
ever place they may be hiding”. This week, 
Venezuela’s army chief replied that his 
troops would indeed drive out any rebels 
who cross the border. 

Mr Uribe also wants Venezuela to de- 
fine the leftist guerrillas of the FARC and 
ELN as terrorists. Venezuela’s foreign min- 
ister says this would be “interference” in 
Colombian affairs. But Colombians note 
that Mr Chavez often describes as “terro- 
rists” his own political opponents. 

Officials from both countries say that 
the guerrillas use Venezuela for supplies 
and as a transport corridor, as well as ex- 
torting funds from its ranchers. Mr Chavez 
has downgraded border security. The 
army's most senior general (jobless be- 
cause of his political dissidence) claims 
that there are three Colombian guerrilla 
camps inside Venezuela. 

While it has been preoccupied with 
Iraq, the United States has been relaxed 
about Mr Chavez (although it all but ap- 
plauded a military coup against him last 
April). But the Americans give much mili- 
tary aid to Colombia. And terrorism is an 
issue on which they are unlikely to wel- 
come ambivalence from Mr Chávez. m 





Cuba and the EU 


Wary partners 


HAVANA 


Trade and the single party 


HE countries of the European Unior 

account for some 40% of Cuba's trade 
as well as much of its foreign investmen 
and many tourists. The EU provides the is 
land's communist government with €15n 
($16.5m) a year in development aid. Tht 
euro is legal tender at the island’s mait 
tourist resorts. To set the seal on wha 
seems like a flourishing relationship, thi 
week the EU opened new offices in a beau 
tiful mansion in Miramar, Havana's leas 
shabby neighbourhood. 

But all is not sweetness between Cub; 
and Europe. Cuba wants to join the Coto 
nou Agreement, a preferential trade an 
aid pact with 78 former European colonie: 
The European Commission and the Cota 
nou countries have endorsed its applica 
tion. But the EU's members are divided, be 
cause the agreement aspires to clos 
political co-operation among its member; 
and Cuba remains a one-party state. 

Since 1996, the Eu has ruled out close 
ties with Cuba until Fidel Castro's commt 
nist government takes steps towards de 
mocracy and repect for human rights. Thi 
has not happened. So Cuba is the onl 
Latin American country with which th 
EU has no formal agreement for econom: 
co-operation. The Eu's new office in Hi 
vana will deal only with trade matters. 

All of this angers Mr Castro. He says it 
interference in Cuba's internal affairs, an 
dovetails with America's trade embarg 
against the island. In 2000, he broke off p« 
litical talks with the Eu and cancelled a 
earlier application to join Cotonou. 

But over the past 18 months, contac 
have been renewed. That is partly becaus 
Cuba's economy is again in trouble. 
slump in tourism and the high price of in 
ported oil have left Cuba short of foreig 
exchange. Last year, it defaulted on mar 
short-term loans. Meanwhile, Europeas 
have watched as leaks spring up in the U: 
ited States’ trade embargo against the : 
land. American companies now expc 
food to Cuba, and are paid in cash. Son 
Europeans reckon closer co-operatic 
might stave off American competition. 

But only a unanimous EU vote can g 
Cuba into Cotonou. Proponents, such 
Spain and France, argue that inclusie 
would increase the Eu's political levera 
with Mr Castro. Opponents, includi; 
Britain and Sweden, doubt this. A decisie 
may not come until next year. As on 
many things, the zu may find it hard 
make up its mind. 8 
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iForce*" Solution Centers let 
you test your dream solution 
before you fully invest. 

Why spend countless hours and dollars 
prototyping and testing a new solution 
in your own data center? Why take 
chances deploying that new solution 
without knowing for sure that it works? 
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iForce™ Solution Center? 
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Iraqis await the inevitable 


BAGHDAD 


The people of Baghdad dig shelters, stack sandbags and drive recklessly 


HAUFFEURS carrying journalists 

around Baghdad are keen to show 
their love for their leader, so the radio 
wails eulogies to Saddam Hussein. In priv- 
ate, however, Iraqis are more likely to tune 
in to broadcasts from abroad, such as the 
French Arabic service, Monte Carlo, the 
American government's Radio Sawa and, 
increasingly, the Voice of Iran. “If we have 
it from two sources, we know it’s true,” 
says Abu Abbas, a retired officer. Govern- 
ment officials watch CNN. 

Iraqis are better informed than you 
might expect, and less ideologically mono- 
lithic than their state media suggest. Cafés 
murmur with criticism, even though this 
has cost some critics their tongues. Photo- 
copies of samizdat poems circulate. There 
are even Saddam jokes. 

Baghdadis like to show off the guns 
with which they vow to resist the super- 
power, but some may have other uses in 
mind. Iraqis are divided as to whether the 
Americans are coming as liberators or oil- 
raiders. The first Arab state to gain its inde- 
pendence in the 20th century does not rel- 
ish the humiliation of being the first to lose 
itin the 21st. 

The middle classes, meanwhile, may 
wish to defend their plush bungalows 
against armed looters. Mr Hussein has 
promised to fight in the streets, a prospect 
that terrifies all but the bravest or most 
foolish Baghdadis. The poor Shias who 
live in slums around Baghdad tremble to 


think what their ruler may do to them be- 
fore he goes. Sunnis shake at what the 
Shias might do in revenge. Christians 
worry too; extremists accuse them of be- 
ing agents of the American "crusaders". 
Father Sharbil Elias, a Chaldean monk, 
says that a quarter of his flock has bolted. 
Fretful, distracted drivers crash so often 
that pile-ups clog the streets. Pedlars hawk 
canaries, to detect gas. In al-Thoura, the un- 
lit and unpaved suburb where half of 
Baghdad's 5m people are crammed, log: 
and-sandbag barricades rise above the 
sewage that swamps the streets. "They're 
not just to defend against the Americans," 
says a Baath party apparatchik, "they're to 
hold back the mob." A Sunni businessman 
remarks, ominously, that the security 
forces have experience of crowd control. 
In posh parts of the city, shopkeepers 
are packing up their wares, and hiring 
guards to defend their villas, before fleeing 
to Syria, the one country whose borders 
are still open. The cost of a taxi westwards 
has doubled, as thousands throng across 
the Euphrates river, in anticipation that the 
bridges will not be there much longer. 
Most Baghdadis are too poor to pay to 
escape, and so look to God for salvation. 
“My students are of a new generation that 
is religious and scared,” says a university 
lecturer. He recalls the days when 2m Ira- 
qis visited Europe each summer. Now that 
Iraqis are poorer, no one wants them. Even 
the elite, he laments, have rarely been far- 


E wa st 

" 4 rf. ` E BTE ^ AL LT , 
1e Economist March 15th 2003) 
J " -— á 





Ale £e has " "$33 
ALSO 1n i15 section 





42 The Palestinians’ first premier 
42 Hizbullah’s new video game 





42 Iran and Russia 





43 Africa and America 





ther afield than Jordan. 

In the lull before the bombs start to fal 
Iraqis are hoarding food, kerosene and ga 
rendering their homes as flammable as o 
barrels. This week, Baghdad reported i! 
first casualties of war, after a jerrycan e 
ploded, killing a family of four. 

Some fear that America's more powe 
ful pyrotechnics will cause irreparabj 
damage to the city. Architects predict thi 
the tremors from thousands of bomt 
could reduce the rickety Old Medina « 
Baghdad to half-bricks. Old-timers wai 
der its dilapidated courtyards, gazing pe 
haps for the last time at the lattice bale 
nies that recall the age when caliphs rule 
and Iraq was arguably the world’s mo 
enlightened polity. The Iraqis who stru 
gled to rebuild Baghdad's bridges, mus 
ums and shrines after the last Gulf war a 
not exactly overjoyed at the prospect t 
seeing them knocked down again. 

Even the president’s dozen-odd, ru 
ble-bound palaces evoke pangs of regret. 
hate those palaces,” says a professor 
Baghdad University. “But they were bu 
by Iraqis and when I drive past, I wonde 
does this destruction have to be?” 


Bombs, then maybe ballots 
Iraqis hear that America will bestow d 
mocracy, as it did in Japan and Germa 
after the second world war. But some i 
gue, mournfully, that diplomatic pressu 
would have been enough to bring abo 
such reforms. Why, asks the professe 
does the West send weapons inspecto 
when what Iraq needed was huma 
rights monitors and election observers? 
In 1991, American bombs shut dov 
Iraqi power plants in the depths of winti 
This time, the weather at least is warm 
Mr Abbas, the retired officer, says he hop 
the power will be back on again "by t 
time we need air-conditioning”. m 


Middle East and Africa 


Palestinian politics 


An alternative Mr 
Palestine 


JERUSALEM 
The Palestinians now have a prime 
minister. But what does this mean? 


‘Hi IS notan Israeli agent, or anything 
like that,” said Amos Gilad, an Is- 
raeli general, of the Palestinians’ first prime 
minister. Mahmoud Abbas, also known as 
Abu Mazen, "opposes terrorism out of Pal- 
*stinian interests, not Israeli interests,” he 
added. That he felt the need to point this 
»ut shows how much pressure the Pal- 
'stinian Authority (PA) was under to ap- 
»oint a new leader. The Israeli and Ameri- 
an governments detest its current head, 
(asser Arafat, and have said that the long- 
lead peace process cannot resume until 
iis removal from power. They are reserv- 
ngjudgmentasto whether Mr Abbas's ap- 
»ointment is a step in that direction; Ha- 
nas denounced it as a response to 
American and Zionist pressures", 

In his newly-created role, Mr Abbas 
vill run the day-to-day affairs of govern- 
nent, with responsibility for security and 
ublic order in the areas of the West Bank 
which the PA nominally controls but 
'hich are now mostly occupied by the Is- 
aeli army. Mr Arafat's autocratic grip will 
ee weakened, but not removed. He will re- 
iain the authority’s president, with the 
ower to fire Mr Abbas. And as chairman 
€ the Palestine Liberation Organisation 
‘LO), he will continue to reign supreme 
n matters to do with negotiations with Is- 
tel, foreign policy and "national secu- 
ty". Mr Abbas will also be involved in ne- 

Xtiations with Israel, but as head of the 
LO negotiation team, not as prime minis- 
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Hizbullah's new video game 


Jihad in cyberspace 


BEIRUT 


This time, Arabs are not the bad guys 


OUR correspondent achieved mar- 

tyrdom this week. Several times, in 
fact. He also blew away Ariel Sharon 
and half the Israeli high command. 
Readers may be reassured to know that 
the bullets were virtual ones, fired with 
a mouse-click while investigating “Spe- 
cial Force", a computer game devised by 
Hizbullah, a Shia militia which the 
Americans deem à terrorist organisation. 

Hizbullah is best known for the sui- 
cide bombing that killed more than 240 
American marines in Lebanon in 1983, 
and for evicting Israel from its self-de- 
clared "security zone" in southern Leba- 
non in 2000. As well as a private army, it 
has representatives in the Lebanese par- 
liament and runs schools, clinics and or- 
phanages. Games software is a new 
venture. Bilal Zein, who helped to de- 
velop "Special Force", argues that there 
was à gap in the market. Popular Ameri- 
can click-and-kill games, such as "Delta 
Force", tend to depict Arabs as faceless 
baddies. Many Arabs, understandably, 
see things differently. 

Otherwise, "Special Force" is a com- 


ter, and again answerable to his boss. 

Palestinians hope that this division of 
labour will make the executive more ac- 
countable to their elected parliament. Is- 
rael and America are uninterested in new 
Palestinian elections; they want to see 
what actual powers the prime minister 
will have, particularly vis-à-vis the Pal- 
estinian militias that now rule in many of 
the disconnected Palestinian towns, vil- 
lages and refugee camps. So does Mr Ab- 
bas; he has yet to accept the nomination. 

A founder of Mr Arafat's Fatah move- 
ment, Mr Abbas has devoted his life to the 
Palestinian struggle, which gives him pop- 
ular appeal. He is considered a moderate: 
as one of the main architects of the Oslo 
accords, he has long averred that Palestin- 
ians can only win independence by nego- 
tiation. In recent months he has become a 
vocal critic of the intifada, insisting that its 
“militarisation”, and particularly the sui- 
cide bombings, have tarnished the Pal- 
estinian cause and given Israel a pretext for 
oppression. 

That said, Mr Abbas makes much the 
same demands as Mr Arafat does: a Pal- 
estinian state spanning all the territories Is- 
rael occupied in 1967, including East Jeru- 
salem, and a "just" resolution for 
Palestinian refugees. Whether he will have 
any more success in realising these aims re- 
mains to be seen. m 
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bat game much like any other. Well, al- 
most. Mr Zein is not blind to the game's 
potential as a public-relations tool. It 
also allows a form of participation for 
the "thousands" of volunteers that the 
group says it has to turn away. 

"Special Force" is designed as an in- 
troduction to Hizbullah tactics. Stage one 
takes players to a boot camp where the 
faces of Israeli leaders grace the target 
ranges. Success brings a certificate pre- 
sented by the Hizbullah leader himself, 
Hassan Nasrallah. Stages two and three 
replicate actual Hizbullah operations. 
The game concludes with a gallery of 
fallen Hizbullah heroes. According to Mr 
Zein, more than 7,000 copies have been 
sold since its launch in February. 

In the real world, an imperfect truce 
holds between Israel and Hizbullah, 
who face each other across the Israeli- 
Lebanese border, which the official Leb- 
anese army declines to guard. Many Is- 
raelis and Lebanese fear that in the event 
of a war in Iraq, this border could turn 
suddenly violent. A real war might not 
be so much fun. 


Iran and Russia 


Whom to hug, if 
not the bear? 


BUSHEHR 
America comes between old allies 


AR from home, the Russian technicians 

look glum. They work at Bushehr, a 
nearly-finished nuclear reactor on the 
shores of the Persian Gulf, defended on all 
sides by anti-aircraft guns. Russia is the 
only country willing to help Iran pursue its 
nuclear dreams. Others ask why a country 
with so much oil needs nuclear power. 

Russia's foreign minister, Igor Ivanov, 
visited Iran this week. He and his Iranian 
counterpart said they opposed American 
belligerence towards Iraq, and defended 
their co-operation on Iran's nuclear pro- 
gramme. But the alliance between Russia 
and Iran is not as carefree as it was. In 2001, 
Iran's president, Muhammad Khatami, 
was féted in Moscow. Since then, Ameri- 
can pressure (aided by Iran's abrasive bar- 
gaining style), has stopped Iran receiving 
the $2 billion-odd worth of sophisticated 
weaponry it was then trying to buy. Now, 
the alliance is under more strain. 


Last week, Colin Powell, America's » 





aw. "e P iria E Ind m + FT - T jac A ABr T «es sc f 4 AM &, T". TAL 7 
vomist March 15th 2003. bins <r eee, eee E 
' = re en nu (2 7 (Y oh E p Á$ i» "^ > So ai ve ^" ete "i / I i> E = ^ f = — +s SY : tf > kaa * E 





> secretary of state, alleged that despite hav- 
ing signed the Nuclear Non-Proliferation 
Treaty, Iran had a “robust nuclear-weap- 
ons development programme”. On March 
11th, the Iranian government invited jour- 
nalists to visit Bushehr and see that noth- 
ing untoward was happening there. But 
the sites of new concern to western intelli- 
gence agencies are Natanz, visited for the 
first time a fortnight ago by inspectors from 
the International Atomic Energy Agency 
(IAEA), and Arak. 


In the past, Russia has allayed western 
fears by belittling Iran's nuclear expertise, 
and drawing attention to an agreement 
whereby Russia would take back used fuel 
from the reactor at Bushehr. But Iran has 
taken steps towards producing its own re- 
actor fuel. Mohamed ElBaradei, the IAEA's 
head, noted the "sophistication" of the 
uranium-enrichment plant at Natanz. 

Having clashed with America over 
Iraq, Vladimir Putin, Russia's president, 


may not relish a quarrel over Iran as well. 
He would doubtless be relieved if Iran ac- 
cepted more intrusive IAEA inspections of 
its nuclear facilities. But Asadullah Saburi, 
Iran's second-highest nuclear official, says 
this is unlikely until the world drops what 
he regards as an unjust "embargo". 

Iran's isolation, which has grown more 
acute since George Bush included it in his 
“axis of evil", forces it to rely on Russia for 
many things. Spare parts for its Boeing air- 
liners are hard to come by, so Iran has 
turned to inferior Russian craft. The Irani- 
ans blame Russian inefficiency for re- 


peated delays in finishing the Bushehr re- 


actor. Russia replies that Iran has been 
slow to pay its bills. Mr Saburi hints that 


the Russians, who hoped to win a contract 


to complete a second (half-built) reactor 
on the same site, may be disappointed. But 
if the Russians do not build the five extra 
reactors Iran says it eventually wants, it is 
hard to imagine who will. m 





Africa and America 


Feeling America's fly-whisk 


JOHANNESBURG, LAGOS AND NAIROBI 


How the march to war affects Africa 


66 (EE that man?" said an excited Somali 

militiaman, pointing at a yawning, 
middle-ranking American diplomat. “He 
has the power to crush Somalia with one 
hand.” The scene was a hotel in Kenya, 
where Somalia’s interminable peace talks 
drag on. Many of the warlords are there 
largely because they are terrified that 
America will invade their country if they 
do not atleast pretend to be seeking an end 
to their decade-old civil war. An absurd de- 
lusion, perhaps, but a surprisingly com- 
mon one. As America prepares to swat 
Saddam Hussein, the breeze from its fly- 
whisk is blowing Africans in all sorts of 
unexpected directions. 

Most obviously, the three African 
members of the UN Security Council have 
had to spend recent weeks agonising over 
how to vote. The Angolan government, à 
nasty, oil-rich regime that the Americans 
tried to topple during the cold war, is not 
wildly enthusiastic about their current 
plan to topple a nasty, oil-rich regime in 
Iraq. Cameroon's government is less 
nasty, and has less oil, but is more depen- 
dent on France. Guinea has no moral 
qualms about the use of force to over- 
throw dictators, at least judging by the way 
it backs rebels trying to overthrow Charles 
Taylor, the despot in neighbouring Liberia. 

Africans in countries that America sus- 
pects of abetting terrorists are more wor- 
ried. Sudan, which used to harbour 





Osama bin Laden, was trying to mend re- 
lations with America even before Septem- 
ber 11th 2001. After the twin towers crum- 
pled, the country's Islamist government 


handed over terrorist suspects and 
(though it denies it) offered America the 


use of some air bases. It also made extra ef- 


forts to be seen to be negotiating a peace 
deal with rebels from the country's mainly 
pagan and Christian south. 

Somalia has also felt America's hot 
breath, though to little effect. Because it fits 
the stereotype of a terrorist haven—a failed 
state with a Muslim population—America 
looked for al-Qaeda there. Local warlords 
assured them that the country's transi- 
tional government was riddled with bin 


Ladenites, not necessarily because it was 
but because they wanted the Americans tc 
bomb it. When the Americans realisec 
they were being gulled, they lost interest 
although some Somalis, as mentioned 
have been slow to catch on. 

The most strident criticism of Amer 
ica's new assertiveness has come from 
South Africa. The president, Thabo Mbeki 
speaks more passionately about the neec 
to stop war in Iraq than about issues ove: 
which he has actual influence, such a: 
AIDS and Zimbabwe. Last month, he sen 
a team to Baghdad to share South Africa" 
expertise in disposing of weapons of mas: 
destruction. (The apartheid regime hac 
nuclear arms, but got rid of them.) Kga 
lema Motlanthe, the ruling party's secre 
tary-general, predicted that because Soutl 
Africa has minerals, "if we don't stop thi 
unilateral action against Iraq today, tomor 
row [America] will come after us." 

More plausible is Mr Mbeki's warnin, 
that war in Iraq could damage Africa! 
economies. He says that donor money 1 
likely to be diverted from Africa to aii 
post-war Iraq, and that high oil prices ma’ 
push oil-importers into debt. He has 
point. If war or the fear of it causes a globe 
slowdown, this would hurt African com 
modity exports. Shares in Johannesbus 
touched a 17-month low on March 11th 
But African tourism is sizzling, at least i 
places that seem far from Iraq: arrivals i 
South Africa rose 20% last year. African oi 
exporters too should be in clover. 

But they are not, on the whole, dealin 
wisely with the windfall. Oil prices ma 
be high now, but after the war, when Iraq 
huge oil fields come on stream again, the 
will probably subside. Countries that d 
pend heavily on oil-and most African a 
producers sell little else-should be car: 
fully saving their earnings to see thes 
through the lean times to come, or at lea 
finding ways to hedge against future prie 
volatility. But most are not. 

History, alas, is repeating itself. Aft« 
the oil shocks in the 1970s, African oil pre 
ducers blew the windfall, borrowé 
against future oil revenues, and blew th 
money too. Nigeria’s external debt is no 
25 times larger than in 1973, but Nigerias 
are no richer. During the last Gulf war, 
high oil price failed to yield significant 
higher government revenues, as much : 
the extra cash was apparently stolen. 

This year, higher oil prices have led 
fuel shortages in Nigeria. By governme 
decree, petrol is sold at a fixed, below-me 
ket price. When the world price rises, so @ 
the profits from smuggling fuel out of tl 
country. The dilapidated state oil refine 
cannot keep pace, so the pumps in Lag 
have run dry, and motorists have to que 
for hours to refuel. The information min 
ter, Jerry Gana, blames "saboteurs" w 
want to discredit the government in t 
run-up to elections in April. m 





“A good result in 2002. 


Positive operating trends within 


the group, despite widespread 


uncertainties. ” 


James Hughes-Hallett 


Chairman, Swire Pacific Limited 
Hong Kong, 6th March 2003 


2002 FINAL RESULTS HIGHLIGHTS 


Profit attributable to shareholders 
Investment property portfolio 


Net assets per share 


Earnings per share 


Dividends per share 


. Notes: 


1. Amounts per share refer to. "AN shares. Entitlements of 'B' shareholders are in proportion 1 to 5 COMPARE 


with those of ‘A’ shareholders. 


2. Allthe above figures have been translated from Hong Kong dollars into United States dollars at an exchange rate - 


of US$1 = HK$7.80... 
3. Dividends are declared i in Hong Kong à dollars. 


Website: http: www sviirepabifie com | à 


. US$528M 


US$8,446M 
US$6.03 
US¢34.01 


US¢14.36 


+31.2% 


-7.3% 


-3.9% 


+31.6% 


+16.1% 
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he tremors of Balkan history 


The murder of Zoran Djindjic has jangled nerves but should not shatter the 


country's or the region's edgy peace 


OLITICAL murders in the Balkans have 

had a habit of breaking up countries 
and starting wars—witness, most infa- 
mously, the assassination of the Austrian 
archduke, Franz Ferdinand, in Sarajevo in 
1914, which triggered the first world war. 
So Serbia's fragile democracy, re-estab- 
lished only three years ago after the fall of a 
tyrant, Slobodan Milosevic, has been 
shaken to the core by the assassination of 
the country's abrasively reform-minded 
prime minister, Zoran Djindjic, gunned 
down outside the main government build- 
ing in Belgrade, the capital, on March 12th. 
But—fingers crossed—Serbia’s institutions, 
still being rebuilt after the Milosevic ty- 
ranny, should be solid enough to with- 
stand the shock, though it is far from clear 
who will fill the power vacuum. 

In any event, a bout of infighting is 
likely to ensue. A state of emergency, al- 
lowing some civil rights to be curbed and 
the army to take over some police func- 
tions, has been declared. A deputy prime 
minister, Nebojsa Covic, may act as a care- 
taker. But pressure may grow fast for an 
early general election, which could, judg- 
ing by opinion polls, bring to power Vojis- 
lav Kostunica, Mr Djindjic's rival and for- 
mer president of Yugoslavia in the wake of 
Mr Milosevic's fall. 

If that were to happen, the pace of 
economic reform would be likely to slow. 
Compared with Mr Djindjic, Mr Kostunica 
is less dynamic and radical, more conser- 


vative in economic and social affairs, and 
more nationalistic in the context of the Bal- 
kans' steamy ethnic and regional politics. 
But he is cautious by nature. 

Mr Djindjic, a youthful 50, had chalked 
up several big achievements. After playing 
a key part in Mr Milosevic’s demise, he 
then, having become prime minister of 
Serbia in 2001, had the nerve to send the 
former strongman to the UN's war-crimes 
tribunal at The Hague, where he is now on 
trial for genocide. That, crucially, opened 
the way for foreign aid to come back in. 

His second and more recent big feat 
was to cut a constitutional deal to end the 
awkward dual structure of what was left 
of federal Yugoslavia: last month its two 
remaining parts became almost indepen- 
dent, to be only loosely linked under the 
cumbersome name of “Serbia and Monte- 
negro". An overarching Yugoslav presi- 
dency, in the person of Mr Kostunica, with 
lines of power that often tangled with 
those of the two component bits, was 
abolished. And, though patently unpopu- 
lar among Serbs at large, thanks mainly to 
their continuing dismal standard of living, 
Mr Djindjic had been craftily consolidat- 
ing power, seeking to bring, for instance, 
the army under his control. 

While putting himself squarely in the 
pro-western camp on most foreign issues, 
on Kosovo Mr Djindjic was ambiguous. 
Recently he had sounded a more nation- 
alist note, publicly stressing that the break- 
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away province was still a constitutiona 
part of Serbia. In private, however, he wa 
more pragmatic, accepting that Kosovi 
was unlikely in the foreseeable future to b 
controlled by Serbs again. Mr Djindjic wa 
indeed a pastmaster at sounding nastil 
nationalist or cosily cosmopolitan- 
whichever met the political need of th 
moment. Mr Kostunica, if he came t 
power, could make things stickier. 

As a conciliator of Serbs, however, M 
Djindjic had recently been failing. He ha 
expended much energy on keeping M 
Kostunica, Serbia's most popular polit 
cian, out of power. Since last Novembe 
Mr Kostunica had sought to win Serbia 
presidency but, though winning mo: 
votes at the ballot box, had failed to wi 
the job because the turnout had been to 
low. Mr Djindjic had been determined t 
keep him on the sidelines. 

Mr Djindjic certainly made enough er 
emies in his time. He had repeated] 
clashed—with Mr Kostunica, among otl 
ers—over reforms of the police and seci 
rity services. Most pointedly, Serb natioi 
alists were enraged by his decision to sen 
Mr Milosevic to The Hague. And more r 
cently he may have been close to havir 
the Bosnian Serb general, Ratko Mladi 
nabbed with the intention of dispatchir 
him to the UN's war-crimes tribunal too. 

Mr Djindjic had also been inveighir 
against organised crime, a major brake c 
the Serbian economy, but his detractors i 
variably accused him of being too close: 
criminals himself. Government spoke 
men have already blamed a criminal ot 
fit, known as the Zemun gang (after a Be 
grade district), for Mr Djindjic's murder. 

He lived dangerously in every sens 
His methods were rough. But he made 
fair start in rescuing Serbia after Mr Milc 
evic. If the country can react peacefully 
his murder, that may be his best legacy. | 





The International Criminal Court 


Soon it will be 
dispensing justice 


The new court's work has 
begun—without the Americans 


[T ALL sounds depressingly familiar. The 
United States stood toe-to-toe against 
other countries, led by France, in the UN's 
security Council. Weeks of negotiation 
seemed to make matters worse. The ex- 
Jlicit threat of a veto hung in the air. Time 
was running out. However, the issue in 
ast July’s high-stakes stand-off at the UN 
was not Iraq, but the role of the new Inter- 
rational Criminal Court (icc). And the 
conflict in the council last summer had a 
aappier outcome than now looks likely for 
he current quarrel over Iraq-a compro- 
nise resolution was passed unanimously, 
and everyone walked away relieved. 
Despite continued and fierce American 
spposition, the rcc was launched for- 
mally this week in The Hague, where it 
will be based, with a grand ceremony to 
inark the swearing-in of its first 18 judges. 
“ost other staff have yet to be hired, and 
he court will probably not take up its first 
fase until next year. Backed by all eu coun- 
vies, and by dozens of others around the 
"orld, it has been set up to handle geno- 





de and the worst cases of war crimes or 


Rass atrocities against civilians when no 


Unlike the UN's International Criminal 
wibunal for the former Yugoslavia, where 
Kobodan Milosevic is being tried, the rcc 
-meant to be permanent. Unlike the Inter- 
ational Court of Justice, also in The 
“ague, the 1cc is designed to deal with 
rimes by individuals, not disputes be- 
ween states. So, for example, whatever 
ae outcome of the current dispute within 
&e UN Security Council, the ICC will not 
æ able to rule on the legality of any forth- 
əming invasion of Iraq. 

Can the court succeed in the face of so 
.uch hostility from the world's super- 
ower? Last July's compromise in the Se- 
larity Council, giving Americans involved 

. UN peacekeeping missions immunity 
om the court's jurisdiction, expires in 
‘ly. Another row is possible. A refusal to 
inew the resolution could well provoke 
se United States to repeat its threat to veto 
N UN peacekeeping mandates. 

America has campaigned against the 
surt for fear that it will be used to mount 
olitically motivated prosecutions of 
^nerican. government officials. The 
^urt'S supporters insist that there are 
&ough checks and balances in the 1998 
#aty setting up the court to ensure that it 
&erates responsibly. Under Bill Clinton, 
we American government was concerned 


about the potential for the court to con- 
strain America’s freedom of action abroad, 


so his administration played a central role 
in shaping the court's treaty. Just before 
leaving the White House, Mr Clinton 
signed the treaty, to keep America in- 
volved. But last year George Bush revoked 
America's signature, then vigorously 
sought to win absolute legal immunity for 
Americans from the court's jurisdiction. 

The United States has not been alone in 
opposing the court. The world's most bru- 
tal dictatorships, of course, have shunned 
it. But two democracies, India and Israel, 
have shared America's misgivings. China 
and Japan have spoken in support of the 
court but have not yet signed the treaty. 
Russia has signed but not ratified it. 

Still, America's campaign against the 
court has had mixed results. It has not 
slowed the pace of new ratifications. Since 
last summer's Security Council quarrel, 13 
more countries have ratified the treaty, 
bringing the total of those accepting the 
court's jurisdiction to 89. Many of these 
countries are close friends, or even clients, 
of the United States, such as Colombia, Bo- 
livia and South Korea. Last month even Af- 
ghanistan ratified the treaty. 


Powers of persuasion 

The United States has persuaded 24 coun- 
tries to agree not to surrender to the court 
any wanted Americans from within their 
borders, offering the same in return. It is 
pushing many other countries to sign simi- 
lar deals, hoping that a web of such bilat- 
eral agreements, which it claims are sanc- 
tioned by an obscure provision of the 
treaty called Article 98, will in effect give 
Americans global immunity from the 
court's jurisdiction. The Eu tried to ban 
any such deals between America and EU 
members, or indeed countries hoping to 


join the EU. But under strong American 


pressure, this common front collapsed. 

Yet even America's campaign against 
Article 98 has not gone smoothly. Many of 
the countries that have signed such agree- 


ments so far have not, in fact, joined the 
court and so would not be required to sur- 
render suspects to it in any case. No EU 
country has yet signed such an agreement. 
The one would-be member to do so, Ro- 
mania, has not yet submitted the agree- 
ment to its parliament to be put into effect. 

The next big step is for the countries set- 
ting up the court to choose a prosecutor, 
probably their most delicate appointment 
The court's cases will, almost by defini- 
tion, be complicated and politically sensi- 
tive. Once the court's remaining key peo- 
ple are appointed and teams of 
investigators, administrators and lawyers 
hired, every decision to prosecute (or not 
to prosecute) is likely to be contentious. 
Some 200 suggestions for prosecutions 
have already been sent to the court. Early 
candidates are thought to be rebel com- 
manders in Congo and Cóte d'Ivoire. The 
International Bar Association, an um- 
brella organisation of lawyers’ groups, has 
called for the prosecution of Robert Mu- 
gabe, Zimbabwe's president. 

The small team of bureaucrats who 
have already spent months preparing for 
the court's launch want to apply lessons 
learned from a decade of experience at the 
Yugoslav and Rwandan tribunals, which 
have been criticised for their trials' length 
and cost. The rCC's proceedings, they 
hope, will be more efficient and will focus 
on the leaders guilty of the world's worst 
atrocities rather than on the small fry. 

These are grand ambitions. But the 
court itself can do little to fulfil them with- 
out the active support of national govern- 
ments, which will have to provide it with 
evidence, enforce its rulings and, most crit- 
ically of all, deliver suspects to its court- 
room. Dozens of countries have said they 
are willing to do these things, but that 
pledge was easy to make when the court 
was just an idea—and when no senior po- 
litical or military leader was in its sights. 
But the day is fast approaching when the 
court's backers will have to prove that their 
support is real-not just a pious pledge. @ 
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France's diplomacy 

Against America? 
Moi? 


PARIS 
Not all President Jacques Chirac's 
friends share his confidence 


66 HATEVER the circumstances,” 

says its president, “France will 
vote no.” In other words, America, Britain 
and Spain—all of them France’s allies in 
NATO-will not get their UN Security 
Council resolution leading, in the French 
view, automatically to war with Saddam 
Hussein's Iraq. “War is always the worst 
solution," goes the French president's re- 
frain, with additional arguments that the 
UN inspections are working and that Iraq's 
weapons of mass destruction (“of which 
there are certainly still some") do not pose 
an immediate threat to world peace. 

So does Jacques Chirac see himself as a 
new Charles de Gaulle, setting France's 
policy against America's, almost regard- 
less of the risks, both political and econ- 
omic? Announcing France's intentions on 
March 10th, President Chirac deftly de- 
flected his television interviewers. De 
Gaulle, he said, had never opposed Amer- 
ica for the sake of opposing it, but only to 
protect France's interests. Still, he added, "I 
can't help but be flattered by the compari- 
son you're trying to make." 

Indeed. Not so long ago Mr Chirac was 
being written off as a conviction-free op- 
portunist, dogged by scandal and fatally 
weakened after the voters in 1997 con- 
demned him to "cohabit" for five years 
with a coalition government led by his So- 
cialist opponents. Now, since his own re- 
election last year and the ensuing rout of 
the left in a general election, he is riding 
high. In France his supporters control all 
organs of the state; in the European Union 
he hasrenewed France's alliance with Ger- 
many, to the discomfort of Britain and oth- 
ers; and on a still broader stage he has, it 
seems, persuaded Russia and China to 
share France's opposition to the tactics of 
the Bush administration. 

But is he also riding for a fall? In imme- 
diate terms, obviously not. In France his 
policy on Iraq, crafted in conjunction with 
Dominique de Villepin, the hyperactive 
foreign minister who is almost a son to the 
president, is extremely popular. In a poll 
taken just before his television interview, 
64% of the sample thought France should 
take no part in any war not approved by a 
UN resolution-and 69% thought France 
should veto any such resolution. In the 
same poll, 82% had a “bad image" of Presi- 
dent Bush and 81% blamed America for the 
worsening of its relations with France. 

Where the public leads, the politicians 
follow. Mr Chirac is being praised even by 
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Unflagging de Villepin 


his political opponents. The Socialists' 
leader, Francois Hollande, "shares his 
views" on Iraq and the UN; so does the 
Communists’ national secretary, Marie- 
George Buffet; so, too, Jean-Marie Le Pen of 
the extreme-right National Front. Bernard 
Kouchner, a former Socialist minister and 
the founder of the Médecins Sans 
Frontiéres organisation, is a rarity: he says 
a war to remove Saddam Hussein would 
be justified on moral grounds. Meanwhile, 
elsewhere in Europe, Mr Chirac's policy 
conforms with the opinion of the public if 
not always of their political leaders; in 
Tony Blair’s Britain, for example, the 
French embassy reports getting letters by 
the sackload in Mr Chirac's support. 

The question, however, is forthe longer 
term. The French left is by instinct anti- 
American. So, too, is much of the French 
right; after all, its roots are Gaullist and so 
nationalist. But there are nonetheless 
plenty of French Atlanticists to point out 
the risks that present French policy poses 
for France, the European Union, NATO 
and, indeed, for the UN. 

One of them is Pierre Lellouche, an MP 
who advised Mr Chirac when he was 
mayor of Paris. Last month, after Mr Lel- 
louche and several other Atlanticists met 
Mr de Villepin to press their case for a less 
confrontational stance with America, he 
quoted the foreign minister as acknowl- 
edging that a French veto “would be firing 
a bullet in the back of the Americans", im- 
plying that France would try to avoid cast- 
ing its veto by ensuring either that there 
was no Security Council resolution to vote 
on or, if there were, that it would fail to get 
the necessary majority of nine out of 15. 

Did Mr de Villepin really say that? The 
foreign ministry formally denies it. So do 
Mr Lellouche's companions at the meet- 
ing. There are malicious whispers that Mr 
Lellouche, a Tunisia-born Jew who is vice- 
president of the parliamentary friends-of- 
Israel group, is too close to Israel's prime 
minister, Ariel Sharon. Mr Lellouche, not- 
ing his colleagues' denials, comments that 
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as a keen game-shot he perhaps has “ama 
jor hearing problem". 

Yet, whatever its provenance, his meta 
phor is worryingly valid. Francois Gou 
lard, a member, like Mr Lellouche, of th: 
Union for a Popular Movement majorit 
in parliament, says that around 25% of it 
parliamentarians are against a veto. One 
Jérôme Rivière, has now written—in Eng 
lish-to his American counterparts to ex 
press his sadness over the current tension 
and his wish "to ensure that the friendshij 
between our nations prevails". 

It may in the end. But meanwhil 
French businessmen and economists ar 
beginning to worry about a potentie 
backlash: lost contracts (they say that onl 
American firms are so far being sounde 
out for the reconstruction of post-wa 
Iraq); fewer American tourists and les 
American investment. 

Yet Mr Chirac, constantly professing hi 
liking for America and Americans (and ar 
nouncing a willingness to let their aircra 
use French airspace en route to Iraq) doe 
not seem to worry. In his television inte 
view he brushed aside the idea of Amer 
can retaliation: “I know the Americans to 
well to imagine they would use that kin 
of method." So too the idea that the Eu i 
being weakened: “I know Europe well. lr 
perhaps one of those who knows be: 
how it works. Once this crisis is over, 
won't be divided at all. Europe's history ` 
marked by a series of crises, from whicl 
each time, it has emerged stronger." Th 
French must hope, in Mr Chirac's quest fc 
“a multipolar world in which Europ 
counts and exists", that heisright. 8 





Turkey's new prime minister 
Trouble, trouble, 
trouble 


ANKARA 
Tayyip Erdogan has got the job he 
deserves—and problems galore 


AYYIP ERDOGAN was at last poise 

this week to take over the formal rui 
ning of government. But just as parliame! 
appeared ready to give his administratic 
a new vote of confidence, Turkey was ' 
danger of falling ever deeper into an eco 
omic and diplomatic quagmire. 

Though he was the undisputed lead 
of the Justice and Development Party (A1 
he had been excluded from its electoral t 
umph last November—and from standii 
for parliament—by a constitutional ban, 
he had once been convicted of reciting i 
allegedly Islamist poem at a political met 
ing. And though Ak had won an outrig 
majority of the parliamentary seats, ' 
could not, since he did not hold one 
them, become prime minister. 


Europe 


Into the job he puta loyal stand-in, Abd- 
illah Gul. Mr Erdogan's followers voted to 
mend the constitution, repeated the vote 
when President Ahmet Necdet Sezer ve- 
oed the change, and won their point. On 
March oth in the south-eastern province of 
"irt, his wife's home area, he was elected 
vith a resounding 85% of the vote. 

Mr Erdogan will have no respite. The 
ig issue facing Turkey is Iraq, and the fall- 
'ut, geopolitical and economic, from the 
urkish parliament's disagreement with 
he United States about it. On March 1st, 
ome 100 AK members voted with the op- 
'osition against a bill, put forward by Mr 
şul and firmly endorsed by Mr Erdogan, to 
llow the deployment in Turkey of 62,000 
american combat troops ready to move 
1to northern Iraq. The parliament had al- 
2ady accepted a much smaller deploy- 
ent of technicians to upgrade Turkish 
orts and air bases. But, reflecting public 
pinion massively opposed to any war, 
iany MPS, including many of Mr Erdo- 
an’s disciples, balked at this logical next 
ep: the bill got a small majority but not 
nough-half of those in the chamber, in- 

uding abstainers—to make it law. 

The Americans, already tired of wait- 
ig and fed up with the haggling over the 
uge price Turkey demanded as com- 
ensation for the costs of a war, were ap- 
illed. This week Mr Erdogan had a tele- 
1one call from George Bush urging him to 
submit the bill to parliament. Mr Erdo- 
in was in a cleft stick: should he defy 
any of his MPs and still more of the elec- 
rate, or enrage Turkey's main ally and es- 
ntial economic backer? 

More followed. The inter-communal 
lks sponsored by the UN with the aim of 
uniting the Greek-Cypriot and Turkish- 
ypriot parts of that island collapsed. Mr 
dogan late last year went some way—far 
rther than any previous Turkish govern- 
ent-to arm-twist the Turkish-Cypriot 
ader, Rauf Denktash. But not enough. 
ie Turkish government again failed to 
ake Mr Denktash budge. 

The European Union is cross. Its spokes- 
an said that the Greek bit of Cyprus 
ould be admitted as a full member on its 
vn—and that Turkey, with tens of thou- 
nds of its troops in Mr Denktash's self- 
led republic, would be seen as occupy- 
3 a piece of EU territory. The message 
as clear. Turkey, a would-be EU member 
t some 40 years, risks seeing its own 
eams, which have been encouraged by 
r Erdogan, put aside for years more. 

Enter the World Bank: the new budget 
? Turkish government unveiled last 
'ek unfairly taxed the poor, it said, and 
> Bank probably would not release a $1.4 
lion tranche of a loan for development 
jects. Only a day earlier, the imf had 
ised the government's austerity mea- 
‘es, Saying it would hand out a promised 
6 billion. A further blow came on March 


A murder in Bulgaria 


The Economist March 15th 2003 


The richer they are... 


SOFIA 


..-the harder they fall. And bodyguards are not enough to preventit 


A BIG fish in Bulgaria go, you couldn't 
get a much bigger one than Ilya Pav- 
lov, murdered in Sofia on March 7th. A 


former champion wrestler who had used 


old-regime connections, mainly in the 
intelligence and security worlds, to 
amass huge post-communist wealth, he 
was widely thought to be Bulgaria's rich- 
est man. His MG Corporation (formerly 
Multigroup) had moved from art dealing 


into energy, mining, metals, textiles, food- 


processing, finance and tourism. Lately it 
had also acquired some trappings of 
respectability: modern management, 
well-publicised philanthropy, an Ameri- 
can passport for Mr Pavlov—and first-rate 
libel lawyers. 


Just why the well-guarded tycoon was 
killed no one knows. A spat over the Miss 


Bulgaria contest? A struggle among én- 
ergy interests? Fall-out from a continuing 
trial for the murder in 1996 of a former 
prime minister, Andrei Lukanov? 

Crime was one of many problems the 


prime minister (and former king), Simeon 


Saxe-Coburg, was to tackle after winning 
the general election of 2001. He has tried. 
A close associate, Boiko Borisov, has 

proved an energetic chief secretary at the 
interior ministry. A British consultancy is 


12th: the European Court of Human Rights 
ruled that Turkey's trial of Abdullah 
Ocalan, the separatist Kurdish guerrilla 
chief, had been unfair, and that he should 
be retried. Blackmail, cried Bulent Arinc, 
the AK speaker of parliament. 

And the American troops? Despite 
open support for their deployment from 
Turkey's army chief, General Hilmi Ozkok, 





Turks say yes to Erdogan, no to war 


overhauling the customs service, which 
has been much tied up with crime. 

Yet Mr Pavlov's corpse is not alone. 
There have recently been several high- 
profile business killings and shoot-outs. 
A senior prosecution official was mur- 
dered after Christmas. Mr Borisov has 
complained that the chief prosecutor, 
Nikola Filchev, has not effectively fol- 
lowed up police successes. The judiciary 
has been widely criticised—not least by 
the European Commission—as corrupt, 
ineffective and politically packed. 

Judicial reform is generally admitted 
to be necessary—in particular, removal 
of judges' and prosecutors' immunity. 
But will it happen? Life is getting awk- 
ward for Mr Saxe-Coburg. The courts 
have held up some of the quick privati- 
sations he promised. Keen support for 
the Americans over Iraq has offended 
many in the European Union and wor- 
ried most Bulgarians. The (ex-commu- 
nist) Socialists are riding high in the polls 
because the government, predictably, 
has not fulfilled its welfare promises, 
while their friend President Georgi Pur- 
vanov is more assertive—and popular. 
And meanwhile, His ex-Majesty's own 
MPS àre growing increasingly stroppy. 


public opposition to it-and to any Turkish 
involvement in a war against Iraq—has 
been growing. Television images of troops 
and equipment being unloaded at Isken- 
derun, on the Mediterranean, and heading 
for the south-east, where the Americans 
have been converting a flour factory into a 
logistics base, have not helped. 

The government at first said the Ameri- 
cans were merely upgrading, as parlia- 
ment had said they could. No way, said the 
opposition Republican People's Party: 
these were combat forces and they were 
moving weapons and tanks into Turkey. 
"Illegal occupation", it shouted. The army 
said it would launch its own investigation. 
Mr Erdogan is now said to favour a new 
bill to let the Americans use Turkish air- 
space to fly their troops directly into north- 
ern Iraq. But would that satisfy them? 

It better had. Turkey has huge debts— 
and the Americans are not minded to fork 
out the "compensation" they earlier 
agreed to except for a proper return. And 
they could be much tougher still. But it 
would dissatisfy many of Mr Erdogan's 
supporters. "I hope he does not make up 
his mind on economic considerations 
alone,” said one such mp. “Turkey’s sover- 
eignty and security are at stake." a 





Charlemagne | Still sclerotic, after all these years 


Why is Europe growing so slowly? 


ONCENTRATING on the finer points of economic deregula- 

tion in Europe is a challenge at the best of times. It will be 
particularly tricky for Europe's leaders when they gather in Brus- 
sels for a European Union summit on March 20th. In theory the 
meeting will be dedicated to economic reform. But there may be 
a few distractions—like the fact that the Eu is split down the mid- 
dle over Iraq, the UN is in disarray and, by the time the leaders 
meet up, bombs may be whistling down on Baghdad. 

Manfully ignoring the muffled explosions offstage, EU leaders 
will still make an effort to concentrate on the “Lisbon agenda” of 
economic reform. Launched in 2000, it was a response to the 
growing evidence that European economies were falling behind 
America’s. Over the past 20 years the Eu has averaged growth of 
just over 2.3% a year, while the United States has managed 3.3%. 
At Lisbon the assembled leaders promised to turn the Eu into the 
world's most competitive economy by 2010. Every year since 
then, EU leaders have met in March to review progress and issue 
platitudinous statements of the “much has been achieved, but 
much remains to be done” variety. 

As it happens, quite a lot has indeed been done. Liberalisa- 
tion of Europe’s energy markets—the totemic issue at last year’s 
spring summit—was agreed upon in November, albeit in a rather 
half-hearted way. There has been progress towards integrating 
financial markets and liberalising postal services. An EU-wide 
patent law—controversial, as it touches on sensitive matters of 
language and legal jurisdiction—will be agreed this time round. 

And yet the results still seem disappointing. Despite the 
bursting of the dotcom bubble, September 11th and a rash of 
American corporate scandals, the EU is still growing markedly 
more slowly than America—and most forecasters predict that 
this will remain the case for at least the next couple of years. It is 
premature to declare the Lisbon agenda a failure, since most of 
its elements will take several years to kick in. But not too much 
comfort should be drawn from that. The Lisbon reforms are in es- 
sence simply consolidating and building upon the creation of an 
internal EU market—an effort to rip down barriers to trade and in- 
vestment that was meant to have culminated in 1992 and was 
heralded as the dawn of a new golden age for Europe's econ- 
omy. Since then the Eu has grown at an average rate of just over 
2% a year. A recent European Commission study concluded that 





the internal-market programme had added around 1.4% to the 
EU's GDP over the past decade—a welcome increase in wealth, 
doubtless, but hardly a radical transformation. 

Since the original internal market programme delivered such 
relatively modest results, there is no particular reason to suppose 
that the Lisbon agenda will be any more effective. The blunt 
truth is that even if the Eu fulfilled the Lisbon agenda down to 
the last comma, it would still not become the world’s most com- 
petitive economy by 2010. 

So what ails the European Union? There are comforting and 
not-so-comforting explanations. The comforting theory, which 
has some merit, is that Europe’s slower growth reflects cultural 
preferences. Superior American growth in large part reflects the 
fact that America’s population has been increasing faster and 
that Americans work longer hours than Europeans. European 
workers produce about as much per hour as the American aver- 
age; it is just that they spend less time at work. If Europeans 
prefer time on the ski-slopes to extra pay, that seems fair enough. 
A similar argument can be made about welfare. It is a common- 
place that generous welfare is a brake on European economic 
growth, leading to higher taxes and fewer jobs. But any politi- 
cian who tries to reform the welfare state swiftly runs into trou- 
ble for a simple reason: it is very popular. Once again, argue the 
EU's defenders, Europeans are simply making a legitimate 
choice: for slower growth, perhaps, but in return for greater secu- 
rity and less poverty. 

Unfortunately the idea that slower growth and a powerful 
welfare state are simply the result of a benign European consen- 
sus is too rosy. Many of the benefits of state welfare flow not to 
society as a whole but to entrenched interest groups—in particu- 
lar to trade unions and recipients of tax-funded benefits. It is 
hard to see how the 11.3% of the German workforce who are out 
of work, measured by the latest unadjusted figures, benefit from 
trade-union opposition to the idea of more flexible working pat- 
terns and less rigid job protection. Moreover, as Adair Turner of 
Merrill Lynch pointed out in a lecture last month, not all of Eu: 
rope’s social choices are economically sustainable. In particular, 
“the current combination of birth rates, retirement ages and pen: 
sion promises” threatens to boost taxes to unsustainable levels 
or to leave the elderly in poverty (see our Economics focus on 
page 72). But in countries like Italy, France and Greece, trade-un: 
ion opposition to pension reform is so fervent that it can ham 
string governments and even, on occasions, bring them down. 


Stuck with an out-of-date model 

Even politicians pressing for pensions and economic reform ir 
Europe take care to acknowledge a presumed need to preserve 2 
"European social model" as the basis for the prosperity and so 
cial peace of the last 50 years. What they miss, however, is tha 
this famed model has changed over the years, as the welfare 
state has grown ever more complex and the stress on security 
over growth ever more suffocating. The great designer of Ger 
many's post-war "social-market economy" was Ludwig Erhard 
a Christian Democrat. Yet even he argued that the state shoule 
never aspire to *grant a man complete security from the hour o 
birth" and that "the welfare state must finally spell poverty fo 
all". It is a measure of how much Europe has changed that state 
ments like that—perfectly compatible with the idea of a social 
market economy in the German boom of the 1950s—would nov 
be viewed as impossibly controversial. 8| 
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4 strange sort of sanctuary 


«s the West contemplates another war and more refugees, are current policies on 


sylum the best way to help them? 


HE prize is tremendous. A passport 
that will take you across most of the 
'orld's borders, without the need for a 
isa or a humiliating wrangle at a foreign 
mbassy. A new life in a society offering 
bs, opportunities and safety from crime 
nd civil unrest. A permanent home for 
our family. Free education, and probably 
velfare benefits if you lose your job or 
in't cope. All these are yours if you suc- 
'ssfully claim asylum in one of the 
'orld's wealthy countries. No wonder a 
;stem once intended to protect the vul- 
erable has become a beacon to the frus- 
ated in the 120 or so countries around the 
‘orld where governance is a mess and 
opportunity scarce. 
Now the rich world's governments are 
armed by this back door for immigra- 
yn. Already, Iraqis are the largest single 
ategory of refugees, accounting for 11.2% 
all European asylum-seekers in the first 
ne months of 2002, and a war would 
vell the flow. At the same time, asylum- 
ekers have been picked up as security 
reats in several countries. Nothing 
akes governments twitchier than the 
infusion of asylum and terrorism. Amer- 
a drastically tightened its asylum laws 
ter an asylum-seeker tried to blow up the 
orld Trade Centre in 1993. 
Europe is in any case more nervous 


about immigration than the countries 
whose populations have been built by im- 
migrants. The annual number of asylum- 
seekers, which rose sharply in the early 
1990s, has been fairly stable for some 
years, although the flow has switched 
among countries as one door after another 
has closed a bit more. Currently the fuss is 
greatest in Britain, for the simple reason 
that it is now the leading destination—re- 
ceiving a quarter of all applications, ac- 
cording to John Salt of University College 
London. But asylum-seekers are unpopu- 
lar elsewhere, too. In Switzerland last No- 
vember, voters rejected by a mere 3,000 
votes a referendum asking whether more 
asylum-seekers should be kept out. A year 
earlier, the Danes voted for a politician 
who promised (and has delivered) drastic 
cuts in asylum-seekers. 

As asylum-seekers come back into the 
spotlight, governments are more con- 
scious of the cost of handling them. Fifteen 
countries make up the Inter-Govern- 
mental Consultations on Asylum, Refugee 
and Migration Policies in Europe, North 
America and Australia (1Gc). The 1Gc's 
published estimate of the cost to taxpayers 
of the 450,000-500,000 people who apply 
for asylum each year in the 15 countries is 
$10 billion a year. The true figure may now 
be at least a couple of billion dollars more; 





all countries downplay the numbers. 

Much of this money goes not directly to 
asylum-seekers themselves, but to the bu- 
reaucrats who process them, the lawyers 
who represent them and the people who 
support them. Moreover, even the lowest 
estimate dwarfs the annual budget of the 
United Nations High Commission for Ref- 
ugees, which looks after some 20m peo- 
ple, many in refugee camps. Last year 
UNHCR did not meet its planned budget, 
which had to be cut to $710m. That is less 
than a quarter of the annual sum that Brit- 
ain alone spends on processing and sup- 
porting asylum-seekers. No wonder Ruud 
Lubbers, the former Dutch prime minister 
who now heads UNHCR, complains that 
the West has largely forgotten the plight of 
the people in the world's refugee camps. 

What has gone wrong? In the wake of 
the second world war, countries adopted 
the 1951 Refugee Convention, covering 
those in Europe who had already fled per- 
secution. This was extended in a 1967 pro- 
tocol to cover all refugees, giving everyone 
the right to seek asylum and refugees the 
right not to be sent to a place where they 
would be persecuted or tortured. 

The convention and the subsequent 
protocol were adopted when there were 
few refugees, mostly from communist re- 
gimes. However, these well-meaning 
pieces of international law have become 
almost the only channel through which 
most immigrants can hope to enter most 
rich countries. Few European govern- 
ments allow any immigration of people 
who merely want to work, unless they 
have specific skills; even more permissive 
countries, such as America, Australia and 
Canada, rarely allow in unskilled workers. 

An elaborate legal process has evolved » 





> to determine whether an immigrant who 
claims the right to asylum really merits it 
under the terms of the convention. In re- 
cent years, the answer has usually been 
no. Only 12% of applicants in 1GC coun- 
tries in 1992-2000 won asylum status (plus 
` a few more on subsequent appeal), and a 
further 6% were granted some other 
humanitarian ranking. In other words, 
80% of those who pass through the elabo- 
rate and expensive screening process of 
the rich world are not considered genuine. 

Does that mean countries are being too 
harsh? Undoubtedly, some deserving 
cases are turned down. But alternative 
routes are so few and the prize for success 
so great that there is an immense incentive 
to break the rules. 

For example, a war encourages the rich 
countries to be generous. There is, after all, 
no likelihood that a refugee will be re- 
turned to a country at war. So in any bout 
of civil unrest, some of those who claim to 
come from the war-torn land may actually 
hail from somewhere else. During the war 
in Kosovo, generous countries freely ad- 
mitted refugees, some of whom undoubt- 
edly came from neighbouring (peaceful 
but poor) Albania. No doubt some of to- 
day's "Iraqi" refugees really come from 
other unpleasant places. 


How hard to be fair 

Most countries' asylum policies struggle to 
disentangle humanitarian concern from 
immigration control. Two particular pro- 
blems arise. One is how to process people 
fairly but quickly; the other, what to do 
with those who are rejected. 

Both tasks are made harder by the diffi- 
culty of knowing with any certainty 
where a refugee comes from. Only 20% of 
those who claim asylum arrive with iden- 
tity papers. Some destroy their passports 
en route; others hand them to the smug- 


glers who have brought them. Several 
countries have special language-analysis 
units to help with the job. Of asylum-seek- 
ers interviewed by Switzerland's lan- 
guage-analysis unit, 70% promptly go into 
hiding. Of those whose application is re- 
jected and who then go home, 80% return 
to the country that the unit has judged 
they come from. 

In designing an effective way to process 
applicants, some countries take the view 
that it is pointless to subject to an expen- 
sive legal process those who are likely to re- 
main in the country any way. Most of the 
countries of southern Europe have rela- 
tively few asylum-seekers because they 
are more willing to turn a blind eye to ille- 
gal or semi-legal migration. 

Canada, by contrast, has an unusually 
high level of acceptances of asylum claims 
partly because it has a more generous defi- 
nition of eligibility than most other coun- 
tries. However, says David Matas, a senior 
migration lawyer, Canada also does not 
waste time putting through an elaborate 
legal rigmarole people who are unlikely to 
bereturned to their country. Elspeth Guild, 
a British immigration lawyer, believes this 
principle should be extended. "What is the 
point of putting Iraqi Kurds through the 
asylum system?" she demands. "You 
aren't going to send them back." 

In other countries, the legal process can 
be interminable (see table, which inev- 
itably oversimplifies complex national ap- 
proaches). The longer it lasts, the harder it 
is to keep asylum-seekers in some sort of 
detention and the greater the likelihood 
that they will find work, legal or not, and 
otherwise become integrated into their 
new country. In 1994-95 the United States 
reformed its process, depriving applicants 
of permission to work while waiting for 
their cases to be settled, as long as that took 
no more than six months. Applicants also 


received no welfare benefits. When the re 
form was under discussion, immigrant 
support groups did a survey and four 
that most asylum-claimants were helpec 
by their family or community. The re 
moval of work permits dramatically re 
duced asylum claims but, says Susan Mar 
tin of Georgetown University, approva 
rates also rose sharply. | 
While they wait for their cases to be de 
termined, asylum-seekers in most Eurc 
pean countries can get welfare benefit 
more easily than they can get permíissioi 
to work. Not only does that send out unfor 
tunate signals to immigrants, who may no 
have come across welfare before and ar 
disproportionately likely to be dependen 
on it in the more generous parts of Europt 
it also makes taxpayers cross. | 
Australia has tackled the processing o 
refugees in a quite different way. Its polic 
of managed migration includes acceptin 
a generous share of refugees from UNHC: 
camps each year, as well as a number o 
other asylum-seekers who apply in thir 
countries outside Australia. But those wh 
arrive without visas and lodge a claim at 
detained, together with others who do nc 
have visas, while their claim is heard. Th 
policy is expensive and makes liberal Au: 
tralians uneasy. But, together with th 
country's geography, it seems to have bee 
remarkably successful in keeping awa 
boatloads of would-be refugees. : 
However fast and fair a country's prt 
cessing system, it will be pointless if thos 
who are rejected do not go home. Hov 
ever, once people are in a country, itis has 
to make them budge. Governments ever: 
where hate bundling handcuffed imm 
grants on to aircraft; and, alarmingly ofte: 
deportees get killed. In January thre 
French police officers were suspende 
after a Somali immigrant died while beir 
deported;in December four French office 





Special report Asylum — TUS 


manhandled a Malian television crew 
who filmed them restraining a Malian ille- 
gal immigrant on a flight from Paris. 

Even if an immigrant agrees to go, the 
country he says he comes from may refuse 
to accept him. Tony Blair, the British prime 
minister, caused ructions when he sug- 
gested that foreign-aid policy might be tied 
to a country's willingness to take back its 
wandering citizens. A European Union 
delegation has begun talks with China, 
which is particularly stubborn about ac- 
cepting returned migrants. Switzerland 
has recently opened an office in West Af- 
rica to try to determine where its rejected 
African asylum-seekers come from. 

Because of such difficulties, countries 
ry harder and harder to stop asylum-seek- 
ers ever reaching their shores. America in- 
ercepts fleeing Haitians and Cubans at sea 
ind returns them (although Cubans who 
make it to Florida generally get permission 
© stay, as political refugees). Ms Martin 
worries that the Coast Guard rarely both- 
'rs to ask those on Haitian boats whether 
hey are seeking asylum before dumping 
hem back. In January, seven vessels from 
spain, Britain, France, Portugal and Italy set 

ail from Gibraltar to patrol the southern 
Mediterranean, in a first step towards a 
ommon European border guard. 

Countries often hope that a reputation 
or a tough approach will keep the hope- 
uls away. In fact, surveys of asylum-seek- 

rs tend to find that they know little, when 
ney set out, about immigration policy in 
ne countries they end up in. But some 
?arn on the way, and those who smuggle 
nem are extremely well informed. Khalid 
oser of University College London, who 
as studied smugglers and their passen- 
ers, reports that the payment system has 
itered: smugglers now receive part of 
neir pay after the immigrant has arrived. 
hat gives them a strong incentive to take 
ople to countries where they are likely to 
«rive safely, be allowed to stay and be 
ble to get a job to pay their debts. 


set out and stay out 
dlicy on asylum-seekers in recent years 
as emphasised two issues. One is simply 
*eping people at bay; the other is to 
dllaborate more. When one country puts 
ip barriers, the one next door comes un- 
er more pressure. At present, few can 
&ree even on who is a refugee. Some 
»untries, such as Canada, accept women 
eing abusive husbands or the threat of 
enital mutilation; many do not accept as 
'fugees those who claim to be escaping 
vil unrest rather than persecution at the 
ands of government, to the dismay of 
eing Sri Lankans and Algerians. 
However, in Europe, says Kay Hail- 
*onner of Konstanz University in Ger- 
any, a common regime has begun to 
merge. In January, the members of the 
mropean Union, with Norway and Ice- 
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land, launched Eurodac, a system to finger- 
print all asylum-claimants and share the 
information throughout the region. The 
EU is also trying to hammer out a common 
definition of asylum-seekers and common 
standards for dealing with them. That 
could discourage asylum-shopping, but 
would also frustrate the desire of individ- 
ual countries to control this politically del- 
icate issue directly. 

Everywhere, too, countries hope to 
send back asylum-seekers who have 
passed through a safe third country on 
their way to refuge. Canada has recently 
negotiated such an agreement with the 


Coming to a street near you 


United States (through which any asylum- 
seeker travelling by land must obviously 
pass). The countries of the Eu are taking 
advantage of the desire of their eastern 
neighbours for closer economic ties to ne- 
gotiate such agreements with them. Refu- 
gees who would once have ended up in 
Germany now get stuck in Poland, Hun- 
gary or the Czech Republic. 

But such buck-passing raises a bigger is- 
sue. Does asylum policy protect the people 
who are most in need? Nicholas Van Hear 
of the Centre for Development Research in 
Copenhagen has looked at Somali refu- 
gees and at Tamil refugees from Sri Lanka. 
In an unpublished paper, he argues that 
asylum migration is mainly the preserve 
of the well-to-do: at a cost of more than 
$10,000 for a passage from Sri Lanka to the 
West, and about $5,000 for one from So- 
malia, it is beyond the financial reach of 
everyone else. The middling well-off mi- 
grate to more prosperous and stable 
nearby countries (the Gulf in the case of Sri 
Lanka); the poor stay put. 

In addition to being disproportionately 
well-off, asylum-seekers tend to be mainly 
male: more mobile, more willing to take 
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risks. Refugee camps, by contrast, typically 
house large numbers of women and chil- 
dren. So the vast sums of money spent on 
asylum-seekers in the West go to those 
who least need help. 


A better way 

This suggests an alternative strategy. 
Should governments separate the concept 
of protecting asylum-seekers, to which the 
refugee convention binds them, from that 
of admitting them to the country they 
want to go to? As the International Orga- 
nisation for Migration points out in its an- 
nual report, published last month, it 
would be consistent with a state’s obliga- 
tions under international law to send a ref- 
ugee to a third country, provided there are 
safeguards in place to ensure that he 
would not be sent on to a country where 
he might be persecuted or tortured. 

This possibility is now widely dis- 
cussed. Mr Lubbers, UNHCR's astute head, 
sees the danger that perversion of the asy- 
lum route might one day lead infuriated re- 
cipient countries to back out of the refugee 
convention entirely. He also has far too lit- 
tle money and far too many refugees to 
care for. So he proposes what he calls 
“Convention Plus”. Do not dismantle the 
refugee convention, but redirect it. Why 
not, he asks, shift the emphasis from pro- 
tecting a few in rich countries to protecting 
many nearer to their homes? People who 
flee to developing countries (as many Af- 
ghanis fled to Pakistan, for instance) are far 
more likely to return than those who reach 
the fleshpots of Hamburg or London. 

Meanwhile the British government is 
exploring the possibility of copying the 
Australians (see page 55). It could remove 
those who turn up and request asylum, ei- 
ther to established refugee camps where 
their claims would be processed along 
with those of other refugees, or to special 
processing centres on the perimeter of the 
European Union. At a UNHCR meeting on 
March 7th, Mr Lubbers appeared to favour 
the British proposals. His ideas for Con- 
vention Plus will now be refined by a fo- 
rum of interested parties, starting in June. 

There are plenty of possible problems. 
Judges might not allow the removal of asy- 
lum-seekers to be processed elsewhere; 
countries might refuse to accept would-be 
asylum-seekers into their camps; locals 
might grumble that refugees were being 
pampered. 

Even if a plan of this sort succeeds, and 
flows of asylum-seekers dry up, no rich 
country should imagine that illegal immi- 
gration will stop. The tax burden of paying 
for the asylum process will go. But the pres- 
sure will remain for migrants to leave the 
world’s ill-governed countries and head 
for the ones where demand for cheap la- 
bour flourishes. If the rich world does not 
allow immigrants in legally, they will con- 
tinue to come through the back door. m 
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Launching Telecoms II 


New wireless technologies that 
render bandwidth irrelevant 
could kick-start a revolution in 
communications bigger than 
theinternet 


Ane recently had a chance to kick- 


start a whole new engine of techno- 
logical innovation—with business oppor- 
tunities that could have dwarfed those 
generated by the internet a decade ago. 
Through political infighting, it muffed it. 
By voting in effect to maintain the status 
quo, rather than embark on reforms 
aimed ultimately at dismantling the 
country's antiquated regulations that 
govern the telephone network, the Fed- 
eral Communications Commission has 
consigned the telecoms industry to fur- 
ther floundering. 

Call the missed opportunity “Tele- 
coms II". Unlike its predecessor, this is all 
about freeing people from having to plug 
into telephone lines and cables—and let- 
ting them have speedier data connec- 
tions than they ever imagined. It all 
started with digital cell phones a decade 
ago, buthas now exploded into a pano- 
ply of radio technologies—from wireless 
LANS (local area networks) to smart an- 
tennae, ultrawide band transmission and 
mesh networks. Despite the parlous state 
of the telecoms sector, the pace at which 
start-ups offering the new WLL (wireless 
local loop) technology have been raising 
money shows that at least the market has 
faith in the future. Apart from providing 
an alternative over the "last mile" to 
homes and offices at modest cost, WLL 
delivers internet access ten times faster 
than the speediest broadband connec- 
tions the telephone companies or cable 
TV firms can offer (see page 4). 

What could make Telecoms II the 
economic engine of the next decade is 
the way such networks are largely "user 
financed" and deployed in an un- 
planned, ad hoc manner-and thus free 
to grow exponentially if demand for 


them takes off. David Reed, a telecoms ex- 


pert who helped design the internet, 
points to how, over the past year, the 
802.11b (“wi-Fi”) standard has created an 
entirely new market for wireless net- 
works in the home and office- without 
any form of government initiative and 
during the depth of telecom's worst re- 
cession. That is what can be done when 
manufacturers and users are set free to 


exploit just a tiny unlicensed chunk of 
the radio spectrum. But to make Telecom 
II happen in a big way, regulators have tc 
stop policing the radio spectrum as if it 
were some precious, scarce resource. 

The problemis that the regulations 
governing the separation of broadcastiny 
channels, to prevent neighbouring sta- 
tions from interfering with one another, 
were established 70 years ago and reflect 
the technical limitations of the time. To- 
day, instead of being a crude tunable cir- 
cuit built of coils and condensers, a radic 
is more likely to be a piece of software 
burnedinto a ps» (digital signal proces- 
sor) chip that can reconfigure itself on th: 
fly-hopping from channel to channel, 
thousands of times a second, while seek 
ing gaps through which to send bursts of 
data. With frequency-hopping "soft- 
radio", interference is irrelevant. 

That means broadcasting channels 
can be crammed cheek by jowl, with no 
buffer zones between them. Also, when 
such adaptive digital radios are allowed 
to co-operate with one another, the net- 
work's capacity can actually increase— 
rather than decrease, as was long be- 
lieved—with every new radio added. In 
short, with “co-operative gain”, there is 
no upper limit to the amount of informa 
tion that can be transported. Thus, band 
width—as a measure of communication 
capacity-is also irrelevant. 


Forget interference 

Before such disruptive ideas can be used 
to unleash the next big wave of techno- 
logical innovation, regulators have to ric 
themselves of obsolete notions aboutin 
terference. Because of such fears, “re- 
peater stations"—the key to co-operative 
gain—have been largely barred from wis 
less networks. Another regulatory hang 
upis the way networks operating on 
different frequency bands-say, Wi-Fi 
and mobile phones—have been pre- 
vented from interconnecting. 

But the biggest problem inhibiting Te 
lecoms Il is the habit of reserving variou 
radio bands for specific services. Histori 
cally, that made sense when it was 
hugely expensive to build radios that 
could be tuned to more than a few adja- 
cent bands. Today, digital radios that ca) 
dynamically jump all over the spectrum 
are to be had for the price of a microchig 

America has missed its chance to sta 
the deregulatory ball rolling, first with t] 
wired networks and then with the wire 
less ones. Now itis up to Asia and Euro 
to avoid making the same mistake. 8 
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Jnfixing fixed wireless 


lew wireless technologies for 
elivering broadband to the 
ome are about to challenge 
SL and cable 


IRELESS means mobile—or so 

many believe. Whether it is the fuss 
over third-generation (3G) mobile phones 
and multimedia on the move, or the un- 
expected success of wi-ri hotspots that 
give laptop users fast internet access 
without having to plug into a telephone 
socket, people think of “wireless ser- 
vices" as something to use while away 
from the home or the office. But another 
type of wireless technology may be even 
more important. Known as “wireless lo- 
calloop" (WLL), it could reignite the con- 
sumer broadband market. 

The telecoms boom left a glut of fibre- 
optic cable along trunk routes, but this 
links directly only to the largest custom- 
ers. Homes and small offices that want 
high-speed internet access usually sub- 
scribe to either a digital subscriber line 
(DSL) or a cable-television service. Both 
are far from ideal: the phone wires used 
by psL and the television cables tend to 
be owned by monopolies, and neither 
was designed for surfing the web. Retro- 
fitting a 1950s telephone line for broad- 
band takes alot of work, making cheap 
DSL hard to supply profitably. 

In principle, WLL has no such draw- 
backs. Indeed, many see it as an ideal sol- 
ution to the local access problem. Radio 
waves already reach everybody's home 





or office. So there is no need to dig up 
streets or shoehorn data into a system de- 
signed for voice. Of course, most wLL 
systems require their own dedicated ra- 
dio frequencies, but regulators have been 
fairly generous with these—selling 
enough licences to competing WLL oper- 
ators at a fraction of the prices paid by 
mobile-phone operators. Some can even 
use the same free, unlicensed frequencies 
in the 2.4 and 5 gigahertz bands as wi-Fi, 
opening up the market to anyone. 

At least, that is what WLL proponents 
say. In the real world, wireless has so far 
lagged behind both cable and psr. The 
problem is that, until now, most WLL sys- 
tems were fixed and required a clear line 
of sight from the customer's building to 
the service provider's base-station. Like 
satellite dishes, they had to be aligned by 
expert technicians, and could be knocked 
off target by snowstorms or wind. Unlike 
satellite dishes, their reception was easily 
disrupted by events on the ground. Peo- 
ple who had a system installed in winter 
often found that it stopped working in 
spring, as trees sprouted leaves that 
blocked the terminal's view of the base- 
station. 

The latest WLL technology could 
change this. Unlike its predecessors, it 
does not require a line of sight, or out- 
door installation. San Francisco-based 
Soma Networks, for example, has de- 
veloped a terminal that can be placed al- 
most anywhere in a customer's building. 
Like a mobile phone, it can even be car- 
ried around and used from other points 
within radio range of a service provider's 
base-station. The terminalis little bigger 
than a video cassette but has to be 
plugged into an electric outlet. This is not 
particularly convenient, but portability is 
notits main selling-point. 

Rather than the ability to move 
around, service providers are attracted to 
the new WLL's "self-provisioning" fea- 
ture. Users can simply buy Soma's termi- 
nalin a store and plug itinto their PC and 
telephone as soon as they get home, 
without needing to call out a technician. 
This is cheaper for the provider, and more 
convenient for the customer. The first 
time the terminal is switched on, it directs 
web surfers to a portal where they enter 
their billing information and choose 
which voice or data package they want. 

The device is capable of transmitting 
or receiving at up to 12 megabits per sec- 
ond—aboutten times faster than most 
DSL connections and more than 200 
times faster than a dial-up system. This 
way, customers can upgrade to a faster 
service at the click of a mouse. As more 
customers sign up, service providers sim- 
ply add more base-stations because all 
can use the same frequency without 
causing interference. Previous WLL sys- 
tems required adjacent cells to use differ- »» 


v 


entfrequencies, making it hard to 
increase network capacity with demand. 

Exactly what service packages will be 
on offer is up to the network operator, but 
most WLL manufacturers envisage pric- 
ing based on service guarantees and peak 
speed, not volume of data or time spent 
online. The network is able to prioritise 
traffic, ensuring that guarantees are hon- 
oured during busy periods. Even more 
importantly, it means that lucrative voice 
traffic-the service from which telephone 
companies still make most of their 
money can be given priority over data. 
Rather like text messaging on a mobile 
phone, data travel over spare network ca- 
pacity notused by telephone calls. 

The similarity to mobile phonesis not 
coincidental. Soma based its hardware 
around UMTS (Universal Mobile Tele- 
communications System), the 3G technol- 
ogy that is slowly becoming available in 
Europe and Japan. Entering a market 
dominated by the likes of Nokia and 
Ericsson may seem ambitious, particu- 
larly when that market's size and even ex- 
istence are doubted by many analysts. 
But Somais not really trying to beat the 
mobile-phone firms at their own game. 
The company has left out the parts of 
UMTS that deal with “hand-off”, the com- 
plex process that lets users move be- 
tween cells without dropping calls, and it 
does not have to worry about miniatur- 
isation or battery life. 

Other companies have had the same 
idea, although most have focused on dif- 
ferent applications. Another Silicon Val- 
ley start-up, 1p Wireless, has also 
cherry-picked the uMrs standard, while 
Texas-based Navini Networks has its 
own closely related technology. Both of 
these are aiming for true mobility, retain- 
ing the hand-off circuitry and trying to 
make terminals as small as possible. 
(They are currently about the size of a 
videotape, but both firms claim that cards 
which can fit inside a laptop are coming 
soon.) In the process, however, they have 
sacrificed telephony and focused solely 
on data-only systems. 

Not every WLL company is adapting 
3G technology. Flarion Technologies, a 
start-up firm backed by Cisco Systems, 
among others, has an approach based on 
OFDM (orthogonal frequency division 
multiplexing), the technology used in the 
fastest types of wi-ri and some digital- 
television systems. OFDM can reach even 
higher data speeds than 3G, by splitting a 
high-speed signal into several lower- 
speed transmissions and sending each 
via a different path. Flarion's system 
should provide a similar user experience 
to Wi-Fi, but covering a whole city rather 
than only a few hotspots. Like 1p wireless 
and Navini, Flarion lacks genuine tele- 
phony support, gambling that internet 
services will be more important in the 
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Turnaround for wind power 


Sr power is enjoying some- 
thing of a renaissance. But for it 
to become a significant source of en- 
ergy, it must be able to generate elec- 
tricity ata cost thatis competitive 
with fossil-fuel sources. One way to 
do thisisto make cheaper windmills. 
Until now, large-scale wind turbines 
have faced into the wind. That makes 
them easier to design but heavy. Be- 
cause the wind blows the turbine 
blades towards the supporting struc- 
ture, they have to be made stiff 
enough to stop them bending and hit- 
ting the tower. 

If the whole contraption could be 
turned around, and the fan placed 
downwind from the support pole, 
this problem would disappear. The 
blades could then be less stiff, and 
would therefore be lighter and up to 
25% cheaper. So why, throughout his- 





Back to the wind 


long term. 

They could be right. It is already possi- 
bleto make phone calls through all three 
systems using VOIP (voice over internet 
protocol), a technique that carries calls 
across the internet or other networks 
based on the same architecture. VOIP re- 
quires special phones, and most people 
think it still sounds inferior to normal te- 
lephony, butit is improving all the time. 
Flarion hopes that its technology will 
eventually be embedded inside voi» cell 
phones, though for the moment it is con- 
centrating on cards for laptops. 


tory, have windmills always pointed 
upwind rather than downwind? The 
answeris that downwind turbines are 
tricky to design and subject to all sorts 
of aerodynamic interference caused 
by the supporting tower. 

Tricky as they are, these down- 
wind interference problems now 
seem to have been licked by a com- 
pany in Bellevue, called. 
appropriately the Wind Turbine Com: 
pany (wTc). smaller than the 
largest upwind turbines, the firm's pro 
totype of adownwind turbine can gen 
erate 500 kilowatts of electricity. 

The main problem that the wrc had 
to solve was how to damp the vibra- 
tions caused when a blade passes 
through the *wind shadow" of the 
tower. Clever design can minimise 
these. Butit is only with the tumbling 
price of supercomputing power in re- 
cent years that it has become practical 
to run the large “computational fluid 
dynamics” programs needed to find 
the optimum solutions. 

Larry Miles, president of the wTC, 
says his firm plans to upgrade the 
prototype to 750 kilowatts, using a 
lightweight blade specifically de- — 
signed to take advantage of the down- 
wind configuration. Once this is tested 
it will be shipped to a site on the Co- 
lumbia River, where a commercial de- 
monstration wind-farm is to be 
established. Calculations suggest that 
downwind power could be generated 
on the site for about 3.5 cents per kilo- 
watt-hour-ie, competitive with coal. 

to Sandy Butterfield of 
the National Wind Technology Centre 
near Boulder, Colorado, downwind 
turbines should begin to dominate in 
coming years—provided, that is, the 
wind-power industry can be per- 
suaded to change its conservative 
ways. The answer to that, as they say, 
is blowing in the wind. 


How longit will be before you can u 
this technology depends on where you 
live. America's three big long-distance 
carriers—AT&T, Sprint and WorldCom- 
all have WLL spectrum licences. To date 
only WorldCom has selected a system, 
but its roll-out has been delayed by its 
bankruptcy filing. Soma, rr wireless, Ni 
vini and Flarion have also shipped sys- 
tems to smaller service providers in 
America and to larger carriers in Japan 
and South Korea. All agree that broad- 
band is the main selling-point, and mo: 
bility just an added extra. a 








Flu shots for 
computers 


low to make computers fight worms 
ind viruses as humans do—by 
elying on theirimmune systems 


-) N Asmall enough scale, biology re- 
~Z sembles computing: bases and 

enes are like bits and bytes, manipu- 
ated according to logical rules. Con- 
ersely, on alarge enough scale, 
omputing resembles biology: the in- 
ernet is like a vast ecosystem where all 
inds of digital organisms thrive. Know- 
2>dge from one field can thus be useful in 
1e other. The application of computing 

a biology, particularly since the map- 
ing of the human genome, is well 
nown. But there is traffic in the other di- 
action, too, as biological ideas are ap- 
lied to computing. For example, Sana 
ecurity of San Mateo, California, has de- 
ised a way to use immunological princi- 
les to spot computer-security breaches. 

Sana's software, called Primary Re- 
»onse, has its origins in a research pro- 
ctatthe University of New Mexico in 
dbuquerque. The idea was to mimic the 
bility of natural immune systems to dis- 
nguish "self" from *non-self", says Ste- 
en Hofmeyr, one of the researchers, 

«ho went on to found Sana. 

Once installed, Primary Response 
.onitors the behaviour of specific pro- 
iams running on a computer, such as re- 
ote-login, web, mail and database 
'rvers. Most attacks exploit flaws in 

ese programs to gain unauthorised ac- 
iss to a computer. Over the course of a 
ay or so, it builds up a profile of “nor- 
ial" activity by looking at the patterns of 
stem calls—requests to access system 
sources—made by such programs, just 

animmune system builds up a profile 

"self". 

Any subsequent deviation from this 
ofile is then regarded as an attack. Most 
tacks disrupt the normal pattern of sys- 
m calls, typically by causing a delib- 
ate error such as a buffer overflow. The 
«OL Slammer” worm that disrupted the 
ternetin January 2003 exploited a 
affer-overflow flaw in Microsoft's sor 
aver 2000 database software. 

When an attack is detected, Primary 
isponse can block all file access associ- 
ed with the program under attack (to 
event files being stolen, modified or de- 
ied) and stop new programs from being 
anched. It also gathers forensic data, 
ich as file-access details, snippets from 
g files and alist of open network con- 
ictions, making it easier to work out 


what happened. 

This approach has a number of advan- 
tages. Intrusion-detection systems, which 
are widely used to monitor network traf- 
fic for unusual behaviour, have a reputa- 
tion for crying wolf. Typically, they 
generate thousands of alerts every 
month-so that distinguishing a genuine 
attack from a false alarm is difficult. Prim- 
ary Response tends to generate only a 
handful of false alarms a month, say cus- 
tomers who have tested it. 

Another advantage is that Primary Re- 
sponse is not "knowledge-based". In 
other words, it does not rely on assump- 
tions about the nature of an attack, which 
have to be made in advance and may be 
wrong. Instead, like a naturalimmune 
system, it works by distinguishing nor- 
mal “self” from abnormal “non-self” be- 
haviour. Anti-virus software, in contrast, 
commonly uses “signatures” to recognise 
particular viruses. Primary Response’s 
approach is more flexible and can pro- 
vide broad coverage against a wide range 
of attacks, including unknown ones. 

Not all anomalies are malicious. Some 
are caused by misconfigured or faulty 
hardware or software. Primary Response 
is thus able to provide “a general notion 
of system health” as well as spotting 
break-ins, says Dr Hofmeyr. Hence the 
company’s name. Sana was initially 
known as Company 51; its new name, ap- 
propriately enough, is the Esperanto 
word for “healthy”. = 





Will parallel 
chips pay off? 


With more transistors on a chip than 
they know what to do with, some 
semiconductor firms are adopting 
the parallel-processing approach of 
supercomputers 


EMICONDUCTOR firms make inte- 

grated circuits with critical dimen- 
sions that are shrinking in leaps and 
bounds. With chip sizes down to 130 na- 
nometres (inm is a billionth of a metre) 
and heading fast towards 90nm, a square 
centimetre of silicon can now have up to 
100m transistors etched on to its surface. 
For the first time this is creating an oppor- 
tunity for proponents of parallel process- 
ing on a single chip—ie, a processor that 
breaks tasks down into lots of little jobs 
that are then tackled simultaneously. 
Some even believe that the semiconduc- 
torfirm that cracks the parallel-process- 
ing problem could be the next Intel. 

itis not certain that parallel processing 


at the chip level will succeed. All the lead- 
ing processor designs are essentially uni- 
processor inlayout, with limited internal 
parallelism. But even when the core of a 
processor is accompanied by a large 
cache of memory, it still occupies only a 
small portion of a contemporary digital 
chip. So there is room on board most pro- 
cessors for multiple cores that are capable 
of doing atleast a modicum of parallel 
processing. 

Over the past five years, dozens of 
chip developers, usually working with- 
out their own fabrication plants, have in- 
troduced designs that incorporate 
hundreds of microprocessors networked 
together on single chips. PicoChip De- 
signs, a "fabless" start-up based in Bath, 
England, has adopted the parallel ap- 
proach to digital signal processing for 
third-generation mobile-phone net- 
works. The company says that its PC101 
chip is being evaluated by atleast one 
leading supplier of base-stations for mo- 
bile-phone systems. PicoChip's design in- 
cludes some 430 processors, inter- 
connected on a single chip. 

Meanwhile, a Munich-based com- 
pany called pact has integrated 128 pro- 
cessors on a giant chip of its own. The 
difference is that coresin the PACT chip 
process data in 32-bit chunks; the Pico- 
Chip design does it 16 bits at a time. A sec- 
ond British start-up, Siroyan of Reading, 
has been working on a "clustered" digital 
signal processor (DsP) approach called 
Onepsp. Other parallel-processing start- 
ups in Britain include Elixent and Clear- 
Speed, both based in Bristol. 

In North America, Improv Systems of 
Beverly, Massachusetts, is also designing 
a “scalable” psp type of chip. Internet 
Machines of Agoura Hills, California, and 
Hyperchip of Montreal are both in the 
massively parallel camp. These are just a 
handful of parallel-processing chipmak- 
ers that have actually produced silicon. 
Many more hopefuls are now entering 
the business. 

Why the rush to parallelism? One an- 
swer is that semiconductor firms do not 
actually know what to do with the vast 
numbers of transistors they can now put 
ona single chip. The industry's ability to 
design and verify something with the 
complexity of 100m interconnected tran- 
sistors has not kept pace with its ability to 
manufacture it. 

Most contemporary chips are com- 
posed of multiple blocks of lesser com- 
plexity, proved in a previous generation, 
but bolted together like Lego pieces dur- 
ing the design stage to make a new layout. 
An alternative approach is to design 
something less complex in the first place, 
andthen to replicate it across the surface 
of the chip—to create a parallel-process- 
ing architecture. 

Easier done than said. While not diff- >» 


> cult to produce, a parallel-processing de- 
vice is notoriously difficult to get running 
properly. As the number of processors in- 
creases, the time spent on actual process- 
ing diminishes and the time spent 
communicating—or waiting for other pro- 
cessors to communicate—increases. The 
point at which the benefits from adding 
more processors vanish depends on how 
the individual processors are intercon- 
nected and on the type of problem they 
are seeking to solve. 

This explains why parallel processors 
are often used for specific applications. 
Limiting the scope of the problems they 
try to solve simplifies the developers’ 
work in tuning their parallel architectures 
for optimum performance. One of the 
most common applications is in net- 
working, especially wireless LANs (local 
area networks) and third-generation mo- 
bile phones. So far, however, none of the 
parallel-processing chip firms has come 
up with acommercial winner. That in- 
vites further questions about whether In- 
tel, AMD and Texas Instruments can 
afford to ignore the rush to parallelism. 

Actually, they are not. In January 
2003, without the usual hoopla, Intel qui- 
etly revealed a few details of the parallel- 
processing architecture that it has under 
development. The Intel architecture is 
based on an array of several different 
types of processors that vary in complex- 
ity. The processors are connected through 
a mesh of nearest-neighbour connec- 
tions that favours the so-called “data- 
flow” form of architecture, used widely 
by enterprising supercomputer builders 
in the 1980s. 

The purpose of the new Intel design is 
to provide the guts of a reconfigurable ra- 
dio terminal. The term “software-defined 
radio” is used to define a kind of mobile 
terminal that can sniff the radio ether and 
adapt itself to whatever networks it finds 
out there—in effect, reconfiguring itself 
on-the-fly to whatever radio protocol is 
being used. 

History shows that the key to success, 
however, will not be the types of proces- 
sor selected for a parallel architecture, nor 
the way they are connected. More impor- 
tant will be the combination of physical 
architecture and software. That was the 
case with Microsoft's MS-DOs operating 
system and Intel's 8086 processor ar- 
chitecture, which drove each other's sales 
upwards during the 1980s, and by the 
1990s had created the dominant “Wintel” 
force in information technology. 

The key to success in parallel process- 
ing on a chip will be the ability to map 
computational algorithms efficiently on 
to an array of resources, and hide the 
complexity from both programmer and 
user. The company that can do that has a 
shot at being the next Intel. And that just 
might be Intelitself. m 
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A bug's life 
for robots 


Creepie-crawlie robots are learning 
to venture where wheeled machines 
stumble and humans fear to tread 


TIS invention of the wheel was revo- 
lutionary, greatly enhancing man- 
kind's mobility. But wheeled vehicles 
have their limitations. Certain land- 
scapes and activities—eg, climbing a tree, 
or walking on rocks-do not lend them- 
selves to being explored by means of a 
rolling machine. Here, animals such as 
geckos, snakes, cockroaches and crabs 
have a distinct advantage. For example, 
roaches can move 50 times their length in 
asecond. On a human scale, that trans- 
lates into 300kph (200mph). Thanks to 
advances in engineering and prototyp- 
ing, a new generation of biologically in- 
spired robots is beginning to crawl all 
over the place. Cockroaches are the inspi- 
ration for some of the most ambitious. 

At the forefront of this interdisciplin- 
ary field is Robert Full, professor of inte- 
grative biology at the University of 
California, Berkeley. Dr Full cheerfully 
admits that some of his real-life critters 
can be disgusting, but they offer valuable 
insights into how to conquer challenging 
terrain. In his Poly-PEDAL Laboratory at 
Berkeley, Dr Full conducts locomotion 
studies by putting living specimens on 
treadmills and recording their move- 
ments with high-speed cameras. His re- 
search has led to designs for a number of 
robots, including a wall-climbing crea- 
ture called Mecho-Gecko and a six-legged 
robot called RHex that scurries on land 
like a cockroach and will soon swim un- 
der water like a crab. One day, Dr Full and 
his cohorts believe that such machines 
will go where humans fear to tread—on 
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Roachmobile on the march 
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toxic-waste sites, into the battlefield and 
even on planets. No surprise that the De- 
fence Advanced Research Projects 
Agency, NASA and the Office of Naval Re 
search sponsor much of the research. 

According to Martin Buehler of the 
Centre for Intelligent Machines at McGill 
University in Montreal, the usefulness ol 
wheeled robots has reached its peak. Re- 
search into many-legged robots, how- 
ever, is still in its infancy, and the 
potential pay-off from them could be 
huge. The main focusis on creatures wit] 
four or more legs. There is a big advantag 
here: multiple limbs make a robot more 
stable and reliable. Also, the leg design 
can be alot simpler, explains Dr Buehler 
who has been working on machines suc 
as RHex for years. Two-legged robots, by 
comparison, are more difficult to design- 
not surprising when you consider that 
early tetrapods preceded the first bipeds 
by some 80m years. 

Likewise, it has taken engineers years 
to start duplicating the principles of ani- 
mallocomotion, as well as emulating th 
complexity of some of the materials 
found in nature. These days, parts are fir: 
modelled on a computer, then producec 
by a rapid prototyping process. This al- 
lows electronic parts needed for actua- 
tion to be encased in polymer shells, anı 
whole limbs to be built out of materials 
with stiffnesses ranging from soft to han 
similar to muscle and bone. 

With insights from Dr Full's cock- 
roaches, a Stanford team has gone from. 
creature called “Sprawl”, which could 
barely walk, to a more mobile “Mini- 
sprawl”, advancing to a quite agile 
“Sprawlita”, and now to batches of 
"Sprawlettes"—all within four years. As 
the names suggest, the robots feature 
slightly angled, springy legs. Although 
the current version is none too smart, its 
simple, flexible design successfully 
mimics a cockroach’s mobility. Half the 
size of a shoebox, it can scamper at arat 
of five timesits own body-length per se: 
ond. The focus is now on enhancing loc 


ary bd 
i - 
N au T 


La 
Rated i 3 f. ` 
- + rS +. ^ Dr 
T n i s Uu 5 E > 
Wi o = > ç im " Y ` 
^ 3 à a“ 7 n 
Quer! Pocos 


— — = S++ = = == +. p ü 
L a LI 
1 *. . d í r 
E 


notion by adding more sensors, such as 
intennae, to help the robots to manoeu- 
rre around obstacles or to follow walls. 

So far, only wheeled robots have been 
ised in disaster areas, such as the World 
rade Centre in New York. That could 
hange within a few years. Researchers at 
arnegie Mellon's Robotics Institute are 
vorking on an artificial serpent, origi- 
ally conceived at NASA's Jet Propulsion 
aboratory (JPL) in Pasadena, California. 
Vith five joints, each with two degrees of 
‘eedom, the snake-like prototype would 
e able to thread through fragile, col- 
ipsed structures—as if it were perform- 
1g minimally invasive orthoscopic 
argery. Meanwhile, JPL has moved on to 
evelop tiny worm robots, hopping robo- 
ogs and spider-bots—with the aim of us- 
ig them on other planets in place of 
'heeled robots that could get stuck. 

The spider-bot, one of JPL’s most re- 
nt creations, features only six legs, al- 
10ugh in other respects it bears a striking 
'semblance to the natural eight-legged 
rachnid—and even fits in the palm of a 
and. The idea is to make small, cheap 
nd low-powered robots that can com- 
iunicate wirelessly while manoeuvring 
irough rugged terrain. Hundreds of spi- 
er-bots could then be dumped in one 
lace and left to co-ordinate the explora- 
on of a given area. If individual spider- 
dts got lost or stuck, the rest could still 
mplete the survey between them. One 
rider-bot has already conquered Mars- 
ud, JPL’s simulated Martian landscape. 
Lisnow working on the next genera- 
n, experimenting with different types 
id numbers of legs. Now, that is some- 

ing nature does not doin a hurry. m 


Vaste not, 
yant not 


is economics, not technology, that 
holding back the recycling of 
ectronic waste. The European 
tion has a plan to change that 


"HALK one up forthe law of unin- 

4 tended consequences. The European 
1i0n’s recently approved directive on 
laste Electrical and Electronic Equip- 
nt” (WEEE) may just provide a sol- 

on to the recyclers' perpetual 

emma: how to bring in enough vol- 

1e to make recycling a going concern. 
ider WEEE, which member states must 
plement by 2004, producers must pay 
> cost of taking back old equipment 

d recycling a hefty percentage of its 
‘ight. A companion directive to WEEE 


Europe's e-scrap piles up 


restricts the use of hazardous substances, 
including lead and cadmium. 

WEEE takes aim at Europe's growing 
mountain of e-scrap. The pile of old cook- 
ers, washing-machines, fridges, comput- 
ers and televisions isnow accumulating 
at 6m tonnes a year, a rate that is expected 
to double by 2010. Countries such as Bel- 
gium, Norway, Sweden, the Netherlands, 
Austria and Switzerland have fairly well- 
developed recycling programmes. And 
individual producers, such as Nokia and 
Fujitsu Siemens Computers, have take- 
back policies. But until now, collection 
targets have not been mandatory. Most e- 
scrap still ends up as landfill, wasting re- 
sources and posing risks to health and the 
environment. 

Washing-machines and fridges con- 
tribute 40% by weight of WEEE and find a 
ready market as iron and steel scrap. 
Computers, on the other hand, make up 
only afew per cent of the waste, but are 
far more complicated to recycle. Monitors 
require careful processing owing to their 
high lead content. Iron, copper and alu- 
minium parts are separated and sent to 
appropriate smelters. Circuit-boards are 
shredded and sampled to analyse the 
materials they contain before they, too, 
go to the smelters. 

The problem with smelters, says Geof- 
frey Kelsall of Imperial College, London, 
is that they are often far away. Transport 
is costly, valuation tricky and payment 
slow. Dr Kelsall has patented a method 
he calls “engineered corrosion” which, 
coupled with electro-winning (ie, remov- 
ing metals from solution), can recover 
gold, silver, palladium, copper and other 
metals from shredded circuit-boards. 

Smelting has a further disadvantage in 
that shredding the boards to recover the 
metals destroys their components. Derek 
Fray, a metallurgist at Cambridge Univer- 
sity, has patented a process that selec- 
tively leaches the lead-based solder used 





to anchor components, freeing both for 
reuse, while leaving the copper content 
for recovery later. The process can also 
be used during manufacture to loosen 
faulty components from a circuit- 
board and so save throwing the whole 
thing out. 

Take all the metal and glass parts 
away, and what is usually left is plastics. 
Although engineered plastics are surpris- 
ingly valuable, most of them still end up 
in landfills, says Michael Biddle, chief ex- 
ecutive of MBA Polymers in Richmond, 
California. That is because they are so 
hard to separate. Buyers want pure ma- 
terials, but plastics may be hard to iden- 
tify and often contain pigments, 
additives, screws and labels. Although 
flakes can be separated using centrifugal 
force and electrostatic charge, and tech- 
niques such as x-ray fluorescence can 
help to detect additives, it is often 
cheaper simply to bury scrap plastics. 

Poor sorting of plastics is not the only 
problem, says Anne Mayes, a polymer 
scientist at the Massachusetts Institute of 
Technology. The temperatures needed to 
process plastics degrade their mechanical 
and optical properties. As a result, they 
can be recycled only once and always to a 
lower grade—as, say, carpet fibre. Dr 
Mayes and her group have come up with 
a new class of plastics called “baroplas- 
tics” that can be melted and formed into 
products not by heating, but by placing 
the materials under pressure. Though the 
work is only at an early stage, the materi- 
als can probably be recycled many times 
into new shapes at room temperature, 
without losing their properties. 

At present, the cost of recycling is 
greater than the value of the products ex- 
tracted. WEEE could generate enough de- 
mand to make recycling profitable. 
However, somebody will have to pay for 
all that e-cycling-and do not expect man- 
ufacturers to pick up the billalone. m 
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[he quest for the protein chip 


iotechnology: Despite their 
implexity, can protein 

ochips do for proteomics what 
NA microarrays did for 
netics? 


PICTURE may be worth a thousand 
Å words. Buta gene is worth thousands 
proteins that paint a rich picture of hu- 
in biology. For biologists entering the 
rgeoning field of proteomics, that is 
ving a blessing and a curse. 

Studying proteins has long been a 
w, arduous process. In the first place, 
ire than 3m proteins make up the hu- 
in proteome, compared with about 
000 genes in the genome. And unlike 
inds of DNA, proteins are three-dimen- 
nal units whose orientation and fold- 
play an important role in their 
iction. Equally vexing for researchers, 
teins tend to be fragile and prone to de- 
uring while being studied. 
The lumbering pace of most protein 
ilysis makes matters worse. Scientists 
'e long used a combination of two-di- 
nsional gel electrophoresis to study 
tein expression; mass spectrometry to 
ntify unknown proteins; and enzyme- 
ced immunosorbent assays (ELISA) to 
tch protein activity and interaction. 
> results can take weeks. Even then, 
y may not be as thorough asis needed. 


A number of recent start-up firms be- 
lieve they have answersto such problems, 
in the form of protein chips. Such devices, 
no bigger than a postage stamp, borrow 
from the concepts of DNA micro-arrays 
(or "gene chips")-the gene-sequencing 
factories that did for genetics what micro- 
processors did for personal computing. 
The main promise of protein chips is 
speed and efficiency. In theory, they can 
identify, characterise and screen thou- 
sands of proteins in less than an hour, us- 
inglittle more than a single drop of blood. 
As such, they promise to advance prote- 
omics to a wholly new level. 

Industry experts see brighter pros- 
pects for protein chips than even gene 
chips have experienced. Companies such 
as Ciphergen in Fremont, California, Zyo- 
myx in Hayward, California, Biosite Di- 
agnostics in San Diego, California, and 
Biacore in Uppsala, Sweden, see enticing 
opportunities as researchers pay ever 
more attention to proteomics. In 2001, 
BioInsights, a market-research firm in 
Redwood City, California, predicted that 
sales of protein chips for such applica- 
tions as drug discovery and the testing of 
interactions between proteins would 
soar tenfold, to reach $700m by 2006. 

With so much going for them, firms on 
the cutting edge of protein-chip design 
have attracted more than $150m in ven- 
ture funding over the past couple of years. 
No fewerthan 25 companies have thrown 
their hats into the ring, with business 


plans for using protein chips for every- 
thing from drug discovery and target vali- 
dation to therapeutic applications and 
diagnostics. 

Today, however, the fledgling protein- 
chip industry is far less sanguine. Only a 
handful of companies has managed to 
show any real growth in revenue. For its 
part, BioInsights has now revised its bull- 
ish forecast down as protein-chip makers 
grapple with the problem of how to com- 
mercialise such a complicated technol- 
ogy, while trying at the same time to 
convince customers that there is more to 
biotech than genes. 


Pentium for proteins 

Part of the problem is the comparison be- 
tween protein chips and gene chips. To 
the untrained eye, they look identical— 
comprising tiny, flat surfaces of glass or 
semiconductor material with agents em- 
bedded within them for capturing mole- 
cules of RNA, DNA or proteins. 

There the similarities end. Designing a 
protein chip entails the use of proteo- 
chemistry, materials science, surface 
chemistry and countless other disciplines 
which make the whole process far more 
complex than producing a gene chip. In 
short, a protein chip isto a gene chip what 
a supercomputer is to a calculator, say 
protein-chip companies. And though 
they share an underlying logic, they have 
quite different roles and levels of com- 


plexity. As such, protein chips will not » 
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Array designers are now turning out chips that are 
capable of profiling thousands of proteins at a time 


necessarily replace but rather comple- 
ment DNA microarrays, says Lawrence 
Cohen, the boss of Zyomyx. 

Protein chips fallinto two main catego- 
ries—capture chips and interaction chips— 
which produce quite different results. As 
their name implies, capture chips catch 
and count all the proteins in a sample. By 
contrast, interaction chips look at the in- 
terplay between the proteins under scru- 
tiny and other proteins, lipids and small 
molecules in a sample. A few start-up 
firms, including GeneScan, Packard Bio- 
science and NextGen Sciences, have been 
developing hybrid approaches that let 
their devices do both things in a single 
unit. 

However, most protein-chip makers 
have focused on capture chips, which 
have the most in common with gene 
chips. Chips made by firms such as Arche- 
mix and Zyomyx are embedded with 
agents such as antibodies, antibody- 
mimics and aptamers (single strands of 
RNA Or DNA which, like antibodies, can 
bind to target molecules with extraordi- 
nary affinity and specificity) to trap pro- 
teins and detect their quantities. In 
general, researchers using capture chips 
need to have a rough idea of which pro- 
teins they are looking for before they start. 


Touchy by nature 

Making such chips is easier said than 
done. The problem starts with overcom- 
ing the tendency for the proteins to be- 
come denatured by surface tension 
caused by contact with the chip. Thou- 
sands of crucial proteins can be dena- 
tured in just one experiment. So firms 
such as Zyomyx have put a great deal of 
effort into understanding the surface 
chemistry taking place at the solid/liquid 
interface within the chip, where the dena- 
turing forces are at their strongest. Zyo- 
myx, in particular, has locked in several 
key patents for such work. 

The second, or "content", problem 
concerns the limited number of capture 
agents available for such chips. The best 
agents are antibodies which, by their na- 
ture, bond tightly with proteins, and are 
very choosy about which proteins they 
attach to. Unfortunately, the number of 
known antibodies available is measured 
only in the thousands. 


The real problem, says Michael Sny- 


der, a molecular biologist at Yale Univer- 
sity, is finding antibodies that are specific 
enough for the job. There is a wide variety 
of proteins, with the interesting ones that 
researchers want to study being outnum- 


bered by common proteins by orders of 
magnitude. That makes it more important 
than ever to find antibodies that adhere to 
the right proteins. “Too many people have 
been focusing on making the arrays,” says 
Dr Snyder. “We're focusing on the hard 
part: making the proteins." 

With so much effort going into chip de- 
sign, making arrays that can profile hun- 
dreds of proteins is no longer anything 
special. Indeed, array designers are now 
turning out chips that are capable of pro- 
filing thousands of proteins at a time. In 
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fact, Dr Snyder's own group at Yale has 
created the first microchip capable of an- 
alysing all 5,800 proteins in the yeast pro- 
teome. That was two years ago. The Yale 
group is now attempting to do the same 
for the human proteome-largely by fo- 
cusing on specific proteins produced by 
known genes. 

Despite such efforts, however, the con- 
tent problem is continuing to dog chip- 
makers. That, more than anything, has 
dampened the demand for protein chips 
markedly, says Steven Bodovitz of Bio- 
Insights. Because of this, firms such as 
PerkinElmer, Prolinx, Zeptosens and even 
Zyomyx have seen their plans for rolling 
out new protein chips delayed. 

To begin solving the problem, chip- 
makers have banded with phage-display 
companies such as Cambridge Antibody 
Technology in Cambridge, England, and 
Dyax in Cambridge, Massachusetts, as 
well as Biosite Diagnostics. Such firms 
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have libraries of thousands of antibodie: 
and can develop new antibodies the 
bind to proteins on a chip. Nevertheles: 
the process of antibody development re 
mains slow and laborious, and it is sti 
the main hurdle in the development o 
protein chips. 

All the more interesting, then, that th 
uncontested leader in the capture-chi 
business, Ciphergen Biosystems of Fre 
mont, California, has eschewed antiboe 
ies and circumvented the contes 
problem. Ciphergen's protein chips con 
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bine elements of mass spectrometry wt 
a capture chip. In effect, this allows 5 
searchers to take a crude sample and tr 
all the proteins in it. The mass spectrom 
try then helps to identify the protei 
themselves. This way, Ciphergen's chë 
can compare samples from diseased p 
tients with results from healthy patiens 
and thereby zero in on specific protei 
found in the disease. 

A case in point is Ciphergen's use of 
protein chips to discover why A1Ds da 
not progress in a small percentage of H3 
infected individuals. Finding the malew 
lent proteins this way takes a small fra 
tion of the timeit would take otherwise 


Interacting with life 

Another type of array, known as the '* 
teraction protein chip", uses a wholly € 
ferent set of parameters to measure hc 
proteins react with other proteins a 
molecules. Chips from the likes of B 


ore, Jerini in Berlin, Germany, and Prota- 
en in Dortmund, Germany, promise the 
10st functional data—perhaps the most 
oveted factor in proteomics. In general, 
ach chips use immobilised proteins, pep- 
des, lipids or small molecules to study 
ie interaction of proteins in a sample. 
he answers they produce give insights 
ito a protein's function, its interaction 
rith other molecules and, equally impor- 
int, how strongly it connects to the em- 
edded molecules. All that can lead to 
valuable information about therapeu- 


intervention or drug toxicity. 

In general, notes Mr Bodovitz, interac- 
n chipsare best suited for high through- 
t analysis. Yet they have received the 
ist attention from start-up firms and 
nture capitalists. That is probably due 
the significant expertise required in ar- 
5 as disparate as cloning, expressing 
d purifying proteins. 

The leader in the field is the Swedish 
ip firm, Biacore, which has been pro- 
cing affinity-based biosensors for more 
an a decade. The company’s core tech- 
logy is a technique called “surface plas- 
»n resonance" (sPR), in which light is 
fected from a gold-conducting film 
«ced between the sample and the glass 
the sensor chip. When moleculesin the 
mple bind to the chip's surface, the con- 
atration—and thus the refractive in- 
«-at the surface changes and an SPR 
iponse is detected. Plotting the re- 
»nse against time during the course of 








The pay-off will be huge. Protein microarrays should 
be 10 to 100 times more useful than gene chips 


an interaction provides a quantitative 
measure of the progress of the interaction. 
According to Mr Bodovitz, sPR is the gold 
standard for measuring the binding en- 
ergy, affinity and interactions of a sample. 

Other firms are adopting different ap- 
proaches to the problem. Jerini, for in- 
stance, uses peptides to produce 
specialised chips with up to 10,000 fea- 
tures. Meanwhile, Phylos of Lexington, 
Massachusetts, has developed “combina- 
torial” methods and a unique tagging sys- 
tem to churn out proteins for doing 
protein-protein analysis on other makers’ 
chips. 

But for all the promise shown by the 
various approaches, researchers in the 
field have little experience with such 
high-throughput devices. Analysing the 
data, designing follow-up experiments, 
and uncovering their biological signifi- 
cance are likely to be trial-and-error pro- 
cesses for some time. Hence scientists’ 
reluctance to embrace the protein-chip 
technology wholeheartedly. 

Yet the pay-off is clear. A chip that can 
detect basic tell-tale signs of disease—as 
well as the disease mechanisms—would 
be useful in everything from target discov- 
ery to diagnostic services. In drug discov- 
ery, protein-capture chips can be used to 
compare the expression levels of proteins 
from healthy and diseased tissue. Interac- 
tion chips can be used to study a protein 
that is known to be involved with a cer- 
tain disease and watch how it interacts 
with other proteins. Dr Cohen of Zyomyx 
suspects that the well-entrenched posi- 
tion that gene chips have established is 
preventing protein chips from getting a 
bigger foothold in the market. 

A more promising area could be target 
validation, with protein chips being used 
to weed out unpromising drugs early in 
the development cycle, before much 
money is wasted. Interaction biochips 
can be used to determine the pathways 
with which a potential drug interacts. 
And capture chips can determine if such 
changes in expression are unique to the 
particular disease, or whether other pro- 
teins are being affected as well. 

Ciphergen, for example, is marketing 
its chips for research into cancer and other 
diseases, where they can be used to de- 
velop early indicators for such conditions. 
The company also sells its chips to 
pharmaceutical firms for use in clinical 
proteomics. Other manufacturers, such as 
Biosite, are focusing on clinical diagnos- 
tics, where protein chips can help doctors 
monitor the effects of a particular treat- 


ment. Biosite’s engineers expect protein 
chips to be used in everything from de- 
tecting the presence of illicit drugs in the 
body to whether a patient has had a mi- 
nor, undetected heart attack. 

In the more distant future, protein 
chips can be expected to play a key role in 
"personal medicine", allowing drugs 
with low general efficacy to be used by 
people whose protein expression sug- 
gests they are more suited for such medi- 
cation. That could help to launch a whole 
new market for drugs that may have been 
deemed ineffective, or even rejected, by 
the regulatory authorities. 


Uphill all the way 

In the meantime, protein-chip makers 
face an uphill battle. Part of the problem is 
the sheer complexity of the technology. 
Then there is the difficulty that research- 
ers have in understanding the difference 
between gene chips and protein chips. 
Even those who appreciate the protein 
chip's advantages—with its ability to pro- 
vide a more thorough look at the product 
of genetic expression—generally balk at 
the protein chip's $750-1,000 price. 

Another hurdle that protein-chip mak- 
ers have to overcome is that, as designers 
cram ever more antibodies and capture 
agents on their arrays, the devices are in 
danger of becoming a bit like supercom- 
puters used for word-processing. Most re- 
searchers will stick with established DNA 
methods and continue to rely on low- 
throughput techniques to study proteins, 
says Monika Green of Cambridge Con- 
sultants in Britain. "There's a lot of expec- 
tation based on optimistic thinking and 
extrapolation from DNA chips," says Ms 
Green. "I think most customers will go for 
the simpler chips. The requirements will 
be reproducibility, reliability and control 
rather than density." 

Yet things could change—and change 
quickly. Over the past year, for instance, 
several chipmakers have had to delay the 
release of their latest protein arrays. As 
more products come to market in 2003, 
the marketing blitz could help to build 
momentum for protein chips. And by 
then, the designers and the users may 
have learned how to manage the chips’ in- 
herent complexity better. Once they do, 
the pay-off will be huge. Protein micro- 
arrays should be10to100 times more use- 
ful than gene chips, reckons Dr Snyder at 
Yale. "But this stuff is not trivial," he adds. 
"It's the difference between figuring out 
how to get to the grocery store and how to 
get from New York to California." m 





Sowing information to reap a better harvest. 
For Tata, it's just the beginning. 


Witness the next green revolution. An innovative project pioneered by Tata in Babrala, 
Uttar Pradesh, is using satellite imaging systems, digitised land mapping, soil analysis techniques 
sophisticated database and specialised software To help small farmers increase their yield to 

unprecedented levels. Adding the power of information to a farmer's intuition. Creating à 


new generation of prosperous farmers. That's leveraging technology for a better life 


As practised by 230,000 people at Tata everyday. 
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Software that changes the way software is written. 
For Tata, it's just the beginning. 


Mastercraft." 


way that automation 
revolutionised factory production. It's a unique set of software tools that automates the produc 


software applications Resulting in quicker delivery of projects, with a greater degree of a 
innumerable man-hours. W 





by Tata, has revolutionised software writ ng in much the same 


tion of large 


uracy. Thus saving 
While achieving worid-class productivity levels and quality standards Helping take 
ndia to the forefront of the software industry. That's leveraging technology for a better life 
As practised by 230 
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An information superhighway to 
carry 88 times more traffic. 
For Tata, it's just the beginning. 


Tata brings the latest DWDM technology with Gigabit IP Switching to the country. 
Making India the second country in Asia to exploit this technology in a Metro Area Network. 
Changing the way broadband works. Creating a high-speed, low cost backbone for information 
service providers. By squeezing multiple light signals of different wavelengths into a fibre optic 
cable. Boosting it's capacity 88 times! Bringing you a world of information, high definition 
graphics and sound at the click of a button. That's leveraging technology for a better life. 
As practised by 230,000 people at Tata everyday. 
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more, visit us at www.tatadwdm.com 








40 hours is all it takes to teach an adult to read. 
For Tata, it's just the beginning. 


The Computer-based Functional Literacy programme launched by Tata in Andhra Pradesh 
and Tamil Nadu is a path-breaking approach that helps adults learn to read. A unique computer 
aided methodology using audio-visuals, it empowers people to read their local newspaper cover to Cov 
in just 40 hours of learning time! Enriching their lives with the power of information. 


Making people better informed and more aware. That's leveraging technology for a better life. 


As practiced by 230,000 people at Tata everyday. 
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The internet: It was naive to 
imagine that the global reach of 
the internet would make 
geography irrelevant. Wireline 
and wireless technologies have 
bound the virtual and physical 
worlds closer than ever 


n THE early days of the internet boom, 
there was much talk of the *death of dis- 
tance". The emergence of a global digital 
network, it seemed, would put an end to 
mundane physical or geographical con- 
straints. There was some truth in this. 
E-mail made it cheap and easy to stay in 
constanttouch with people, whether they 
lived around the corner or on the other 
side of the globe. Companies could com- 
municate with customers and employees 
no matter where they were. And like- 
minded individuals who shared a com- 
mon interest could get together online 
from all round the world. 


The revenge of 
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Actually, geography is far from dead. 
Although itis often helpful to think of the 
internet as a parallel digital universe, or 
an omnipresent “cloud”, its users live in 
the real world where limitations of geog- 
raphy still apply. And these limitations 
extend online. Finding information rele- 
vant to a particular place, or the location 
associated with a specific piece of in- 
formation, is not always easy. This has 
caused a surge of innovation, as new tech- 
nologies have developed to link places on 
the internet with places in the real world— 
stitching together the supposedly sepa- 
rate virtual and physical worlds. 

The first step in this process was to map 
the internet's physical infrastructure, and 
in particular the locations of the end- 
points on its edges, where users are con- 
nected. A number of companies, includ- 
ing Quova, Digital Envoy, NetGeo and 
InfoSplit, offer “geolocation services” that 
enable websites to determine the physi- 
cal locations of individual users. This is 
done using a database that links internet 
protocol (1p) addresses of users’ comput- 
ers to specific countries, cities or even 


postcodes. Groups of 1p addresses are a: 
signed to particular universities, compe 
nies or other organisations, which ofte 
have known locations; providers of ir 
ternet access allocate specific 1P addresse 
to customers in particular regions. Whe 
you visit a website that uses geolocatio: 
technology, your IP address is relayed t 
the geolocation provider's server. It look 
up where you are and passes the inform: 
tion back to the website, which can the 
modify its content accordingly. 

Once your location is known, existin 
demographic databases, which hav 
been honed over the years to reveal wh: 
kinds of people live where, can b 
brought into play. Targeted advertising i 
the most obvious application for geoloc: 
tion, butithas many other uses. 

It can help, for example, to determin 
the right language in which to present 
multilingual website. Or e-commerc 
vendors and auction houses can use get 
location to prevent the sale of goods thi 
are illegal in certain countries. Online ci 
sinos can stop users from countries whe! 
online gambling has been outlawed fror 
gaining access. Rights-management pol 
cies for music or video broadcasts, whic 
tend to be based on geographical market 
can also be enforced. The pharmaceutic; 
and financial-services industries, both « 
which are subject to strict national regul; 
tion, can be confident that, when offerir 
goods and services for sale online, the 
are staying within the law. So much fe 
the borderless internet and the death « 
distance. 

Geolocation finds the physical loc 
tion corresponding to an internet addres 
but it can also be used to do the reverse: 
find the internet-access point nearest to 
particular location. The necessity of d: 
ing this arises from the growing popula 
ity of 802.11b or wi-Fi technology, whic 
provides wireless internet access to sui 
ably equipped laptops within 100 metn 
or so of asmall base-station, or “hotspot 
Many of the thousands of hotspo 
around the world are deliberately mac 
available to anybody who happens to t 
passing. Others are run by operators wt 
charge a fee for access in hotels, airpor 
and other places. One operator, T-Mobil 
is installing wi-ri base-stations in tho 
sands of Starbucks coffee shops in sever 
countries. 

But how can you determine if wi- 
coverage is available in a particul 
area—or, if not, the location of the neare 
hotspot? A number of websites, such 
wifinder.com and 80211hotspots.co! 





lave sprung up that act as global directo- 
les of wi-Fi base-stations. Type in a post- 
‘ode or street address, and you can see 
where they are. In some cities, wi-Fi en- 
husiasts have produced maps showing 
10tspot locations. 

This has been taken to its logical ex- 
reme by researchers at the University of 
ansas (at www. ittc.ku.edu/wlan). First, 
hey drive around a particular neighbour- 
ood with a laptop, looking for wi-Fi cov- 
rage and monitoring the signal's 
trength. Next, this information is com- 
ined with aerial photography of the 
teighbourhood, with colour-coding to 
how signal strength. The result is a map 
howing how strongly the internet ob- 
rudes into the real world. 

A low-tech approach that achieves the 
ame end is the concept of “war chalk- 
1g", a term coined by Matt Jones, a British 
esigner. He has proposed a set of sym- 
ols that can be scribbled on the pave- 
ent using chalk to signal the presence of 

nearby hotspot. Again, the idea is to 
now where the parallel worlds of reality 
nd the internet touch. While the notion 
f war-chalking has gained much atten- 
on in the media, however, hardly any- 
ody actually does it. 


our nearest web page 

lapping internet infrastructure is just a 
art. Things get more interesting when 
du begin to establish links between real 
aces and virtual information. Imagine 
iat you have a huge pile of documents. 
2yword searching is one way to find 
hat you are looking for. But for geo- 
aphical searches—say, finding all the 
iges relevant to a particular city—key- 
ords are too blunt an instrument. 

The ideal solution would be to embed 
“geotag” or "geocode" in pages contain- 
g geographical content, to make geo- 
aphical queries possible. A number of 
ethods have been put forward to add 
ich geotags to pages automatically, 
ised on analysis of their content. Last 
‘ar Google, the leading internet search 
igine, held a programming competition 
which participants were given a chunk 

the Google archive and index to play 
ith. The winner, Dan Egnor, wrote soft- 
are that added geotags to pages based 
| the analysis of postcode and address 
formation, so that search results could 
‘returned in order of geographical prox- 
lity to a particular point. 

Another approach is taken by Meta- 
uta, a company based in Vienna, Vir- 
tia, and financed by In-ọ-rel, the 


While the notion of war-chalking has gained much 
attention, hardly anybody actually does it 


venture-capital arm of the nearby Central 
Intelligence Agency. Its “geo-parser” soft- 
ware examines documents and looks for 
geographical references, including coun- 
try, city and state names, postcodes, in- 
ternet addresses, and the names of 
famous landmarks. These are looked up 
in a gazetteer, a place-name dictionary 
with over 10m entries, which knows, for 
example, that the Statue of Liberty is in 
New York. The results are then combined 
using natural-language processing rules 
derived from a corpus of 5om documents. 
If the word "Paris" appears near the word 
"France", for example, then the document 
is more likely to be about the Paris in 
France than the Paris in Texas. Using a 
combination of many such rules, the sys- 
tem determines the document's corre- 
sponding location, and applies a geotag to 
it. Around 80% of text documents contain 
geographical references, says MetaCarta's 
Randy Ridley. 

Geotagged documents can be used ina 
number of ways. One approach is simply 
toplota selection of documents on a map. 
MetaCarta's clients include intelligence 
agencies, and the potential for such a sys- 
tem in anti-terrorism is obvious. Docu- 
ments from a computer confiscated from 
a suspected terrorist can be analysed and 
plotted on a map, to see where they clus- 
ter. The same technology also has appli- 
cations in local law enforcement, 
insurance and the oil industry, all of 
which generate large amounts of place- 
specific information. And it can be ap- 
plied to web pages, once they have been 
geotagged. Type in a search term, and you 
can then see how the resulting pages are 
distributed geographically. 

A different approach to the generation 
of geotags is taken by Junyan Ding and 
Luis Gravano of Columbia University in 
New York. Their *Geosearch" search en- 
gine determines the geographical scope 
of a page by looking at the locations of 
pages that link to it, as well as its content. 
The New York Times, for example, is a 
newspaper that covers global issues, and 
is thus relevant to the whole world; this is 
reflected in the fact that websites all over 
the world link to the New York Times. 
Websitesrelevantto a particular state, city 
orregion, on the other hand, are less likely 
to have links from pages outside that lo- 
cality. The researchers specifically looked 
at links to target pages from American 
educational sites—those with internet ad- 
dresses ending ".edu"—since their loca- 
tion can usually be determined precisely. 

However, there is a limit to how far 


such retrospective geotagging techniques 
can go, notes Martin Dodge, an analyst of 
cybergeography at University College 
London, who is co-author of the *Atlas of 
Cyberspace". The problem, he points out, 
isthat whereas most countries have some 
form of postal code, there is no global 
standard. But the usefulness of a search 
engine able to classify results by geo- 
graphical proximity to a specific place is 
clear. You could use it to find a nearby 
plumber, or a hotel near a landmark you 
plan to visit. The best approach would be 
to have a global standard for geotags, and 
to get the authors of web pages to include 
them automatically. 

Several such standards have been pro- 
posed. The Openois consortium, for ex- 
ample, is made up of 230 companies, 
including the world's main hardware and 
software vendors, industrial giants, and 
specialists in geographical information 
systems (Gis), all of which are backing a 
common standard to "geo-enable" the 
web and wireless devices. The idea is to 
provide a lingua franca, so that geographi- 
cally tagged data of all kinds, from satel- 
lite photos to customer lists, can be easily 
combined and analysed. 

Another initiative is Geo Web, part of 
the Digital Earth research project at SRI, a 
non-profit research institute in Menlo 
Park, California. Its aim is to make it as 
easy as possible to find information on 
the web associated with a specific loca- 
tion, but in a way that can be scaled up in- 
definitely as more and more information 
is geotagged. It does this by sitting on top 
of the internet’s domain-name system, a 
hierarchical look-up arrangement that 
translates domain names (such as econo- 
mist.com) into internet addresses (such as 
170.224.17.153). Similarly, GeoWeb is a hi- 
erarchical look-up system that maps lati- 
tude and longitude co-ordinates on to 
relevant pages that can also be filtered by 
other criteria. Co-ordinates can be typed 
into a browser as a special kind of internet 
address, ending in "geo". However, SRI's 
proposal for a special .geo domain has yet 
to be approved. 


Web of neighbours 

In the meantime, a number of websites 
are providing geographically specific 
look-ups and searches. Geourlorg is a 
website that maps locations on to web ad- 
dresses, so that websites "near" a particu- 
lar place can easily be found. So far, it is 
mainly being used by web-loggers, or 
"bloggers" (people who maintain diary- 
style personal websites, or “blogs”) to an- » 
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A mobile device linking the real and virtual worlds 
could change your perception of your surroundings 


chor their blogs in the real world, and 
identify other bloggers nearby. Blogmap- 
per.com goes further, providing the tools 
to create “geoblogs” that are organised by 
geography, rather than by date. 

Upmystreet.com is a clever British 
website which, given a postcode, can tell 
you about local house prices, crime rates, 
schools, tradesmen, public transport and 
government services. Discussion boards 
were recently added to the site, with a 
search function that makes it possible to 
see discussions taking place near a given 
location. The site even calculates how “far 
away" each discussion is. The result might 
be termed “geochat”. 

Links between web pages and particu- 
lar locations are central to ^geocaching", a 
high-tech form of orienteering that in- 
volves using a global-positioning system 
(GPs) handset to find a hidden cache of 
items at a location specified on a web 
page. The custom is to take one item (a toy 
dinosaur, say) from the cache and replace 
it with another, and then return to the 
web page corresponding to the geocache 
and leave a message to announce that you 
have found it. Geocaching.com calls this 
“the sport where you are the search en- 
gine”; you access the internet, and then 
you find the corresponding physical loca- 
tion. The result is a powerful sense of the 
internet overlaying the real world; or, con- 
versely, a sense that the world is a three- 
dimensional aspect of the internet. 

An even more dramatic example of 
digital content that is relevant only in a 
specific location is geoencryption, an idea 
championed by Dorothy Denning of 
Georgetown University in a research pa- 
per published in 1996, subtitled “Ground- 
ing cyberspace for better security". Geo- 
encryption encodes a stream of data in 
such a way that it is only intelligible to 
somebody in a specific location; the out- 
put from a GPs device is used to unscram- 
ble the data. This idea could be used, for 
example, to distribute movies in such a 
way that they can only be unscrambled 
by people in particular places-in other 
words, your location is your password. 
GeoCodex, a start-up based in Arlington, 
Virginia, is now commercialising this 
idea. As well as safeguarding entertain- 
ment broadcasts, the technology has mili- 
tary applications, says Dr Denning. 

The greatest potential for linking the 
virtual and physical worlds, however, is 
on mobile devices that can access the cor- 
responding region of cyberspace from 
anywhere in real space. Using your loca- 
tion as a search term, you can then reach 


directly from one world to the other. The 
mobile-telecoms industry calls this “loca- 
tion-based services”. So far, the services 
available in most countries are not par- 
ticularly exciting. Provided everything 
works as planned, which is not always the 
case, you will be able to use a mobile 
phone to locate the nearest petrol station, 
cash dispenser or Italian restaurant. 

Much of the time, however, the useful- 
ness of such services is limited by the lack 
of an accurate positioning system. There 
are various ways to determine the posi- 
tion of a mobile handset. The crudest is 
simply to look at which cell of the cellular 
network it is in. That narrows down the 
location to within a few hundred metres, 
at least within cities, where cells are gen- 
erally quite small. Some improvement is 
possible by triangulation—determining 
the handset's distance from base-stations 
in multiple cells, by measuring the sig- 
nal's strength. Another approach is to ask 
the user to enter a postcode or phone 
number corresponding to his location, 
but that is clunky. 

On the face of it, the ideal solution 
would be a GPs receiver built into the 
handset. But GPs reception in cities with 
tall buildings can be patchy. Hence the hy- 
brid approach being taken by Qualcomm, 
an American wireless firm, with its 
*gpsOne" technology, which combines a 
GPS receiver with ranging information 
from local base-stations. The result is ac- 
curate enough to determine the latitude 
and longitude of a mobile handset, and 
even its altitude, to within a few metres. 


Where are your friends? 

This kind of accuracy changes the game 
completely. Handsets equipped with 
gpsOne, over 10m of which are now in 
use worldwide, in countries including 
South Korea, Japan and America, can be 
used to send street maps and detailed di- 
rections to pedestrians, taking into ac- 
count the possibility that they might be 
on a walkway or a footbridge above a 
road. According to Tom Wrappe of Snap- 
Track, Qualcomm's location-based ser- 
vices subsidiary, "friend finder" services 
are also popular in Japan. Registered users 
of such services can specify “geo-fencing” 
limits and be alerted when somebody 
they know comes into range. 

Handsets also allow users to "geo- 
mark" a location, and then send details to 
other people, who can then use their 
handsets' positioning capabilities to go to 
exactly the spot. This has social uses (such 
as marking a picnic place or a meeting 


place at a music festival), but it may als 
be used in business. A manager on, say, i 
construction site can send a message to in 
dicate where a consignment of buildin; 
materials ought to be delivered. Built-ir 
digital cameras are also becomin, 
increasingly common in Japanese and Ko 
rean handsets, and they can send geo 
marked photographs, too. There are als 
some rather more culturally specific func 
tions: one Japanese service enables user 
to locate haunted places; another send 
sarcastic messages if you stay too late ii 
the office on Friday evening. 

Unlike internet-based systems, how 
ever, wireless networks are tightly con 
trolled by their operators, so there is mucl 
less scope for bottom-up innovation by 
users. The internet is an open platform 
but it lacks ubiquitous wireless coverag 





and proper positioning technology. Onl 
when openness, ubiquity and Gps-grad 
positioning are available in the sam 
handset will it be possible to realise th 
true potential of location-based service 
This may happen fairly soon, as Java-ei 
abled handsets proliferate, and other i! 
ternet technologies cross over fro) 
computers to phones. In the meantime, 
few examples show the kind of thin; 
that might be possible. 

Many interesting possibilities a 
opened up by “user-generated locatio; 
specific content”—a fancy phrase for dig 
tal wireless graffiti. An early example « 
this, says John Cunningham of Sna 
Track, is a Japanese restaurant-review se 
vice that allows reviews contributed t 
previous customers to be called up ! 
somebody outside the restaurant who 
wondering whether to eat there. In effe: 





yrevious customers leave their comments 
loating in the air around the restaurant, 
where they can be read by anybody with 
heright handset. 

This concept has been generalised by a 
iumber of wireless-software firms into 
he idea of digital graffiti-messages that 
an be posted using a handset, and which 
orrespond to a particular location. Gen- 
rally, there are two kinds of graffiti sup- 
sorted by such systems: public (which 
an be read by anybody) and private 
which can be read only by associates of 
2e person who posted the message). Just 
ecause this kind of thing is technologi- 
ally possible, however, does not mean 
iat anybody is actually doing it yet. 
here are also versions of this idea that 
7ork within wi-ri hotspots, such as the 
reoNotes system devised by Per Persson 
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‘the Swedish Institute of Computer Sci- 
ice. But Wi-Fi is best suited to laptops: it 
es up too much power for use in hand- 
‘ld computers or mobile phones—and 
ptops are hardly ideal things to lug 
ound the streets. 

Ultimately, the logical conclusion of 
ireless graffiti systems would be the 
tility to attach information to any object 

place on earth with an accuracy of a 
etre or less. This has been dubbed the 
VorldBoard" by Jim Spohrer, a re- 
archer at IBM's Almaden Research Cen- 
‘in San Jose, California. He had the idea 
hile hiking, when he saw an unusual 
rt of plant, and wished he could look it 
) on the internet; he then realised that 
her passers-by might also wantto know 
e same thing, and wished he could 
mehow stick the information on to the 
ant, like a virtual Post-It note. *A World- 
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Board is in some sense bigger than the 
world wide web,” he says, “because it al- 
lows cyberspace (the digital world of bits) 
to overlay and register with real space (the 
physical world of atoms).” 

As well as making it possible to scrib- 
ble virtually anywhere, linking the real 
and virtual worlds through mobile de- 
vices could also change users’ perception 
of their surroundings, says Jason Devitt of 
Vindigo, a company based in New York 
that provides location-based services on 
both handheld computers and mobile 
phones. “You should be able to stand ona 
street corner and find out everything 
that’s going on around you,” he says. “In 
the grandest sense, I think these devices 
are capable of extending your senses.” In- 
stead of just looking along the street at 
what is visible, he suggests, “it should be 
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possible to know and see everything that 
people make available to you.” 

Several applications spring to mind. 
While wandering through an attractive 
neighbourhood, you might ask your mo- 
bile device about apartments for rent 
nearby, the crime rate, local amenities, 
and so on. After all, websites such as Up- 
mystreet.com have put together most of 
this information already. This kind of 
thing, says Mr Devitt, "could change the 
way people relate to each other and their 
environment." If people start using mo- 
bile devices to find shops or restaurants, 
then prime real-estate on the high street 
would no longer be so valuable. Having 
an eye-catching sign might matter less 
than being listed in the right wireless 
databases and yellow-pages services. 

The potential for mobile devices to 
transform the urban environment is of 


particular interest to Anthony Townsend, 
an urban planner at the Taub Urban Re- 
search Centre at New York University. 
Good location-based services, he be- 
lieves, will beintegrated with architecture 
and urban design. However, the technol- 
ogies to determine location, extract rele- 
vant information and deliver it via a 
wireless connection are only just starting 
to come together, and so far in rather 
primitive ways. Mr Townsend draws an 
unfavourable comparison with the early 
days of the web. 

Even so, devising a website *was a rel- 
atively easy design challenge compared 
with this." And whereas web designers 
could build on established metaphors of 
human-computer interaction (HC1)—win- 
dows, icons, and so on—designers of loca- 
tion-based services face a more complex 
challenge. The HCI people are good at the 
human-machine interface, he points out, 
and the architects at the human-environ- 
ment interface. “But nobody is good athu- 
man-machine-environment interfaces." 
The best examples at the moment are in- 
car navigation systems, he notes, and they 
have taken 20 years to develop. 

Undaunted, Mr Townsend is acting as 
an adviser, together with a group of aca- 
demics from the Massachusetts Institute 
of Technology, to a South Korean project 
to build a "digital media city" on the out- 
skirts of Seoul. South Korea is one of the 
world's most advanced countries when it 
comes to mobile phones, and the world 
leader in broadband adoption. An impor- 
tant aspect of the project is to try to imag- 
ine what kind of location-based services 
(and other wireless services) will be ap- 
propriate in a high-tech city 20 years from 
now. "It has given me an appreciation for 
how slowly this is going to unfold, and 
how slowly killer applications will 
evolve," says Mr Townsend. 

It is thus early days for technologies 
that link the physical and virtual worlds. 
Location-finding technology must be- 
come more ubiquitous, and common 
standards are needed, if the "real-world" 
internet is not to fragment into multiple 
separate overlays on reality. What is strik- 
ing, however, is that, even in the absence 
of mature technologies or standards, an 
enormous amount of innovation, experi- 
mentation and reinvention is going on— 
exactly the opposite of what you would 
expectto be happeningif the internet was 
really just a placeless cloud. Geography 
matters online after all; it has certainly not 
been killed by the internet. In fact, the two 
seem to be getting along rather well. m 
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the baton in the scientific relay that 
extends from atomic physics to biotech- 
nology. Billions of dollars, euros, yen and 
yuan are being spent on it. It played roles 
insuch movies as "Spiderman" and “Mi- 
nority Report", and itis the villain in Mi- 
to *s latest bestselling book, - 
weeping the physical and life 








~ sciences, and even making headway in 


political and social spheres, too. Not bad 
for a discipline in which you still cannot 
get a degree. 


Why all the hype? In nanotechnology, 
_ some scientists see nothing less than an- 


other state of matter—adding "surface" to 


the existing list of solid, liquid, gas and 


plasma. The potential to move atoms at 


: will, thus enhancing and augmenting ex- 


isting structures and even creating new 


eee ones, is unprecedented. Impressed by sto- 


ries about nanotechnology’s $1 trillion 
market potential, governments have 
started doling out money for nano- 
research in a big way. Chipmakers have 
also been attracted to it, seeing in nano- 
technology a set of tools that will help 
them postpone the end of Moore's 
Law—or the emergence of Moore's Sec- 
ond Law, which threatens to drive the 
cost of chipmaking plants up! to $10 bil- 
lion by 2010. 

Despite all this, scientists cannot agree 

on what exactly nanotechis. Of course, — 
nano means one-billionth;onenano- ^ 


metre (1nm) is one-billionth of a metre a | 


DNA molecule measures 2.5nm across). 
The American government's National 
Nanotechnology Initiative defines nano- 


technology as anything involving struc- 
tures less than 100nm in size. 

But debate rages over whether such 
structures count as nanotech only if they 
are deliberately created by humans. 


Some include feats of miniaturisation, 


such as the interconnections on micro- 


| processors ormemory chips, which are. 
now being made with features130nm | 


wide. However, true believers maintain - 
that nanotechnology is the process of cre- 
ating new structures using the ability to- 
move atoms. They credit a talk entitled 


“There's Plenty of Room atthe Bottom” - 
given by alegendary physicist, Richard - 
Feynman, in 1959 as the inspiration for — 
nanotechnology. For decades afterwards, | 
though, researchers could dolittle more. 


thantheorise along with Feynman. 
- That changed in 1980, when Gerd Bin- 

nig and Heinrich Rohrer at iBM's Zurich 
Research Laboratory filed a patent fora 
*scanning tunnelling microscope", 
which came into use in 1981and garnered 
the pair of researchers a Nobel prizein 
1986. Four years later, Dr Binnig was back 
atit,inventing the “atomic force micro- 
scope". These two devices let researchers 
observe things that had been impossible 
before—such as the entire atomic struc- 
tures of molecules. In the case of the 
atomic force microscope, scientists could 
actually begin to manipulate atoms di- 
rectly. In short, these microscopes made 
nanotechnology possible. 


Small things that count 

Breakthroughs followed fast. In a series 
of experiments after 1985, two scientists 
at Rice University in Texas, Richard Smal- 
ley (see Last word, page 37) and Robert 
Curl, along with Sir Harry Kroto of the 
University of Sussex, in England, discov- 
ered anew form of carbon. This was. 
dubbed carbon-60, but quickly became 
known as the buckyball, because its 


. structure resembles the geodesic dome 


invented by Richard Buckminster Fuller. 
Buckyballs gave scientists insightinto 

how atoms could be structured, and 

hinted at elongated forms that generated 


‘San Jose, California, formed 
out of xenon atoms. A 
















intense scientific interest. Shortly there- 
after, Eric Drexler wrote breite of Cre- 
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at the time think of ita 
Then came nanc 

ment. n1990, Don Ei le 

1BM's Almaden Researc 


for nothing practical. But it galvani 
other scientists, who had never before 
seen atoms manipulated so completel 
Dr Eigler’s breakthrough came as par 
of a wave of discoveries crucial to the de 
velopment, and application, of nano- _ 
technology. Later in 1990, two physi 
Wolfgang Kratschmer of the Max Pl 
Institute in Germany and Donald Hi 
man of the University of Arizona, — 
worked out how to make buckyballs; n 
large quantities. That allowed scientists 
to study them properly for the first time. 
Then, in 1993, came the discovery of : 
“carbon nanotubes", following re 
done independently by Sumiolijima of 
NEC in Japan and Don Bethune at IBM 
maden. In fact, Dr lijima had found: 
walled carbon nanotubes as ear 
1991. Indeed, during the debate ov 
shape of buckytubes, many scien 
had unknowingly seen carbon na 
tubes. The American patent for ca 
nanotubes was actually filed in 198. 
Howard Tennent, a chemist spending 























'etirement helping a small Massachusets 
'ompany called Hyperion Catalysis, 
which was trying to find ways to use car- 
»on to store energy. 

-In those days, notes Dr Tennent, scien- 
ists measured very small things in ang- 
itroms (or tenths of a nanometre), and 
iis patent refers to his structure asa *fi- © 
ril”. But his fibrils had multiple walls; 
whereas Dr lijima and Dr Bethune iso- 
ated single-walled carbon nanotubes, | 
vhich were stronger and also super- 


onductive. Still, fibrils have applications, 


md teli A can produce them ud the 





qu marketers. 


access remains qu 


sabiy the World's first nal 1c te hn hr 


iecit vene in : vive. - 
ing enough to go public (in 1997). Starte 


11989 to exploit research done by Rich- | 


rd Siegel, then at Argonne National Lab- 
ratory, outside Chicago, and Horst 
ahnof the University of Saarland in 
iarbrücken, Germany, the company de- 
sloped substrates that eventually be- 
ume useful in cosmetic applications, 
articularly sunscreen. But it took Nano- : 
Nase years to figure out how to manu- 
cture its product cheaply—a challenge 

at dogs all of today's crop of nanotech 
art-ups. Keith Crandell, one of the ven- 
re capitalists who helped build Nano- | 
1ase, confesses that fundingthe «^ 
mpany wasan act of youthful: naivety: 


Still, one can buy nano-enhanced sun- - 


reens, and even self- -cleaning windows 
atuse similar nano- -engineering to kee 























- Although Hyperion Ld wasar- ü 


that have been considered so far as “pas- 
- sive” nanotechnology, because they do 


sites. Some tennis balls bounce higher for. 


longer, thanks to a special nanocoating. 
Then there are “quantum dots”, nano- 
devices that are generating alot of buzzin 
biology and computing. 

It seems inevitable that nanotechnol- 
ogy will continue to spread into materi- 
als, much as plastics re-formed business 
after business in the second half of the 
20th century. Whatis needed is time to 
work out how to do the basic assembly of 
atoms into stable structures, and then to 
learn how to do that continuously ona. 


. predictable and profitable basis.Fornow, | 
/S. theresearchers are in the process of turn- 
i dmg things over to the engineers. It will be 


. several years yet before they, in turn, - 


~ hand the prototypes and knowhow e : 


to the manufacturing foremen and the 




















- Purists in the field see the applications 


only one thing. They would like to see 


. greater focus in future on “active” nano- 


technology—ie, on nanodevices that in- 
teract with one another. They believe 
that notuntil components actively inter- 


-actwillany of the promised break- 
throughs accrue, in molecular 
electronics, genetic engineering, bio-sen-- - 
sors and other figments of the 'nano'opti- | 
—mists' imagination. <. scien 
-.. Even then there are two big obstacles 2 ology. transforma 
to overcome. The first is comingup with could generate seri 


an interface between living entities and 
'ctronic devices—ie, between carbon 


_and silicon. Itdoes no good to havea fuel | 
É cell made of carbon nanotubes if it can- 


even then, it will Heen 


ogy could, indeed, change 





anything would 
ogy baton dro e zh 7 
Classic technological Fevolugon unfol 


not communicate when itis about to run 


. out of fuel. While scientists at IBM, Hew- 


lett-Packard and elsewhere race to release 
their latest atomic transistor or nanostor- 
age device, they have yet to work out 
how to integrate such components. At. 
Hewlett-Packard, Stan Williams and Phil 
Kuekes recall hearing as boys thatsoon - 
even toasters would run on nuclear 
power. Despite such false dawns, they 
still think nanotechnology will be every- 
where within 20 years. But until the inte- 
gration issue is solved, nanocomputing 
will be as likely as nuclear-powered 
kitchen appliances. pow 






create another problem: how, in fact, to 


_ design and build nanodevices. The un- 


predictable behaviour of nanoscale ob- 
jects means that engineers willnotknow 
how to make nanomachines: until they 


-actually start buil ing the: l. una 





nundrum could tak ive- 
trial and. error and 
alotof luck. | 


Quarter ofa a iced t ar later 
A cautionary tale comes from Feynman's 
talk. Attheend of it, he offered two 
$1,000 prizes for ‘creating some atomic 
structures. One, for a tin motor, was 
solved quickly, though conventionally, - 
using a toothpick, a lathe and a micro- 
scope. The other was to prove that the 
“Encyclopedia Britannica" could fit on 
the head of a pin-by writing a page 
1/25,000th of its normal size. That was 
not achieved until 1985 (using the first 
page of “A Tale of Two Cities")... 

George Whitesides, a prolific Harvard 
chemist, reckons that nanotechnology is 








.. now about halfway through the list of 
-: discoveries needed for the field to reach 


maturity. He believes thatit will develop 
much as biotechnology has—through in- 
tensive research and experimentation 
that yield totally new ways of doing 
things. Perhaps, one day, there really will 
be tiny, self-propelling structures that 


_ seek out and destroy cancer cells inside. 


the human body. In time, nanotechnol- 







2, all of computin 





hinga - | 
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Bugs as catalysts 


RT 


Chemical engineering: Industry 
is having a hard time finding 
new catalysts to supercharge 
many of today's complex 
reactions. So researchers are 
scouring the world for bacteria 
and fungi that can do the job 
biologically 


Ib MANY biological and industrial pro- 
cesses, reactions must proceed rapidly 
or they are useless. That is why catalysts 
are so important. These agents hasten re- 
actions, without themselves being con- 
sumed by them. This neat trick also 
makes them very cost-effective. Modern 
industrial catalysis began in Germany in 
1909, when Fritz Haber managed to syn- 
thesise ammonia from nitrogen and hy- 
drogen, using iron as a catalyst. Today's 
chemical and oil industries depend 
mightily on a wide variety of synthetic 
catalysts to make fuels, clothing, con- 
sumer products and, perhaps most famil- 
iar of all, to clean up the noxious fumes 
from car exhausts. 

The problem with conventional cata- 
lysts is that, although they work well 
much of time, the process of getting from 
compound A to compound B is becoming 
increasingly complex and hard to do us- 
ing standard chemistry. Chemical synth- 
esis is a lengthy process with many steps. 
Those steps require nasty chemicals and 
solvents, generate a lot of waste, consume 
energy and chip away at the product. 

Catalysis can also be based on en- 
zymes-the proteins that accelerate all of 
life's reactions, from digesting food to 
making DNA. In the 1850s, Louis Pasteur 
demonstrated that making alcohol from 
sugar is promoted by entities he called 
"ferments", later named enzymes after 
the Greek for *in yeast". Used since antiq- 
uity in brewing beer and making cheese, 
enzymes boast impressive advantages: 
they operate at room temperature, they 
prefer water to some fancy solvent and 
they generate few bothersome by-pro- 
ducts. Used individually or as part of 
whole cells, these *bio" catalysts often far 
exceed the efficiency of synthetic cata- 





lysts, owing to their ability to distinguish 
subtleties of shape and location. 

Global sales of enzymes for use in de- 
tergents, animal feed and textiles 
amounted to $1.8 billion in 2001, accord- 
ing to Sandra Erb of Technology Catalysts 
International (rc1) in Falls Church, Vir- 
ginia. By comparison, sales in the “other 
market" for biocatalysts, which includes 
pharmaceuticals, industrial chemicals 
and speciality products such as flavours, 
were a modest $130m. Now, regulatory 
pressures, and global initiatives towards 
sustainable development, may give this 
other market a boost. 


Smart enzymes 
Biocatalysis has already replaced chemis- 
try in several high-volume applications. 
For example, high-fructose corn syrup 
(the natural sweetener in soft drinks) is 
produced on a multi-tonne scale, using 
two enzymes to convert maize-starch to 
glucose and then to fructose. No conven- 
tional alternative to the process exists. 
Similarly, DSM, a Dutch chemical firm, 
and Tosoh in Japan have developed a bio- 
catalytic route for producing aspartame, a 
high-intensity sweetener. An enzyme cor- 
rectly selects the desired structure from 
among four possible variants. 

The ability of enzymes to discriminate 
to that extent makes them extremely at- 


A helping hand from biology 


tractive to the pharmaceutical industry. 
Unlike the enzymes used in laundry de 
tergents, which are designed to interact 
with generic soil-eg, blood and egg- 
making medicines requires very choosy 
catalysts. Laboratory reactions often pro 
duce compounds in a mix of mirror-im 
age forms that react differently in the 
body. Enzymes do a superb job of telling 
the forms apart, which is important sinct 
one is commonly inactive or, worse, may 
even be harmful. 

Many companies use biocatalysts in 
ternally, as one step in a multi-step pro 
cess, rather than selling them in the 
marketplace. Two years ago, Degussa, é 
German chemical firm that started work 
ing with enzyme catalysts 20 years ago 
launched an $18m programme called Pro 
ject House Biotechnology that will dt 
“biocatalysis and nothing else" in de 
veloping compounds for use in makin; 
drugs, cosmetics and food. 

Better ways of making plastics alsi 
rely on biocatalytic methods, though find 
ing a process that is energetically sustain 
able can be a challenge. Cargill Dow, . 
company based in Minnesota that make 
polymers for textiles and packaging, us 
ing vegetation rather than petroleum, ha 
produced a biodegradeable plastic calle: 
polylactic acid on a commercial scale. T 
do this, it uses a whole-cell biocatalys 
system to make lactic acid by fermentini 
corn sugar. Incorporating the biocatalyti 
step avoids complications that have hani 
pered production in the past, and require 
substantially less fossil-fuel resource 
than similar plastics. A maize-based fe: 








mentation process developed by DuPont 
and Genencor combines DNA from three 
different organisms to create a non-petro- 
leum-based route to 1,3-propandiol, a 
plastic used to make textile fibres. 

Metabolix of Cambridge, Massachu- 
setts, employs microbial *biofactories" to 
zenerate a different kind of bioplastic 
:alled polyhydroxyalkanoate (PHA) by 
eeding sugar to bacteria. Many micro- 
organisms produce PHAs naturally, but 
aot all that fast or efficiently. Metabolix 
zenetically engineers the microbes’ meta- 
solic programme to obtain plastic in 
greater amounts and differing compo- 
sitions. Ranging from tough to squishy, 
he materials maintain their integrity in 
ap water but become biodegradeable in 
‘oil and other watery environments. The 
‘urrent process is dramatically improved 
rom early attempts to commercialise 
"HAS, says James Barber, the firm's chief 
‘xecutive. At well under $2 a kilo, PHAS 
ue a plausible replacement for plastics 
ised in adhesives and coatings. 


‘earch for fresh sources 
dthough several thousand enzymes are 
nown, the actual number that industry 
ias to work with is not that large. Histori- 
ally, enzymes have suffered from being 
1 limited supply, which has constrained 
ae transformations that can be per- 
ormed. Sometimes, the enzymes them- 
elves have been either too selective or 
ot selective enough; or they have proved 
nstable outside a narrow range of condi- 
ons. Poor stability leads to decreased ef- 
ciency, which results in longer 
rocessing times, more replacement of 
atalysts, reduced yields and higher costs. 
Happily, most of microbial life is vir- 
in territory. Diversa of San Diego, Cali- 
rnia, and a handful of other companies 
ave made a business out of combing the 
rorld to find novel genomes as sources 
ix biocatalysts-harvesting robust sam- 
les near deep-sea thermal vents, or in 
iustic-soda lakes in Kenya. Because 99% 
f microbes cannot be grown outside 
ieir own niche, the bugs’ DNA is ex- 
acted and put into more lab-friendly or- 
inisms to look for desired activity. This 
yproach is beginning to bear fruit. 





Although several thousand enzymes are known, the 
number industry has to work with is not that large 


Bioprospecting in extreme environ- 
ments can turn up novel micro-organisms 
for use as potential biocatalysts. But given 
that a pinch of typical soil contains 
around 100m microbes, enormous diver- 
sity can be found even in one’s own back 
garden, says Bob Holt of Avecia, a manu- 
facturer of specialty chemicals based in 
Britain. Avecia has a collection of 6,000 
organisms—ie, bacteria and fungi—and 
produces building-blocks for drugs in 
large quantities, using both biocatalytic 
methods and conventional chemistry. 

Finding the micro-organism or en- 
zyme is really only the starting-point, says 
Dr Holt. Mixed with chemicals, biocat- 
alysts tend to curl up and die. The key is to 
put together a process that will allow an 
enzyme or micro-organism to survive in 
common reaction conditions. Nor is a bio- 
catalyst always the best available technol- 
ogy: competing chemical technology 
must always be evaluated alongside it. 

screening (ie, distinguishing useful 
catalysts from uninteresting ones, or the 
best of a good crop) is a critical part of dis- 
covery. According toJean-Louis Reymond 
of theUniversity of Bern, Switzerland, the 
challenge is to screen for the property you 
really want and not for something else. 
Many screens fail because they rely on 
highly reactive substances that respond 
equally well to strong and weak catalysts. 
Using such screens is akin to qualifying 
team members for an assault on Everest 
by getting them to step on a chair. Dr Rey- 
mond and his colleagues have developed 
chemical tests-including one patented 
jointly with Protéus in Nimes, France—for 
a variety of desirable properties that gen- 
erate a colour-coded "fingerprint" of ac- 
tivity that is specific for each enzyme, and 
may prove useful in enzyme discovery. 


Mimicking evolution 

What nature cannot deliver, technology 
can help along. Genetic techniques de- 
velopedin recent years make it possible to 
mimic in a laboratory the basic steps of 
Darwinian evolution—by tinkering with 
an enzyme's genetic structure so as to op- 
timise certain desired reactions. This “di- 
rected evolution" induces mutations in 
genes and selects for the best among them 
over several rounds, generating multi- 
tudes of new variants in a fraction of the 
time that nature would require. 

An extension of directed evolution 
culls several different beneficial muta- 
tions and assembles them together in the 
same gene, with the aim of obtaining an 
additive or synergistic effect. The person 


who developed this "DNA shuffling” 
technology, Willem Stemmer of Maxy- 
gen in Redwood City, California, likens it 
to classical breeding of plants and ani- 
mals, only for molecules, without having 
to go through the entire sexual cycle. 

How much easier it would be if one 
could create ideal catalysts from scratch. 
Unfortunately, says Donald Hilvert, an or- 
ganic chemist at the Swiss Federal Insti- 
tute of Technology (ETH) in Zurich, 
enzymes are like car engines: easy to dis- 
mantle, but hard to build. Very little is 
known about how an enzyme's structure 
contributes to its function or how it inter- 
acts with other molecules. Dr Hilvert's re- 
search focuses on just such questions: 
how enzymes work, how to mimic them 
and how to adapt them for tasks that na- 
ture never thought of. 

The immune system's ability to gener- 
ate a wide range of molecules on de- 
mand, for example, can be exploited to 
create enzyme-like molecules called “cat- 
alytic antibodies". However, these artifi- 
cial enzymes are not as efficient as their 
naturally occurring counterparts, a fea- 
ture that has limited their application. Dr 
Hilvert is striving to remedy this with the 
help of directed evolution. He is also at- 
taching bits to enzymes that are not ge- 
netically encoded. The hope is that these 
add-ons may confer new catalytic activi- 
tiesor alterthe properties of proteins so as 
to make them therapeutically interesting. 

The patent situation for biocatalysis is 
a nightmare, notes Ms Erb. Many tech- 
niques for altering the genetic code of an 
enzyme are covered by patents, which 
means that a company that bioengineers 
the enzyme must be careful not to use pat- 
ented techniques. The question of who 
owns the enzyme if a patented technique 
is used without permission has led to a 
number of companies licensing each 
other's proprietary technologies. 

In the end, whether biocatalysis suc- 
ceeds or not comes down to market eco- 
nomics. "Much is possible," says Bernard 
Witholt, a biotechnologist at ETH. “The 
technological platform is largely in place, 
and there is no shortage of research in the 
field." Chemists' traditional discomfort 
with biological processes-a mundane 
but surprisingly common bar-is giving 
way to an appreciation of the potential 
benefits of enzymes. As this grows, bioca- 
talysis should become a more interesting 
option for industry. *What is needed," 
says Dr Witholt, "is to identify where the 
mid-term market and technical possibil- 
itieslie." m 








Feeling the heat 





Semiconductors: Thermal 
problems caused by the latest 
chipmaking processes could 
seriously limit the pace of 
development of the semi- 
conductor industry itself 


P ROBLEMS over the heat generated by 
semiconductors are becoming so se- 
vere that they threaten to slow, or even 
limit, the development of the entire chip 
industry. Andrew Grove, chairman of In- 
tel, the world’s largest semiconductor 
company, reckons that power consump- 
tion on board the latest generation of 
microprocessors is "becoming a limiter of 
integration". In short, the industry's man- 
tra—"faster, cheaper, smaller"—is under 
threat. Given that the doubling of chip 
performance every 18 months (Moore's 
Law) has underpinned growth in the in- 
formation-technology business for the 
past 40 years, anything that threatens to 
alter that blissful state could rewrite the 
rules of the industry. 

But do such arcane matters affect the 
real world? Perhaps not yet, but certainly 
in a year or two. Mr Grove, for instance, 
was speaking from bitter experience. Intel 
recently announced the third generation 
of its 64-bit Itanium processor, which it 
hopes will strengthen its position in the 
lucrative market for corporate servers. 
This megaprocessor will pack a staggering 
410m transistors on to a single chip. Run- 
ning flat out, the chip will dissipate 130 
watts of heat-more than a bright house- 
hold light-bulb—from an area the size of a 
postage stamp. 

Two years ago, Patrick Gelsinger, chief 
technology officer of Intel, used a now- 
famous speech to compare the increasing 
energy density of chips over the coming 
decade to hot plates, rocket nozzles, nu- 
clear reactors and, ultimately, the surface 
of the sun. For the latest Itanium, the en- 
ergy to be dissipated is around 35 watts 
per square centimetre—equivalent to a 
hot plate. Merely cooling that will be hard 
enough. But Intelis already working with 
Stanford University and Sandia National 
Laboratories to develop thermal tech- 


niques to deal with the 200 watts per 
square centimetre that its chips will need 
to dissipate by 2005. 

If adequate cooling methods are not 
found, the performance of these chips is 
going to be seriously limited. The latest 
Itanium is designed to go in server racks 
that pack rooms from floor to ceiling. To 
deliver as much bang per buck as possi- 
ble, these have to be run flat out. But if 
temperatures get out of hand, the Ita- 
nium's builtin thermal monitor will 
throttle back all that costly computing 
power to a more sedate speed soitcanrun 
in a cooler (albeitless capable) mode. 

Power consumption is already close to 
limiting innovation in, for instance, the 3D 
graphics chips that are used by animators 
and computer gamers. The latest offering 
from nVidia has 125m transistors—more 
than twice as many as Intel’s latest Pen- 
tium 4. But early prototypes of the add-in 
cards that will carry the new nVidia chip 
show it buried under a ducted fan, copper 
heat spreaders on top and bottom and 
heatpipes connected to a radiator. Even as 
one group of nVidia engineers struggles 
to perfect these powerhouse chips, which 
are capable of making the virtual world 
look startlingly real, another group wor- 
ries about the plumbing. 

Like microprocessors for desktop PCs, 
graphics chips tend to have access to all 
the power they want, courtesy of an elec- 
tricity socket on the wall. Portable equip- 
mentis notso lucky, as the energy density 
of batteries is limited and unlikely to im- 
prove much in the near future. For that 
reason alone, some portable equipment- 





makers have been looking seriously a! 
miniature fuel cells as an alternative 


power supply. E 

For the foreseeable future, then, à 
chip's power consumption will be a sert 
ous problem for firms that make portable 
electronic gear and the businesses tha! 
rely on them. Consider the fate of the mo: 
bile-phone companies, which will be 
able to pay off the huge debts they in 
curred to buy their 3G licences only if they 
can deliver compelling new services. The 
reality is that nobody actually needs a 36 
handset to make a mobile-phone call. Bu: 
new mobile services, such as video clip: 
of your favourite team's Saturday after 
noon goals, will be feasible only if higl 
integrated handsets with long batter 
lives are available. The first 3G handset 
have not come close to being able to. 
liver such things. 3 

The same is true for laptop comput 










ers—notorious battery hogs at the best o' 
times. There is little point in buying th 
latest pvp-equipped wide-screen laptoj 
if the battery conks out before the movi 
that you are watching reaches its dramati 
climax. There is a safety issue, too. A 
cent letter to the Lancet told of a patien 
who was badly burned by working witl 
his computer in his lap for an hour. T 
laptop's microprocessor was using t 
bottom of the case asa heatsink, causin 

gentle rise in temperature that the patien 
failed to notice until his goose was lite; 
ally cooked. Us 














Switched on ES 
Can this power-consumption problem b 
solved? The concern is about increasiny 
transistor density but decreasing transis 
tor efficiency. As the minimum dimer 
sions of transistors have fallen below ors 
micron (ie, one millionth of a metre), 
has become harder to turn them off com 
pletely. This is because the insulatini 
layer between the gate that controls thi 
flow of current and the channel throug! 
which the current moves has thinned. Z 
100 nanometres (ie, one-tenth of a m 
cron) or less, the current leaking throug) 
the transistor when itis supposed to be os 
can be up to 10% of the current flowin 
through it when it is on. When your chi 
has hundreds of millions of transistor 
that is equivalent to a 1om-20m transistt 
chip working flat out all the time. 

One way to control this current le 
age is to improve the insulating propertie 
of the layer that separates the gate fros 
the channel. So far these have been mac 
out of silicon, a material with propertis 

























iat are well understood. But in devices 
vith insulating layers that are just atoms 
tick, silicon's insulating properties fall 
1ort. Alternatives based on oxides of 
afnium and lanthanum are being tried, 
ut the industry is not keen about moving 
a less-familiar material. 

Another way to cut current leakage is 
»move the transistor up out of the plane 
the chip’s surface. This approach builds 
ie conducting channel of the transistor 
| a fin of material above the chip's sur- 
ce. Using gate electrodes on either side 
‘the channel can help turn the transistor 
T more effectively, reducing leakage. 
nd isolating the channel in the fin 
eansthatithas muchless chanceto leak 
urent into the rest of the chip. Again, no- 
»dy relishes the prospect of making the 
dical move away from planar to vertical 
ansistors. But leakage of current is now 
ich a pressing issue that research into 
ertical transistors" has moved quickly 
om academic groups to commercial 
ganisations over the past five years. 
irge semiconductor firms, including 
M, AMD and the Taiwanese chip 
undry TSMC, are busy developing 
ined chips. 


The semiconductor industry is too big—and too 
smart—to let such problems get in its way 





These approaches to reducing leakage 
of current may solve the heat problem, 
but they still need to show that they are re- 
liable; can be manufactured consistently; 
and are compatible with other parts of 
the system. Improving other chip charac- 
teristics, such as speed, may also reduce 
leakage. For instance, Intel is trying to find 
ways of making high-performance chips 
using silicon alloyed with germanium to 
create a “strained crystal lattice” that al- 
lows electrons to slither through much 





faster than they can squeeze through pure 
silicon. Although strained silicon offers 
performance benefits, defects in the crys- 
tal lattice can promote current leakage, 
boosting power consumption. Intel has 
had to take particular care to avoid lattice 
defects near the transistor’s conducting 
channel. 

This kind of intricate detail is what 
helps the semiconductor industry to de- 
liver the constantly improving perfor- 
mance that was predicted in the 1960s by 
Gordon Moore, one of Intel's founders, 
which users have come to take for 
granted. But it also means that, in the 
semiconductor business, manufacturing 
processes are a trade-off between perfor- 
mance, power, reliability and manufac- 
turability. Altering any single aspect can 
have a profound effect on all the others. 


Exponential effort 

The semiconductor industry is too big- 
and too smart-to let such problems get in 
its way. Some years ago, Russell Lange, an 
IBM fellow, pointed out that the industry 
is essentially driven by exponential fac- 
tors~exponential improvements in den- 
sity, price/performance and so on. When 
a big barrier to the exponential growth of 
the industry emerges, he argued, an ex- 
ponentially increasing amount of engi- 
neering effort tends to be applied to solve 
it. Hence all the attention that the power 
issue is now receiving. But if the engineers 
do not come up with solutions that work 
at the process level, they will have to 
make trade-offs in other ways. That 
means making better use of the transis- 
tors that a limited power budget allows. 

Designers willalso haveto think about 
"architectural" issues—for instance, 
whether to run all of a chip's transistors, 
all of the time. And they will have to con- 
sider “algorithmic” issues—in other 
words, finding better ways of doing cer- 
tain tasks. Finally, engineers will have to 
investigate “systems” issues—say, split- 
ting work between battery-powered cli- 
ents and mains-powered servers. 

In a sense, the semiconductor indus- 
try's spectacular success has sown seeds 
that could cause, if not its downfall, at 
least some serious soul-searching. The 
doubling of chip density every year-and- 
a-half has created expectations among 
makers and users alike that modern elec- 
tronics will go on getting faster, cheaper 
and smaller forever. If that growth ever 
slows significantly—or, heaven forbid, is 
brought to a halt—-the knock-on effect on 
other industries would be profound. m 
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Nanotech's chief catalyst 





Last word 


The wizard of small things 


Richard Smalley is on a (some 
say hopeless) mission to 
harness nanotechnology to solve 
the world's energy problem 


NUS usually slows a good re- 
searcher down more than age and 
fame. At 59, Richard Smalley could be for- 
given for taking it easy. It is notjust that 
he has reached the pinnacle of his profes- 
sion: a Nobel prize in chemistry for pio- 
neering work in the field of nano- 
technology. Equally important, there is a 
young son who does not see enough of 
his father. And until the last round of 
treatment a year ago, a rare form of leuke- 
mia was starting to complicate his fre- 
netic pace of teaching, research, speaking 
engagements and endless trips to Wash- 
ington to press the government to spend 
more on nanotechnology. 

Perhaps emboldened by the thought 
of beating the cancer, Dr Smalley recently 
began to turn at least part of his attention 
to anew personal battle: working out 
how to provide the world with enough 
energy when the population reaches 10 
billion and the global energy require- 
ment has soared from today's 14 tera- 
watts (ie, 14m megawatts) to anything 
from 30 to 60 terawatts of capacity. 

Economists argue that forecasting 
such things is fraught with difficulty-and 
creating policies for them even more so. 
The elasticities of demand, supply and 
price interact in such a complicated, non- 
linear fashion that energy reserves will 
always remain a movable feast-expand- 
ing dramatically when demand and 
prices rise, contracting precipitously 
when they fall. The conventional wis- 
dom, supported by genuine advances in 
computer-aided extraction of fossil fuels, 
suggests that decades’, if not centuries’, 
worth of coal, oil and gas remain to be 
tapped at realistic prices. 

Even so, energy has become Dr Smal- 
ley's new mantra. The lack of it, he con- 
tends, is the single biggest issue facing 
mankind today. Certainly, some of the 
world's more intractable problems—war 
and poverty, water and food shortages, 
disease and pollution—are connected, in 
some way or other, with energy defi- 
ciency. Dr Smalley would like to see a 
more systematic approach to the subject 
than the piecemeal way itis being pur- 
sued at present. Short of building nuclear 
power-plants outside every major city, 


he believes that the only way out of the 
energy impasse is through the use of 
nanotechnology. 

Richard Smalley grew up ina middle- 
class suburb of Kansas City, just yards 
from the state line that divides Kansas 
and Missouri. He had a brother, two sis- 
ters anda mother who thought he was 
extra-special, and was fond of calling hirr 
“Mr President”. His father, who managed 
a stable of trade journals with titles such 
as Implement & Tractor, was never quite 
satisfied with young Rick. 

One sure way the son could win the 
father’s attention was by turning the dis- 
cussion to science, or by bringing home 
good marks in science. That encouraged 
him to concentrate on chemistry, a sub- 
ject for which he clearly had a gift. En- 
couragement also came from an adoring 
aunt, who was a chemistry professor in 
Wyoming, and one of the few women 
then in the field. 

Until now, Richard Smalley's gift for 
chemistry has served him well. But some 
of his colleagues suggest that he risks tar- 
nishing his record by embarking on this 
“nanotech as saviour” quest. As a fellow 
scientist notes, “He’s putting a lot of pres: 
sure on himself, and upon the whole 
field of nanotechnology. I hope he 
knows what he's getting himself into." 


Supercharging the sun 

Richard Smalley admits to no such 
qualms. What he does admit is that the 
clock is ticking and something needs to 
be done aboutit, and fast. His own idea i: 
to deploy nanotechnology on a grand 
scale—to help upgrade the world's energ, 
infrastructure. He envisages a time wher 
solar panels, augmented by nano- 
enhanced photovoltaics and fuel cells, 
collect and store power from the sun at 
something much closer to full efficiency 
than is possible today. 

The photovoltaics would make the 
electricity, which, in turn, would be usec 
to dissociate water by electrolysis to pro- 
duce hydrogen and oxygen. The hydro- 
gen could then be stored, either as an 
extremely cold liquid or as a pressurised 
gas. This would provide the portable fue 
for powering cars or homes fitted with 
fuel cells. Researchers at Harvard Univer 
sity in Massachusetts and Cambridge 
University in England are already at won 
on *nanorods" and “nanowire” to make 
solar collection and storage more cost-ef 
fective. Similarly, nano-catalysts should 
be able to extract more energy from burt 
ing coal at higher temperatures. Mean- 


while, nano-filters would capture more 
of the soot generated in the process. 

A number of other energy-saving 
measures would benefit from a nanotech 
nake-over. For instance, energy experts 
1ave long dreamed of a day when the 
»lectricity grid is rewired with supercon- 
lucting cable—to reduce transmission 
osses. By the same token, frugal light- 
mitting diodes could replace wasteful 
ncandescent and fluorescent lighting. 
Meanwhile, engineering mainstays such 
is steel, aluminium and titanium—all of 
which consume large quantities of en- 
'rgy during their manufacture—could be 
eplaced by superstrong nanocomposites 
ind carbon nanotubes. 

Deploying nanotechnology on such a 
cale, however, would be akin to putting 
iman on the moon. Brilliant as it was, the 
\pollo project, which cost $25 billion in 
969 money, provided only the right 
[uestions to ask about the origins of the 
arth and the solar system. Coming up 
vith the right questions to ask about the 

nergy conundrum, let alone the right an- 
wers, could cost today's equivalent or 
aore. If Apollo and the Human Genome 
roject are what researchers call Big Sci- 
nce, a Nanotechnology Energy Initiative 
right be termed Extreme Science. 


Vishful thinking 

oes this make Richard Smalley's new 
rission little more than a pipe dream? 
he soft-spoken professor of chemistry 
nd physics at Rice University in Hous- 
m, Texas, does not see it that way. He is 
ow preparing to take his low-energy 
utline to policymakers and energy com- 
anies—indeed, to anybody who will lis- 
n. He believes that if therich countries 
o not act soon, they will have a rude 
wakening within a few decades, when 
«ploitation of the world's most easily ac- 
'ssible sources of oil and natural gas be- 
me less attractive economically. To 

ieet a global energy requirement of 30 
rawatts in 20 years' time, work on the 
ew extraction technologies ought to be- 
n today—such are the time-scales of the 
dustry. 

For years Dr Smalley has extolled the 
ientific elegance, not to mention the po- 
ntial applications, of carbon nanotubes 
id fullerenes (commonly known as 
'uckyballs"), with their remarkable 
rysical, chemical, electrical and optical 
operties. Friends say that, when Dr 
nalley hit on this crusade, it was not 
stas though a light-bulb had flashed 
1. "He's like one of those static electric- 
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Richard Smalley did not invent nanotechnology. 
Like nanotech itself, he is an enabler 


ity machines,” one colleague says. “You 
feel this powerful sense of electricity 
whenever you get near him." 

Outside nanotechnology, Richard 
Smalley is hardly a household name. But 
within this small but growing world, 
where achievements are measured in na- 
nometres (ie, billionths of a metre) and 
structures are built one atom at a time, Dr 
Smalley is a giant. He played a seminal 
role in persuading the American govern- 
ment to create the National Nanotechnol- 
ogy Initiative. At atime when funding for 
basic research was being cut, NNI's bud- 
get has grown from nothing to more than 
$700min three years, and now spans15 
government agencies, from NASA to the 
Pentagon. 

DrSmalley is the founding director of 
Rice University's Centre for Biological 
and Environmental Nanotechnology, 
which was established in order to ad- 
dress the scientific, technological, envi- 
ronmental, commercial and social 
barriers that hinder the transition from 
nanoscience to nanotechnology. Dr 
Smalley does not waste time worrying 
about the “what ifs?" of his chosen en- 
deavour. But he is smart enough to sur- 
round himself with people who do. 

But not always that smart. He has a 
knack of adroitly skirting many of the 
trickier controversies, only to be blind- 
sided by some of the more avoidable 
ones. Friends in the field say he is driven 
to distraction by people who are ob- 
sessed about vague theoretical notions 
spread by gloomy nano-futurologists 
such as Eric Drexler and Bill Joy. 

A pioneer on the more theoretical side 
of nanotechnology and co-founder of the 





Better with buckyballs 


Foresight Institute in Silicon Valley, Dr 
Drexler fears that nanotechnology could 
lead to a future in which self-assembling 
and self-replicating nanobots are in con- 
trol—as envisaged in Michael Crichton’s 
latest novel, “Prey”. Bill Joy, a gifted soft- 
ware programmer who helped start Sun 
Microsystems and remains its chief scien- 
tist, has found fame as a latter-day Cas- 
sandra, declaring nanotechnology to be 
potentially so dangerous that it should be 
abandoned. 


Fear of the Luddites 

Musing about such unintended conse- 
quences makes Richard Smalley’s blood 
boil. The trouble, he fumes, is that the 
more people start worrying about nano- 
bots and grey-goo swarms, the more 
likely itis that there will be a mindless 
backlash against all nanotech research, 
just as there was against GM (genetically 
modified) crops a few years ago. If nano- 
bots could replicate, they would con- 
stitute a new form of life, snaps Dr 
Smalley. “This is beyond naive.” As for 
Bill Joy, Dr Smalley is equally dismissive: 
“I say get up and turn on the lights, Bill, 
because this nanobot future is just a silly 
nightmare." 

Dr Smalley had hoped that, when Sci- 
entific American devoted a special issue 
to the serious side of nanotechnology, it 
would drive a stake through the heart of 
the grey-goo, self-replicating nanobot 
idea.It did not. And with "Prey" due out 
as a movie soon, Luddites everywhere 
could be ready to latch on to a sequel to 
the GM hysteria. 

But considering that governments 
around the world spent $2 billion on 
nanotech research last year, Dr Smalley 
need not worry unduly about nanotech- 
nology's hold over the scientific estab- 
lishment and those who finance it. 
Likewise, in the seven years since Dr 
Smalley won his Nobel prize, along with 
Sir Harry Kroto and Robert Curl, every 
biguniversity in the world seems to have 
built curriculums around nanotechnol- 
ogy, and every big high-tech company 
from IBM and Hewlett-Packard to NEC 
and Sony has accelerated its nanotech re- 
search and development. 

Richard Smalley did not invent nano- 
technology. Like nanotech itself, he is an 
enabler, a catalyst—that little-noticed in- 
gredient that makes things work better. A 
nanotech wizard could do worse things 
with his time, political capital and curios- 
ity than help the world squeeze alittle 
more from its precious energy supplies. = 
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Tony Blair has had an awful week, his worst since gaining power 


UDDENLY, Tony Blair doesn’t look 

young any more. His features are 
pinched and drawn, his complexion sal- 
low. Even his hairline seems to have re- 
ceded a little further. A persistent fluey 
cold can’t help, but strain and fatigue ex- 
ude from each pore. Although he insists 
that every waking hour is spent fighting to 
get a second (or 18th, depending on your 
point of view) United Nations resolution 
authorising military action against Iraq, 
the onset of hostilities may come as a re- 
lief. The war may be hell, but at least it will 
end this purgatory. 

The worst week so far of Mr Blair's ten- 
ure in office began late on Sunday evening 
when Clare Short, the cabinet minister 
responsible for dispensing Britain’s rather 
generous overseas aid budget, said on a ra- 
dio programme that if Britain joined 
America in attacking Iraq without a sec- 
ond resolution, she would quit the govern- 
ment. On its own, that would have been 
bad enough, but not wholly surprising. Mr 
Blair has licensed her outspokenness in 
the past-only recently she described his 
policy on university fees as "a very bad 
idea"—and might have been able to turn a 
blind eye again had she left it there. "Clare 
is Clare," as Downing Street used to say. 
But once Ms Short got going there was no 
stopping her: “The whole atmosphere of 
the current situation is deeply reckless, 
reckless for the world, reckless for the un- 


dermining of the UN...reckless with our 
government, reckless with his own future, 
position and place in history." 

Despite one of the most flagrant brea- 
ches of cabinet collective responsibility in 
recent memory, Ms Short neither resigned 
nor was sacked. While loyalist ministers 
queued up to express poorly feigned sur- 
prise at Ms Short's “timing” and "self-in- 
dulgence", Downing Street insisted that 
the prime minister was too busy telephon- 
ing *world leaders" about that second 
resolution to deal with Ms Short just yet. 
But few doubted that the real reason was 
that with backbench MPs becoming daily 
more rebellious, the whips had advised 
that instead of making a martyr out of Ms 
Short, Mr Blair would do better to leave her 
"to swing in the wind". 

Ms Short's intervention set in motion a 
train of newspaper stories about moves to 
topple Mr Blair. Left-wingers who have al- 
ways detested him began talking excitedly 
about getting together the 83 MPs (20% of 
the parliamentary party) needed to trigger 
a vote at the party conference in October 
on whether to hold a leadership election. 
There are circumstances in which Mr 
Blair's position could become untenable 
(see Bagehot), but nobody sensible thinks 
a formal challenge is remotely likely. The 
Labour Party, unlike the fratricidal Tories, 
hardly ever gets rid of its leaders. George 
Lansbury, who got the push in 1935, is the 
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only one ever to have been truly forced 
out-ironically, for resisting calls to arn 
against Hitler. 

Far more worrying for Mr Blair wa 
President Jacques Chirac’s pledge oi 
French television to veto any new resolu 
tion tabled by the British and the Amer 
cans at the UN, no matter what the circum 
stances. As the week wore on, th 
government's mantra that it was “workin 
flat out” to secure the second resolution be 
gan to sound increasingly frantic. Mor 
and more, Mr Blair looked like a ma 
caught between growing American impa 
tience with its ally’s frenzied but fruitles 
diplomacy, and the determination of th 
French and Russians to shoot down an 
compromise proposed by the British. 

The prime minister's isolation was dr 
ven home by his appearance on a telev 
sion programme, "Tonight with Trevor M« 
Donald". The all-female audience ha 
been hand-picked to devastating effect. 
included one woman whose boyfriem 
had been killed by the Bali bomb, anothe 
who had lost an only son in the Worl 
Trade Centre and another whose husban 
is a human shield in Iraq. All were passio 
ately anti-war. At the end, something uj 
precedented happened: as Mr Blair looke 
uneasily round the studio, the audiens 
began a slow handclap. Downing Stre 
didn't even bother to complain. 

Just when it looked as if things couldr 
get worse, late on the evening of Marc 
11th, Donald Rumsfeld struck. The Ame: 
can defence secretary is not always tl 
most subtle press conference performe 
But his answer to a question about wh 
America would do if the British decide 
that in the absence of a second resolutic 
they would not join an attack on Iraq, w 
more than usually unhelpful. Oh we 
said Mr Rumsfeld, naturally there we 
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"work-arounds" if the British couldn't be 
there because of the vagaries of their par- 
liamentary democracy. 

Within seconds, prime ministerial 
aides hit the phones and were demanding 
that Mr Rumsfeld issue a “clarification”. 
Nothing had altered; if it came to war, the 
sturdy British were as ready as ever to do 
their bit. But it was exactly the ammuni- 
tion the prime minister's domestic critics 
needed. Did it not show that all the talk of 
"influence" was bunk, for the Amer:cans 
would go to war whatever we did? And if 
the Americans were already planning to 
do without British forces at the sharp end, 
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why not gratefully take that as a way out? 
A final British attempt mid-week to put 
forward a resolution that, by setting a se- 
ries of tests for the Iraqis to meet, might get 
atleast a majority of Security Council sup- 
port seemed to owe more to desperation 
than to a strong expectation of success. 
With the Americans insisting on an early 
deadline, Tony Blair faces the prospect of 
going to war not only without the legal 
cover of explicit UN authorisation, but 
also in opposition to the views of a major- 
ity of his own mes. His only consolation is 
that it should all be over soon. One way or 
another. m 





Anti-Americanism 


Over here 


British anti-Americanism is a muddle not a menace 


ROM a glance at the letters and com- 

ment pages of British newspapers and 
magazines, or to hear callers spouting on 
adio phone-ins, let alone by dropping in 
ita London dinner party, it would be easy 
o conclude that the country was gripped 
»y bigoted, visceral anti-Americanism, 
which believes that brutal, incompetent, 
gnorant Yankees stomp the world at the 
»ehest of an unelected clique, composed, 
vith magical elasticity, of oil barons, Zion- 
sts, bible-bashing Christians and spooky 
1eo-conservatives. 

There is certainly more than just a whiff 
f this around. In a poll last month by You- 
;0v, an internet pollster, only 25% of those 
isked identified Iraq as the greatest threat 
2 world peace, while 32% named Amer- 
za. Several other polls show that the Erit- 
sh population seems to think that Presi- 
ent George Bush is a worse and more 
angerous man than Saddam Hussein. 
ome three-quarters support an attack on 
caq with United Nations approval; less 
aan a quarter would back America going 
head without it. 

But the real picture is a lot more compli- 
ated. Polls carried out in late 2002 by 
«ORI, an opinion research firm, show that 
1e number of people warmly disposed to 
merica is rising, not falling. Those saying 
1ey "like Americans as people" have risen 
om 66% in 1991 to 81%. Those agreeing 
iat "we could learn a great deal from 
merica" are up from 3956 to 5096 over the 
ame period. 

Such hostility as does exist is mainly fo- 
ased on the Bush administration's stance 
n particular policies, such as the Arab-Is- 
teli conflict or global warming. Nonethe- 
'Ss, itis worth noting that the British lack 
f enthusiasm for American policies 


largely mirrors that felt in America itself. 
On a scale of 1 (poor) to 4 (excellent), the 
British rate the administration at 1.8 on the 
Middle East. The Americans surveyed give 
it 2. There is exactly the same gap on Iraq. 
On international terrorism, the Brits give 
the administration a rating of 2.4, and the 
Americans 2.5. 

A particular problem now is that Amer- 
ican-style conservatism finds so little echo 
in British politics. Under both the Clinton 
and Reagan administrations, there was a 
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deep intellectual sympathy between gov- 
erning parties and elites on both sides of 
the Atlantic. However much Tony Blair 
and his colleagues want to help Mr Bush in 
some bits of foreign policy, they find little 
to talk about when it comes to health care, 
welfare or the environment. Even British 
Tories, intent on appearing a kinder, gen- 
tler party than before, find their Republi- 
can counterparts pretty strong medicine. 

It is also a class issue. Poorer and less 
educated Britons like America a lot more 
than their richer compatriots. That reflects 
everything from tastes in food (Coca-Cola 
rather than Chianti) to holidays (Florida 
rather than Florence), and raises the suspi- 
cion that upper-class anti-Americanism 
may be surrogate snobbery. Age plays a 
role too. Middle-aged Britons tend to like 
America least; youthful and elderly ones 
like it most. 

Beyond all that, though, people deeply 
involved in the Anglo-American relation- 
ship do feel that there has been a clear if 
subtle change for the worse. It is not so 
much that anti-Americanism is growing, 
but that pro-Americanism is weaker, says 
one. There are many reasons—one tempo- 
rary problem is that the current American 
ambassador to London is gentlemanly 
and reclusive; he and his staff rarely en- 
gage their country's critics. But the under- 
lying cause is the end of the cold war-the 
foundation of the special relationship for 
half a century. The obvious argument for 
being friends with America—defending 
western Europe-is gone. The new reasons 
are more complicated and less instantly 
appealing. 

Personal links are certainly weaker. Al- 
though relations at the very top of govern- 
ment are extraordinarily close, other ties 
have been fraying noticeably in the past 
ten years. Many fewer members of Con- 
gress, for example, find the time to visit 
Britain, let alone continental European 
countries. There is no pressing reason to do 
so; and American politicians have become 
increasingly sensitive to any charge of jun- 
keting with foreign hosts. Itis safer in every 
sense to stay at home. 

There is also more competition. For 
those looking for a ride on a grav y-train, 
Brussels is accessible in every sense, 
whereas Washington, pc, or New York 
seem further away and more foreign. The 
MORI poll shows a clear tilt in British 
minds towards the European Union (Eu). 
Only 37% rate America as the most impor- 
tant foreign partner, compared with 56% 
for the Eu. 

But the pendulum may be swinging 
back. British middle-class parents are now 
looking with increasing interest at Ameri- 
can universities, which they see as better, 
fairer and not much more expensive than 
the local option. Once that penny drops, 
perhaps they will realise some other ad- 
vantages of transatlantic ties. = 
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Asylum-seekers 


The Albanian 
solution 


A controversial new idea for dealing 
with a growing problem 


ONY BLAIR is so worried about asy- 
lum-seekers that he spent most of a 
Sunday in January combing through the 
asylum rules with officials, looking for 
new ideas. Last year, 110,000 new asylum- 
seekers arrived in Britain, 20% more than 
in 2001. The Treasury has just promised 
the Home Office an extra £785m ($1.3 bil- 
lion) to help with the bill for processing 
and supporting would-be refugees. That is 
more than the entire budget last year of 
UNHCR, the United Nations High Com- 
mission for Refugees (see pages 50-52). 
Officials have come up with a radical 
new, twin-track, scheme. In the long term, 
the aim is to improve conditions in refugee 
camps, to try to look after more refugees 
near their countries of origin. But, by the 
end of this year, the government wants to 
set up transit processing centres (or TPCs) 
outside the European Union: secure cen- 
tres to which asylum-seekers arriving in 
Britain, or claiming asylum after they ar- 
rive, would be sent and where their claims 
would be processed. Croatia, Romania 
and Albania are possible locations. The 
government has just started talking to 
some of these countries about the plan, 
but itis not clear whether they are up for it. 
Under the schemes, refugees would no 
longer go through the expensive and 
lengthy appeal process in the British 
courts. Instead, a panel of officials would 
process claims. There might be a single 
layer of appeal, but it would be heard 
within the system, not in a British court. 
As well as being cheaper, processing 
claims abroad should cut the numbers 
who end up in Britain. At present, most 
asylum-seekers whose claims are refused 
do not leave. And, by reducing the chances 
of staying in Britain, the scheme should 
discourage those who do not have a legiti- 
mate claim from coming in the first place. 
Australia is the model for the scheme. 
There, processing refugees on the inhos- 
pitable island of Nauru seems to have 
worked as an effective deterrent- whereas 
refugees were arriving in Australia by boat 
at the rate of 500-1,000 a month in the au- 
tumn of 2001, only a single person arrived 
this way in the first six months of 2002. 
Britain would like the rest of the Eu to 
adoptthe plan. If other countries took part, 
not only would Britain (the biggest single 
recipient) hope to reduce the total of genu- 
ine claimants it took; the scheme would 
also avoid becoming a shortcut to Britain. 
Tony Blair plans to raise the idea at next 
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Shuddup 


Britain 


Foreign millionaires like British libel laws. Publishers don’t 


MEALY-MOUTHED correction, no 

apology and no damages. It is not 
the sort of victory that a British tycoon 
would expect if a famous magazine la- 
belled him a mobster. But for Boris Bere- 
zovsky, one of Russia’s best-known 
political figures, this week marks the end 
of nearly six years of legal wrangling in 
London courts with Forbes, an American 
business magazine. In 1996 it published 
a highly critical article about his busi- 
ness practices, calling him the “Godfa- 
ther of the Kremlin”. 

Forbes sells only a couple of thou- 
sand copies in Britain. But Mr Berezov- 
sky decided to sue in England because 
of its libel laws. “In this country, if you 
say I am an elephant you have to prove 
it. In America I have to prove that I am 
not an elephant," he says. Not quite how 
lawyers would put it, but Mr Berezovsky 
is broadly right. In English libel law, the 
plaintiff needs to prove only that some- 
thing is defamatory. Then the publisher 
must usually prove that it is true, or at 
least fair comment. 

Although the settlement stops short 
of a full retraction, and the article (plus 
correction) is still on the Forbes website, 
Mr Berezovsky, a former Kremlin insider 
who has now fallen out with the Rus- 
sian authorities and lives in London, 
says he is delighted. Settling now was 
probably a wise move: lawyers say he 
would have been lucky to receive more 
than £50,000 ($80,000) in damages, 
given Forbes's tiny circulation in Britain, 
and could have run up a million pounds 
in costs had the case gone to trial. 

In celebration, Mr Berezovsky has 
published a series of large, punchy ad- 
vertisements in the British press (includ- 
ing this magazine). That sets the stage for 


week's meeting of the EU Council of Min- 
isters. UNHCR has hinted that, if a process- 
ing centre were inside the EU, not outside, 
it might help to run it, which would confer 
legitimacy. But it will be tough to make the 
schemes acceptable. What would happen 
to those whose claims fail? Officials won- 
der whether those who get turned down 
and cannot or will not go home might be 
sent to regional refugee camps. 

Would the British courts agree to allow 
asylum-seekers to be sent to TPCs? It is un- 
clear whether those who reach Britain and 
then claim asylum must legally be pro- 
cessed there. The courts would also have 
to be satisfied that the processing centres 
were safe and comfortable. 





Berezovsky, the lawyers’ friend 


another battle, this time between a Mo- 
naco-based businessman with extensive 
Russian connections, Simon Reuben, 
and another American business maga- 
zine, Fortune. Mr Reuben, whose colour- 
ful career has been plagued by mis- 
understandings, tried a few years ago to 
set the record straight by inviting a vet- 
eran Fortune reporter, Richard Behar, to 
spend time observing the business. Un- 
fortunately the resulting article, al- 
though a gripping read, was not 
complimentary. Mr Reuben is suing for 
libel. Fortune, as Forbes did earlier, is try- 
ing to argue that the case should not be 
heard in London. 

Britain's libel laws have always at- 
tracted foreigners, but globalisation 
means that more people are getting rich 
in odd places and circumstances. That 
means more (and often critical) media 
coverage of foreigners. Hostile articles 
combined with zillionaires seeking res- 
pectability makes for happy lawyers. 


The trouble is, several EU countries d 
not share Britain's concern. The Dutcl 
Danes, Swedes, Norwegians and Frenc 
may well play ball. But Germany has mas 
aged to cut numbers of asylum-seeke 
dramatically by shoving many back int 
neighbouring East European countries. 1 
aly and Spain tend to deal with few asi 
lum claims, accepting that many will sté 
as illegals instead. 

Not surprisingly, Britain's proposa 
upset many people. Amnesty Intern 
tional, a human-rights group, is dismaye 
by the plan and by UNHCR’s potential i 
volvement in it. And, as the plan wou 
probably need new legislation, expect 
huge fuss in Parliament. 8i 


Bagehot | Life after Tony 


The Economist March 15th 2003 


What would politics look like with Gordon Brown as prime minister? 





OF seii a shot being fired, the war has already done a 
great deal of damage, and its main casualty is Tony Blair. 
Although the chances of regime change in Downing Street are 
itill low, it no longer seems completely ridiculous to consider 
10w politics might look if Mr Blair were to go. 

Much would depend on how Mt Blair left office. This week 
he idea of a formal challenge to his leadership has been gaining 
round. That is the stuff of left-wing fantasy. But he might just go 
f his own volition, if he feels he has lost the confidence of his 
'arty. His face is etched with exhaustion and worry. Many La- 
'our MPS think he has shattered the United Nations and divided 
he European Union. If, following the failure to win support for a 
econd resolution in the United Nations Security Council, he has 
o rely on Conservative votes in the House of Commons to carry 


motion in favour of military action; if the war is long and its af- 


ermath bloody; if all this happens and he feels that his foreign 
\olicy has ended in catastrophe, he might not even want to carry 
nin the job. 

Nine years ago, during that dinner at Granita, Gordon Brown, 
1e chancellor of the exchequer, could not have envisaged that 
uch dreadful circumstances might finally deliver him his inheri- 
ince. It is, however, safe to assume that the chancellor is putting 

brave face on his old friend's difficulties and plotting his every 
Yove should things turn even nastier for the prime minister. 
ome have expressed surprise at both Mr Brown's unstinting 
ommitment to find the money for the war and his call this week 
or “the whole nation" to support Mr Blair. But Mr Brown knows 
e has nothing to gain from disloyalty now. Like "first in, first 
ut" Harold Macmillan at the time of Suez, the chancellor must 
rait on events outside his control. 

Mr Brown should easily see off potential rivals for the crown. 
is reputation has taken something of a battering lately as the 
:onomy has deteriorated, and, with it, the chances of avoiding 
ther a growing deficit or further tax increases. But, with the 
ossible exception of David Blunkett, the home secretary, Mr 
rown still stands head and shoulders above the rest of the cabi- 
et. Mr Blunkett is widely admired, but his blindness, and his 
»mewhat sneering dismissal of civil libertarian critics who ac- 
ise him of pandering to right-wing tabloid newspapers, might 


count against him. Should Mr Blair fall on his sword, it is Mr 
Brown who would succeed him. | 

What would change? In some ways, not much. The differ- 
ences between Mr Brown and Mr Blair may have increased with 
the prime minister's growing frustration over the slow pace of 
public-service reform, but it is only recently that Mr Blair has had 
the confidence and the conviction to challenge the chancellor's 
hegemony over domestic policy. According to a former Treasury 
mandarin, during Labour's first term Mr Brown would allow Mr 
Blair no more than two interventions a year. Lately, the number 
has gone up, as the rows over foundation hospitals and univer- 
sity funding testify, but most of what Labour has done in office 
still carries the imprimatur of the chancellor rather than the 
prime minister. 

As far as policy goes, a Brown premiership would, paradoxi- 
cally, mean more, not less, continuity. Mr Blair may still be feel- 
ing his way over the extent to which market disciplines can be 
introduced to the public sector, but he wants to keep pushing. Mr 
Brown has decreed precisely where the boundaries should lie 
between the private and public domains. And while both men 
insist that there need be no trade-off between equity and effi- 
ciency, it is increasingly clear that Mr Brown leans towards the 
former and Mr Blair the latter. Mr Blair, for instance, regards Mr 
Brown's opposition to a “two-tier” health service as an attempt 
to rule out changes needed to make the whole thing work. 


Cold porridge 

Voters, untutored as most of them are in the theology of public- 
service reform, perceive these distinctions only dimly. But mid- 
dle England tends to feel that, in domestic affairs at least, Mr Blair 
instinctively shares its hopes and fears in a way that the dour 
and intensely Scottish chancellor does not. Mr Brown, unlike Mr 
Blair, is a Labour Party man through and through: he under- 
stands it, likes it and is more than willing to indulge it. And that 
makes him a far less reassuring figure for the aspiring middle 
classes who brought Margaret Thatcher, and then Mr Blair, to 
power, than is the current prime minister. At its crudest, they 
would trust Mr Blair not to put their taxes up by more than is ab- 
solutely necessary. Quite rightly, they would not have the same 
faith in Mr Brown. 

This thought will not worry most Labour MPs. The govern- 
ment's huge parliamentary majority looks unassailable. But an 
opinion poll in the Times this week on attitudes to taxation and 
spending shows why they should be concerned. Only 16% of 
those polled were prepared to consider further tax increases to 
fund public services, while 59% considered the money so far 
pumped in to have been either very or quite badly spent. Some- 
thing has changed since this time last year, when Mr Brown's an- 
nouncement in his budget of ever larger amounts of money for 
the health service was greeted with popular jubilation. And that 
something—probably growing economic insecurity—is likely to 
dampen voters' enthusiasm for a man increasingly seen as a tax- 
and-spend chancellor. 

There's another chain of events which Mr Blair's departure 
from Downing Street would trigger, and which might also help 
change voters' minds. Nothing would delight Tories more than 
Mr Blair's replacement by Mr Brown. Suddenly, sensible people 
would see the point of being leader of the Conservative Party. If 
Tony Blair becomes a casualty of war, lain Duncan Smith will 
not be far behind. m 
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Geopolitics and business 


The dangers of war 
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The waiting has taken a toll on business activity. Butis worse to come? 


OR a company, the first casualty of war 

may be what does not happen. Worry- 
ing constantly about worst-case scenarios 
for events in Iraq, many bosses have sim- 
ply opted for a strategy of paralysis, post- 
poning big decisions until the uncertainty 
goes away. Others would be glad to do 
nothing, but have to cope with a collapse 
in demand partly caused by fear. 

The gloom is affecting post-war plan- 
ning, as bosses on one side of the Atlantic 
fear that political 
abroad may turn into commercial anti- 
Americanism; while those on the other 
side worry about the impact on trade of all 
those anti-European jokes doing the 
rounds in America. (What do you call a 
Frenchman advancing on Baghdad? A 
salesman.) A cartoon (above) in Le Monde 
this week caught the mood perfectly. 

it is hard to separate out the impact of 
broader economic worries, but certain 
businesses have clearly been hurt by war 
fears. Advertising firms such as wPP have 
been hit by the reluctance of clients to 
push any message that risks being ren- 
dered irrelevant by overnight events. Bleak 
reports from carmakers and appliance 
manufacturers suggest that consumers are 


anti-Americanism | 


delaying big purchases. 

As in the 1991 Gulf war, airlines are in 
the frontline. Some aircraft are crossing the 
Atlantic with more crew than passengers. 
Tour firms in London say that February, 
usually a peak month for bookings by in- 
coming American and Japanese, was grim. 


Not flying the flag 

The Air Transport Association, the indus- 
try’s trade association in America, says 
that war could add $4 billion to the $6.7 bil- 
lion that the industry already expected to 
lose this year. The ATA claims that another 
70,000 jobs could go. The airlines have 
seen war fears double their fuel costs, al- 
though some have hedged part of the in- 
creased oil price. 

Other costs of doing business have also 
risen sharply. Banks are requiring borrow- 
ers to buy more insurance against business 
disruption before agreeing to finance any 
construction or manufacturing project 
any where in the world that is now consid- 
ered dangerous, which means just about 
everywhere, according to the Willis 
Group, a global insurance broker. Tougher 
security checks at airports and sea termi- 
nals have added to transport costs. 
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Security concerns have made Ame 
ica’s State Department more rigorous o 
issuing visas. Applications that once took 
days now take months. For many firm: 
that sell large capital goods, this can be é 
nightmare. Cincinnati Machines, one 0! 
America's largest toolmakers, had a $5n: 
metal-cutting machine on its factory floo: 
in Ohio for five months, awaiting a finalin 
spection from Chinese buyers who could 
not enter the country. This is not unusua 
among makers of sophisticated products 
Chip Storie, Cincinnati’s head of sales 
says many customers worry about possi 
ble future restrictions~which does. no 
help to generate business. ee 

Even so, there are some winners. Wari 
good for shipping. The military hin 
roll-on, roll-off ships to move tanks, sup 
plies and equipment around. Rates hav 
risen. Firms are asking suppliers to stock 
pile key components, which further boost 
shipping traffic. Carmakers such as Toyota 
General Motors and Honda have aske 
suppliers to increase stocks in Europe, feal 
ing closure of the Suez canal. | 

So much for rational business re 
sponses to war and fears of war. But wha 
of the emotional response? Is the growin 
international political divide over Ira 
starting to hurt business-and might it ow 
last the present crisis? The risk is greatest t 
two areas. Governments on either side à 
the Atlantic may punish firms from cout 
tries that opposed them over Iraq. An 
consumers may start to care about whic 
country produces the goods they buy. 

So far, for all the bluster on both sides 
the Atlantic, the political war has ri 
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mained largely one of words. America's 
Congress has renamed two of the least 
healthy items on its cafeteria menu, trans- 
forming french fries and French toast into 
freedom fries and freedom toast. An Amer- 
ican military contract with Krauss-Maffei 
Wegmann, a German maker of armoured 
vehicles, has fallen through. 

A bigger worry surrounds the World 
Trade Organisation's Doha round of trade 
negotiations. In Washington, support is 
growing for rewarding countries suppor- 
tive of America's military policies with bi- 
lateral trade deals instead of pursuing mul- 
tilateral agreements. 

Non-governmental commerce has so 
far seen nationalistic skirmishes, but noth- 
ing close to all-out war. CSFB, a Swiss- 
American investment bank, says it re- 
cently arranged a complex financial deal 
with 100 or so potential institutional in- 
vestors. In an unprecedented move, ten of 
he buyers refused to participate because 
he company raising funds was French. 
American business schools say that appli- 
‘ations from abroad are down. The head 
of one says that the atmosphere at a recent 
'xecutive education programme became 
‘O poisonous that two European students 
vere sent home. 

German car industry leaders, led by 
lelmut Panke, chief executive of BMW, 

ave lobbied the German chancellor, Ger- 
iard Schróder, about the damage his paci- 
Ist stance is doing to their prospects in the 
rucial American market. A survey reports 
hat 20% of German engineering firms be- 
eve that exports to America have been 
urt by divisions over the war. German ex- 
cutives are planning a big German-Amer- 
‘an business summit in Washington, DC, 
1 May—but are struggling to find Ameri- 
an firms willing to attend. 

Meanwhile, American businesses fear 
1at European consumers might follow the 
'ad of those in the Middle East. Coca- 
ola, McDonald's, Starbucks and Altria 
1ée Philip Morris) have all been hurt by 
xe expansion of boycotts that began 
gainst firms trading with Israel a half-cen- 
iry ago. Spotting a chance to exploit anti- 
merican sentiment in France and maybe 
ven Britain, Tawfik Mathlouthi, a Tuni- 
an living in France, has received buckets 
f publicity for his recently launched 
lecca-Cola. 

Yet there is reason to hope that such fall- 
1t will be limited. Surveys suggest that 
ost people separate politics from con- 
unption. Last year, Research Interna- 
onal surveyed 1,500 people in 41 coun- 
les aged 18-34 and found that this held 
ue even for political activists. One re- 
'ondent noted that whenever he went to 
protest against capitalism the protesters 
ore Levi's. "Our political view has noth- 
g to do with our behaviour as custom- 
s," he said. The world's leading firms are 
ayingitstaysthat way. @ 


Hostile environment training 


Fun with the SAS 


LISS, HAMPSHIRE 
A booming niche business 


MS screaming men grab a dozen 
journalists at a roadblock. The report- 
ers are hooded, dragged through a forest by 
their thumbs, pushed into a hut and in- 
terrogated on a cold concrete floor. A ven- 
erable figure from the “Today” pro- 
gramme, the BBC's most serious morning 
radio show, is pulled aside and called a 
"bald, fat, Scottish git," as he begs for his 
life. One by one, reporters from the BBC, 
CBS and The Economist are taken to plead 
with the gunmen. Each is told to kneel and 
then endures a mock execution. 

This sort of thing happens most weeks 
in southern England, where growing num- 
bers of journalists now undergo "risk 
awareness training"—usually at the hands 
of retired sAs special forces officers who 
seem to enjoy kidnapping reporters. Ac- 
cording to the International Federation of 
Journalists, 70 media staff were killed 
while working last year; in 2001, 100 died. 
Most were investigative reporters in poor 
countries. But others in recent years were 
from rich, litigious countries, killed in wars 
in the Balkans, Sierra Leone and Afghani- 
stan, in the September 11th attack in New 
York, and even, in one case, from anthrax 
inhalation in Florida. The murder in Pak- 
istan of a Wall Street Journal reporter, Dan- 
iel Pearl, attracted worldwide attention. 

As a result, insurance premiums are ris- 
ing for reporters who work abroad, and 
employers are increasingly worried about 
their duty of care and potential legal liabil- 
ity for deaths or injuries. Many media 
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organisations are willing, therefore, to pay 
around £2,000 ($3,200) a head for a week 
of basic security, medical and driving ad- 
vice. The BBC now requires most of its trav- 
elling staff to undergo such courses every 
three years. In the past few months, in 
anticipation of war with Iraq, specialist 
chemical-and-biological weapons ses- 
sions have been block-booked. 

One British firm, Centurion Risk As- 
sessment Services, says that 10,000 people 
have taken its general security programme 
since 1995. Its staff, and those of a rival, Pil- 
grims, also run courses in America. 

Some firms, including older ones such 
as Britain's AKE (formed by an ex-sAs man 
in 1991), are broadening their reach be- 
yond training. Nervous reporters in the 
field can now call a helpline for advice; 
some crews of journalists travel with their 
own safety advisers, often hired from the 
ranks of British ex-soldiers. 

But, sad to say, there are only so many 
journalists. In future, training firms expect 
demand to come from other quarters. Aid 
workers and even backpackers travel to 
dangerous places, and they are being 
tempted with shorter, cheaper training 
courses—an increasingly popular gift from 
wealthy parents to children off to see the 
world. Businessmen and diplomats may 
be less likely to wander into war zones, but 
they have long bought advice on how to 
avoid abduction in Bogota or hold-ups in 
Johannesburg. 

Control Risks Group has advised cli- 
ents since 1975 on security abroad; it now 
has a £45m annual turnover. Christopher 
Grose, a director, says the security busi- 
ness is growing: "September 11th raised it 
right up to the forefront of people's minds, 
there is much greater awareness." With ris- 
ing terrorist risk, even staff who stay at cor- 
porate headquarters should prepare for a 
hostile environment, with, say, some basic 
medical training. Itisindeed an ill wind. m 
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Forbes accepted in the High Court last week that allegations 
published in their magazine about Boris Berezovsky were false. 






They got it 
wrong Boris! 
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the Kremlin?! 
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Forbes accepted in the English High Court last week that allegations 
against Boris Berezovsky made in its magazine in an article entitled 


"Godfather of the Kremlin?" were false. 


Forbes accepted that there was no evidence that Boris Berezovsky was 
responsible for any murder, or has ever been charged with any offence 
involving violence. 

Forbes also accepted that it was wrong to characterise Boris Berezovsky 
as a mafia boss. 

Forbes agreed that they will publish in their magazine and on their 
website a correction notice together with the statement they made in 


the High Court. 


This advertisement has been placed by Logo VAZ a joint stock company of which Boris Berezovsky is a founder 


Ford Motor Company 


Junkyard blues 


Fresh talk that Ford might go bust 


N ANALYST who made his reputation 
by forecasting the downfall of both 
Enron and WorldCom claims that Amer- 
ica's biggest corporate borrower has been 
saved from going bust only because its 
name is Ford. Sean Egan is the founder of a 
young creditrating agency, Egan Jones, 
which is seeking recognition from the Se- 
curities and Exchange Commission. Its 
website trumpets its many triumphs. 

To back up his headline-grabbing 
claim, Mr Egan points to Ford's persistent 
losses, heavy interest obligations, huge 
pension-fund liabilities, excessive lever- 
age, over-reliance on securitised-debt 
sales, and more. His biggest worry is that 
Ford must keep tapping the market to roll 
over its debt. Last October, it was shut out 
of the unsecured-debt market when its 
spreads widened too far. Since then, it has 
relied increasingly on debt secured against 
customer repayments of car loans. 

There are two problems with this strat- 
egy. One, says Mr Egan, is that, sooner or 
later, the established credit-rating agencies 
will not tolerate the way in which such se- 
cured issues in effect debase the firm’s un- 
secured debt. The other is that conditions 
in the car business are getting tougher by 
the week. Sales in America will fall by 12% 
this year, according to the latest forecast 
from AutoPOLIS, an industry consultancy. 

Used-car values are now falling and in- 
ventories of new cars are rising. Both 
trends make it harder to raise securitised 
loans. Ford's inventory levels in America 
were running almost 2096 above normal at 
the end of February. In Europe, Ford is cut- 
ting back its leasing deals. 

Ford has brushed off Mr Egan's claim, 
stressing that its pension liabilities, for ex- 
ample, are manageable. This week, Stan- 
dard & Poor's (s&p) reaffirmed the com- 
pany's triple-B credit rating, one notch 
above junk status. Yet, since the failures of 
Enron and WorldCom, s&p and Moody's, 
the two biggest rating agencies, have faced 
criticism for being too slow to spot loom- 
ing corporate disasters. Mr Egan's view is 
that, even if investors do not share his 
view that bankruptcy is on the cards, they 
should at best price its bonds as junk. As if 
to drive home the gloomy message, Ford's 
share price, around $37 in 1999, fell this 
week to $6.60, its lowest for 15 years. 

Bill Ford, chairman and chief executive 
of the family company since Jacques Nas- 
ser was hounded out 18 months ago, is try- 
ing to re-trim the Ford vessel in the midst of 


a storm. General Motors (GM) has wrested 
the initiative in the American market, gain- 
ing market share from Ford thanks to its 
generous sales incentives. Ford has had to 
follow suit, even though its higher costs 
mean itis in no fit state to do so. GM's boss, 
Rick Wagoner, admits that the February 
slump in sales showed that discounts were 
losing the power to stimulate sales, after a 
good run ever since they were introduced 
after the terrorist attacks of September 11th 
2001. But he is determined to get them 
working again. 

Some progress has been made at Ford. 
Although it lost $980m last year, this was 
down on the $5.4 billion deficit in 2001. 
After stripping out one-off charges and ac- 
counting changes, it made profits of $872m 
last year, compared with an operating loss 
of $782m in 2001. It is closing some Ameri- 
can factories and straining to improve 
quality and its tired product range. Its Euro- 
pean business has been reshaped and ex- 
cess capacity slashed. The strategy of 
Ford's Premier Automotive Group (which 
comprises Land Rover, Aston Martin, 
Volvo and Jaguar) is being rewritten after 
overspending by former management. 

Yet, ominously, just as Mr Egan and re- 
cent increases in spreads on Ford bonds 
over treasury bonds have set alarm-bells 
ringing, signs of tension at the top of the 





company’s British-dominated manage 
ment team have emerged. Amid mucl 
embarrassment, Sir Nick Scheele, Ford’: 
chief operating officer and number two te 
Mr Ford, this week reversed a decision t 
place all of the firm’s advertising in. thi 
hands of wep (a British-based agency 






group that already handles 80% of. 
leak to the Detroit News said the firm wa: 
reviewing whether he had breache 
Ford’s purchasing procedures. It is hart 
enough to steady the ship in a storm; wher 
people start to attack the judgment of th 
first mate, might it not be time for the bi 
American banks to launch a lifeboat? 1 " 





Steel 


Corus of disapproval 


Another European corporate mess 


ALLELUJAH! might have been an 

overreaction to the creation of Corus 
in 1999—but the marriage was welcomed 
warmly at the time. The newly combined 
Anglo-Dutch group became the world's 
third-biggest steel company, with a £4 bil- 
lion ($6 billion) market capitalisation and, 
it seemed, scope to prosper in an industry 
plagued by overcapacity. Today the group 
is worth only £150m and is threatened 
with bankruptcy or possible break-up. 
What has gone wrong? 

Itisnow clear that Corus was an ill-con- 
ceived venture from the start. It failed to 
construct a workable model for its internal 
management, choosing instead to paper 
over the differences between the British 
and Dutch systems. Other, older, com- 
bined ventures, such as Royal Dutch/Shell 
and Unilever, have worked far better. 

Problems emerged last year when Co- 
rus pulled out of a Brazilian acquisition, 
amid arguments about strategic direction. 
But they came to a head on March 11th, 
when the supervisory board of Corus's 


Dutch arm blocked the £543m sale of th 
group's aluminium business to France’ 
Pechiney. Corus appealed against the dec 
sion in a Dutch court, but on March i3ti 
the court sided with the supervisory boar 
and the sale has now been abandonet 
Corus’s shares plunged by more than 60° 
as investors headed for the exit. Th 
group’s chairman said he would ste 
down earlier than expected. 

The nub of the argument was that th 
relatively healthy Dutch arm believes it i 
propping up the loss-making British arr 
and that the mainly British top managi 
ment has failed to grapple with its dome: 
tic problem. The Dutch refusal to endors 
the sale to Pechiney was designed to sta 
good money being thrown after bad. ~ 

Given the recovery in steel prices ovt 
the past 18 months, it is surprising that Ce 
rus has not done better. Regardless of tk 
court ruling, Corus admits that it must ui 
dertake a costly restructuring of the Britis 
business, with thousands of jobs at stak 
There is a risk of political interference, n. 
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to mention union rebellion. That takes the 
gloss off earlier cost-reduction efforts that 
have borne some fruit. 

There is also huge financial risk. Corus 
is better off than many competitors, in- 
cluding American ones, in that it does not 
face a looming pension crunch. As one an- 
alyst puts it, "Corus is an £11 billion pen- 
sion plan with a problematic steel busi- 
ness attached." But without Pechiney's 
money, Corus might have to resort to a 
rights issue. Its paltry equity base makes 
that look almost impossible. A €1.6 billion 
($1.8 billion) credit line expires next Janu- 
ary; already Corus's banks are twitchy 
about extending it. There is talk that a 
break-up might reveal hidden value. But 
for the time being, investors are unlikely to 
return until they can see more clearly 
where Corus is going. m 


Expensing share options 


Now for plan B 


IEW YORK 


[he battle to fend off sensible 
iccounting 


n desperate, last-minute lobbying 
saved America's technology firms 
astsummer from having to count as an ex- 
ense the billions of dollars-worth of 
hare options that they dish out to their 
taff each year. This time, the tech industry 
; better prepared. Even before the Finan- 
ial Accounting Standards Board (Fass) 
nnounced on March 12th that it was 
pening a formal inquiry into mandating 
12e expensing of stock options, a coalition 
f tech lobbyists was carpet-bombing the 
ress with propaganda. Wisely, the techies 
ave also shifted their defence. 

The expensing debate has required del- 
‘ate handling by Silicon Valley. On the 
ne hand, tech firms oppose the notion 
1at options are an expense at all: account- 





»lcker the heavyweight 


Business in South Korea 


Chaebol trouble 


SEOUL 
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Is the scandal at SK Group a sign of things to come in South Korea? 


OUTH KOREA'S new president, Roh 

Moo-hyun, was elected in part be- 
cause his promise to reform the coun- 
try’s large conglomerate groups, the 
chaebol, appealed to younger voters. But 
despite some headline-grabbing moves— 
not least this week's indictment of ten 
senior executives of sK Group, the third- 
largest chaebol-there are already signs 
that his reform efforts will struggle. 

On March 12th, a week after the Fair 
Trade Commission announced a probe 
of six chaebol-Samsung, LG, sk Group, 
Hyundai, Hyundai Motor and Hyundai 
Heavy Industries—over allegedly illegal 
intra-group transactions, the antitrust 
regulator suddenly decided to delay ac- 
tion "in consideration of the situation in 
Iraq and the North Korean nuclear cri- 
sis." Nor does it seem as likely as first 
thought that the move against sk Group 
will herald similar action against other 
scandal-ridden firms. 

On March 11th, prosecutors indicted 
SK Group's chairman, Son Kil-seung, 
who also heads the country's most influ- 
ential business lobby, and nine other top 
executives. The prosecution claimed that 
SK Global, a group company, had in- 


ing for their cost by the usual method (the 
Black-Scholes  options-pricing model) 
would cut tech firms’ reported profits by 
70%, on some estimates. On the other, tech 
firms must guard against the notion that 
their profits—such as they are—are an ac- 
counting fiction. This creates a countervail- 
ing urge to argue that the market is already 
counting in the costs of options, either in 
its studious attention to the footnotes 
(where American firms must already dis- 
close cost estimates), or in the way they di- 
lute corporate profits for shares in issue. 
Awkwardly, these two arguments are 
not only bogus, but contradictory. That 
has made them easier to demolish, a job 
done most comprehensively by Zvi Bodie, 
Robert Kaplan and Robert Merton in the 
latest Harvard Business Review. The stan- 
dard-setters at FASB, meanwhile, are stick- 
ing to their guns. So the latest gambit from 
the International Employee Stock Options 
Coalition, a tech-industry lobby group, is 
to shift the debate towards the practical is- 
sue of how the cost of options should be 
calculated. This, maintains the coalition, is 
such an uncertain and controversial art 
that expensing would do more harm than 
good, by sowing confusion among inves- 
tors. As evidence, they cite comments by 
Paul Volcker, an options-expensing heavy- 


flated its profits by more than 1.5 trillion 
won ($1.2 billion). 

Questions have been raised about 
the group's ability to service its debts, 
and creditors are meeting to decide what 
action to take. The group may stop being 
à loose network and instead adopt a 
more powerful holding company struc- 
ture. Some units may be spun off—per- 
haps starting with sk Telecom, says 
Merrill Lynch. Meanwhile, Mr Son and, 
more likely, the other executives may 
face a jail term. 

But the negative financial market re- 
action to the indictments—exacerbated 
by the global stockmarket meltdown this 
week—has made reform seem suddenly 
less appealing to many South Koreans. 
After all, what with the North Korean 
crisis and other global political events, 
declining consumer confidence, a falling 
won and growing competitive pressure 
from Chinese firms, is this really the best 
time to disrupt chaebol that, for all their 
flaws, remain the backbone of the coun- 
try's economy? Thus, the shake-up of sk 
Group may prove to be a one-off, as the 
reform of other chaebol is postponed 
pending economic recovery. 


weight. "There's so much controversy 
about how to expense [options]”, Mr 
Volcker said at a recent conference, “it may 
conceivably even now kill the credibility 
of expensing them." 

Mr Volcker seems surprised at his 
claimed solidarity with the techies: he says 
he was expressing a fear that their lobby- 
ing tactics might work. It would be better 
to expense inaccurately, adds Mr Volcker, 
than not at all. The odds are that FASB will 
take the same view. Testifying before Con- 
gress on March 4th, FASB’s chairman, Bob 
Herz, confirmed his desire to get options 
expensed. FASB officials say it has strong 
support among investors. After recent cor- 
porate scandals, Congress may be less in- 
clined to meddle, as it did in 1994 when 
politicians helped to block an earlier at- 
tempt to require the expensing of options. 

Still, there is a good argument that the 
Black-Scholes model may overvalue the 
cost of employee stock options, albeit by 
far less than the tech industry claims. (Op- 
tions are sometimes forfeited when em- 
ployees leave the firm, for instance, which 
makes the options worthless.) If the tech 
industry can claw back even a portion of 
the 70% of its reported profits that are 
about to vanish, its lobbying might still be 
money well spent. 8 
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British corporate governance 


Hating Higgs 


Britain's bosses are grousing about a 
new report on governance 


OW can a boss be a boss if he is told 

how to run his board? Britain's cor- 
porate chairmen are up in arms over à gov- 
ernment-commissioned review by Derek 
Higgs, a former banker, of the role and ef- 
fectiveness of non-executive directors. The 
review came complete with a code of prac- 
tice that the government wants to rush into 
effect by the summer. This week the Con- 
federation of British Industry (cB1) pub- 
lished the result of a poll of the top 100 
companies, to which 61 chairmen replied 
(three of them representing two firms 
each, something the code is against). The 
answers were a collective raspberry. 

The two provisions that chairmen hate 
most concern the designation of a senior 
non-executive director (82% against, 57% 
strongly so) and the chairing of the com- 
mittee nominating new directors (87% 
against, 61% strongly). The new code calls 
for a senior independent director to join 
regular management meetings with big 
shareholders and report back to the board. 
The critics complain that this muddles the 
role of the chairman, who elsewhere in the 
code is made responsible for communicat- 
ing with shareholders. The code also re- 
quires the nomination committee to be 
chaired by an independent non-executive, 
and not by the chairman—who may, how- 
ever, still sit on it. 

Institutional investors have mostly 
supported the Higgs reforms, even though 
they will have to do more work as a result. 
So why the fuss? Some of the critics appear 
to have read neither the review nor its pro- 
posed code. Yet the code—drafted not by 
Mr Higgs, but mostly by civil servants—ap- 
pears excessively detailed and prescrip- 
tive. And the government seems deter- 
mined to push it through. 

The code is a cumbersome document, 
roughly twice the size of today’s version, 
says Rod Armitage of the csi. Firms will 
have to comply with its provisions or ex- 
plain why they have not done so. “Comply 
or explain” has served corporate gover- 


nance well in the past. But it works best if 
there is peer pressure and a general accep- 


tance of the code. If those are lacking, too 
many companies may rebel. 
A hurried consultation process has ag- 


gravated bosses’ irritation. The govern- 


ment has made clear that it does not plan 
to do more than a bit of tweaking. Ruth 


Kelly, financial secretary to the Treasury, 


backed the reforms in a speech this week. 


Yet many firms will face an upheaval if 


they are to comply with the code. 

Sarah Wilson, managing director of 
Manifest, a proxy-voting company, be- 
lieves that every company in the FTSE 100 
breaks at least one of the provisions. 
Smaller firms may find compliance even 
more burdensome. Non-executive direc- 
tors do not come cheap. Simon Bartholo- 
mew of Russell Reynolds, an executive- 
search company, says it is harder for small 
quoted companies to recruit high-quality 
non-executives, because they often have 
weaker financial controls, their boards 
carry less prestige and they pay less. 

Mr Higgs, whose report is better read- 
ing than the code, could spend the week- 
end looking at how the code might be bet- 
ter drafted. If only the civil servants had 
made him write it in the first place. 8 


French corporate governance 
Independent? 
Moi? 


Independence is in doubt in the 
boardrooms of France 


66 FNDEPENDENT company directors do 
not exist,” says Claude Bébéar, foun- 
der of AXA, a French insurer. This was liter- 
ally true in France until the mid-1990s, 
when an investigation into reforms of 
French corporate governance introduced 
the concept to the country’s boardrooms. 
A further inquiry in 1999 recommended 
that at least one-third of company direc- 
tors be independent—with yet another re- 
port, last September, by Daniel Bouton, 
head of Société Générale, raising the rec- 
ommended quota to half. 
Now yet another paper, published by 
the Institut Montaigne, a think-tank in 
Paris set up by Mr Bébéar, concludes that 





] 
Spot the independent director 


Business 


French company directors are never truly 
independent. “We like the idea, but not the 
French interpretation of the Anglo-Saxor 
concept,” says Laurent Méniére, whc 
wrote the report. Whereas in America anc 
Britain the main reason for the ineffective 
ness of so many ostensibly independent 
directors is that they were recruited from 
among the boss's golfing chums, in France 
the problem is the old school tie. 

France's company boards are full ol 
members of the country's elite, which con: 
sists almost exclusively of graduates of the 
Ecole Nationale d'Administration (ENA; 
and the Ecole Polytechnique. There are only 
a few of them: ENA produces about 4c 
graduates a year, the Ecole Polytechniqut 
300. (This compares with thousands of 
graduates each year from America's anc 
Britain's top universities, plus countles: 
graduates of the university of life who art 
not barred from those countries’ top jobs. 
Among today's heavyweights, Ernest-An: 
toine Seilliere, boss of Wendel Investisse 
ment, an investment firm, and Henri de 
Castries, head of Axa, are both Enarques 
Bernard Arnault, boss of Lv MH, a luxury 
goods firm, and Bertrand Collomb, heac 
of Lafarge, are Polytechniciens. Jean-Marie 
Messier, the disgraced former head of Vi 
vendi, managed the rare feat of attending 
both schools. 

"It is always the same people on com 
pany boards, and many have amicable re 
lations,” says Mr Bébéar. That has led M 
Méniére to oppose having a mandatory 
quota for independent directors. He think: 
the main problem with corporate gover 
nance is the country’s dormant sharehold 
ers. Few institutional or retail investors at 
tend annual general meetings or vote 
instead sending in blank proxies. But there 
may be a simpler option. If itis too unbear 
able to select board members from outsidt 
France's own elite, why not do so from for 
eign elites? Such as those of Germany, o: 
even—Sacre Bleu!—Britain or America. 8i 


Business 
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Face value | The unrepentant oilman 


Unlike many of his rivals, Exxon's Lee Raymond thinks oil is unambiguously good 





íé ERYONE at this company works for the general good- 

and I'm the general of that general good." So declares Lee 
Raymond, boss of Exxon Mobil. In this age of political correct- 
ness and fluffy management mantras, his candour is refreshing. 
Few other corporate chiefs would even try to get away with the 
blunt talk that Mr Raymond favours. Yet despite an imperial 
style at odds with corporate-governance fashion, Wall Street 
fetes Mr Raymond as, to cite Morgan Stanley, “one of the most 
astute chairmen/CEOs in all of industry." 

On the face of it, it is easy to see why investors love Mr Ray- 
mond. Since taking charge in 1993, he has merged Mobil into Ex- 
«on successfully—squeezing out savings of $7 billion so far. And, 
through strict financial controls and concentrating power at this 
nce decentralised firm's headquarters in Irving, Texas, he has 
lelivered far better returns on capital than his main rivals. 

And yet there are reasons to doubt that such candour and 
lunt speaking are nowadays astute policies for any boss, let 
alone the head of the world's biggest oil company, at a time 
when oil stands accused of inspiring a likely war with Iraq 
and—if war does not do the job first-of devastating the planet 
hrough global warming. Given today's geopolitics, sharehold- 
'rs might be wise to go easy on the praise and instead to urge Mr 
taymond to pipe down and become warmer and fuzzier, rather 
ike BP's boss, Lord Browne, with his much-hyped strategy of 
aking the firm "beyond petroleum" into something greener. 

Do Mr Raymond's recent downbeat comments about war 
ind the oil markets suggest that he is starting to change his ways? 
ast week, he told Wall Street analysts that he would like to see 
jil prices fall (“we're not at all comfortable with oil prices in the 
uigh $30s") and denied seemingly well-sourced reports that he 
1ad met administration officials to discuss how to revitalise 
raq's oil industry after a war. Both comments were probably 
ust the same old truth and candour. 

After all, ask him about the future of energy, as The Economist 
lid recently, and you will still hear the Exxon tiger roar against 
he conventional wisdom. Dare to suggest that the scientific evi- 
lence for climate change is strong enough to warrant action, and 
Mr Raymond will label you naive and deliver a half-hour lecture 
(n how government scientists exaggerate evidence of global 


warming in order to win lucrative research finance—which may 
not be entirely untrue. Ask about renewable energy, and Mr Ray- 
mond obligingly dismisses it as “a complete waste of money”. 
Mention at your peril the possibility that hydrogen will be the 
fuel of this century, just as oil was that of the previous one. As he 
brushes you aside, Mr Raymond proclaims that “oil and gas will 
be the dominant energy until at least the middle of the century.” 

The argument that, in order to protect the environment, hu- 
manity must start to abandon oil and its symbiotic twin, the in- 
ternal-combustion engine, in favour of fuel cells that use 
hydrogen has become so fashionable that Tony Blair and even 
George Bush now espouse it. With the oilman in the White 
House in favour, surely Exxon must appreciate the case for at 
least saying the politically correct thing, even if its actions do not 
live up to the rhetoric? Far from it. Mr Raymond growls that Mr 
Bush and Mr Blair “just don’t know what they are talking about!” 
He insists that the costs of manufacturing hydrogen fuel (which, 
unlike petrol, is not a primary energy source) and developing the 
infrastructure to support fuel-cell-powered cars are simply too 
high. Exxon's forecasters are convinced that, even on the most 
optimistic assumptions, such green technologies will by 2020 
have lowered demand for gasoline by a mere 5%. 

Even while Exxon's rivals continue to pump oil as if there 
were no tomorrow-BP has just announced an investment in 
Russia's oil industry that dwarfs anything it is investing beyond 
petroleum-they also welcome, officially at least, the imminent 
invasion of the energy markets by fuel cells. Several have created 
hydrogen divisions inside their firms. This does not impress Mr 
Raymond. "Show me the money!" he thunders. 


Beyond money 

Mr Raymond is right that his rivals' new-found enthusiasm for 
greenery is not primarily driven by the profit-maximising mo- 
tive. But given the growing ability of activists to hurt share 
prices, those firms' shareholders might nonetheless regard such 
behaviour as prudent. Although Exxon, the firm responsible for 
the Valdez oil spill in Alaska, is increasingly criticised by activists 
and is the target of shareholder boycotts, BP, Shell and others are 
desperate to be treated more kindly. 

Shell, in particular, changed tack after its shares plunged in 
the mid-1990s. It had come under fire from corporate social 
responsibility activists over the execution of Ken Saro-Wiwa in 
Nigeria, where Shell is the biggest foreign firm. Environmental- 
ists had also attacked it over its planned disposal of an oil rig in 
the North Sea. The other oil majors worry, too, about the Carbon 
Disclosure Project, a coalition of shareholders with more than $4 
trillion in assets, which argues that firms that do not prepare for a 
low-carbon economy are risking their shareholders' capital. If 
nothing else, Exxon's rivals say quietly, their green investments 
will serve as hedging bets should the transition to clean energy 
happen unexpectedly soon. 

Judged by his financial record alone, Mr Raymond could 
claim to be the most successful oil boss since Rockefeller of Stan- 
dard Oil, out of which both Exxon and Mobil were spawned. His 
retirement, originally scheduled for this year, has been indefi- 
nitely postponed, and his mouth is still untamed. So what hap- 
pens to Mr Raymond's reputation in the years to come will be a 
barometer of the relative strengths of red-blooded capitalism 
and of the kinder, gentler, greener, more socially responsible— 
and perhaps less profitable—version. Watch this space. m 
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Horror stories 


Even without the uncertainty about Iraq, the global economy would be fragile 


Hn are supposed to hibernate all 
winter. This year they have had little 
rest. Investors marked this week's third 
anniversary of the NASDAQ stockmar- 
ket's peak by pushing most markets to 
fresh lows—some 50% or more below their 
levels in early 2000 (see chart 1). Some 
economists reckon that the outlook for the 
big rich economies is similarly grizzly. 

The reason why markets are nervous is 
not just the imminence of war with Iraq, 
but the evidence that, even without a war, 
the world economy is in worse shape than 
many had thought. America's total payroll 
employment fell by a huge 308,000 in Feb- 
ruary. Some of this was due to bad 
weather and the call-up of military reserv- 
ists, but other surveys confirm that compa- 
nies have been cutting labour in response 
to falling profits and rising energy costs. 

A weak jobs market, along with war 
fears, explains why in February the Con- 
ference Board's index of consumer confi- 
dence fell to its lowest in nine years. Con- 
sumer spending, the main pillar of the 
American economy over the past two 
years, seems to be stalling. Some econo- 
mists are starting to fret about the risk of 
another recession-the second in three 
years. Every big oil-price increase over the 
past three decades has been followed by 


an American recession. That does not 
prove that oil shocks always cause reces- 
sion. But with the economy already vul- 
nerable, a sustained rise in oil prices above 
$40 a barrel could nudge it over the edge. 

Many forecasters now expect GDP 
growth in America of only 1-1.5% at an an- 
nual rate in the first half of this year. Fu- 
tures markets are pricing in a more than 
50% chance that America’s Federal Re- 
serve will cut interest rates at its open-mar- 
ket committee meeting next week. 

It is not only America where growth 
forecasts are being shaved. A year ago, 
GDP growth in the euro area was tipped to 
be a respectable 2.895 in 2003 by The Econo- 
mist'spoll of forecasters; now itis expected 
to be only 1.1% (see chart 2 on next page). 
This represents an even more dramatic 
pruning than the cut in America's ex- 
pected growth rate from 3.6% to 2.5%. Ger- 
many's GDP shrank slightly in the fourth 
quarter, and may well have contracted 
again in the present quarter, meeting the 
popular definition of a recession. German 
industrial production jumped by 1.6% in 
January, but this followed a 3.5% fall in De- 
cember, so output remains weak. 

Jobs are also disappearing in the euro 
area. German unemployment jumped by 
135,000 in January and February, close to 





its fastest rate of increase since the depth: 
of the early 1990s recession. Germany’s 
jobless rate stands at 10.5% of its labow 
force. In France, too, surveys show tha 
households are more worried about job: 
than at any time since the early 1990s 
French consumer confidence has fallen te 
its lowest for six years. 

Japan, for years the economic laggard 
was in the unusual position of having thi 
fastest GDP growth rate in the fourth quar 
ter of last year (2.2% at an annual rate) o: 
any of the 15 rich countries that are moni 
tored each week on our Economic indi 
cators pages. This was largely due to ; 
jump in net exports, helped by strong de 
mand in China. But Japan's brief spur 
looks unsustainable: most forecasters ex 
pect its growth to average only about 0.57 
both this year and next. 

The recent rise in the yen against th 
dollar will hurt exports and reinforce de 
flationary pressures. Japan's trade surplu 
narrowed sharply in January. Toshihik 
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Special report The world economy. 


Fukui, who takes over as the new governor 
of the Bank of Japan next week, is not ex- 
pected to embrace a radical easing of 
monetary policy to rid the country of de- 
flation. The Japanese stockmarket fell this 
week to its lowest in 20 years, prompting 
fears of a new financial crisis, because 
lower share prices will erode the capital of 
banks and insurers when they close their 
books at the end of the financial year on 
March 31st. 


Still bubbling over 

To a large extent the fate of the rich econo- 
mies rests on America. Stephen Roach, 
chief economist at Morgan Stanley, reck- 
ons that America accounted for two-thirds 
of total global growth since 1995. If the 
American economy now stumbles again, 
neither Europe nor Japan look ready to 
take over as an engine of growth. 

Yet despite worries about the immedi- 
ate impact of a war and higher oil prices, 
most economists still expect America's 
economy, along with its stockmarkets, to 
rebound once the war is out of the way 
and the associated uncertainty lifts. For ex- 
ample, J.P. Morgan Chase is predicting an- 
nual growth of almost 4% in the second 
half of this year. This seems to assume that 
the recent slump in consumer and cor- 
porate confidence is mostly related to war 
fears. Iraq has clearly taken its toll on the 
economy, but there are also deeper pro- 
blems that would continue to cramp 
growth even without a war. 

The biggest is that the economic ex- 
cesses created by the greatest financial 
bubble in history have still not been fully 
purged. Ed McKelvey, an economist at 
Goldman Sachs, argues that the main rea- 
son why private-sector spendingis weak is 
that households and companies are still 
trying to correct the huge deficits that they 
'an up during the stockmarket bubble. 

Chart 3 illustrates the problem. Amer- 
«a's private sector was a net saver for 40 
years until 1997: the total income of house- 
10lds and firms always exceeded their 
spending, with average net saving of 2.6% 
Xf GDP. But the irrational exuberance of 
she late 1990s encouraged a massive boom 
m spending and borrowing, pushing the 
private sector into a deficit of 5.2% of GDP 
by 2000. In the year to the third quarter 
the latest period for which data are avail- 
able), the private sector was still in deficit, 
»o the tune of 1.4% of GDP. In other words, 

ays Mr McKelvey, the private sector is 
ynly halfway back to its long-term average 
iate of net saving of 2.6% of GDP. 

Firms have done much to cut costs and 
estore the health of their balance sheets, 
»ut they have further to go. In the early 
tages of a recovery, the corporate sector 
asually runs a small financial surplus, in- 
vesting less than cashflow. But America's 
ompanies continue to run a deficit. Worse 
till, profits have remained feeble. Ian Har- 
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wood, chief economist of Dresdner Klein- 
wort Wasserstein, estimates that profits 
across the whole economy, as measured in 
the national accounts, fell again in the 
fourth quarter of last year—the third quar- 
ter in a row of decline after a brief recov- 
ery. This may explain why firms are still 
cutting jobs. 

American households have done even 
less to repair their balance sheets. Personal 
savings rose from 2% of disposable income 
in 2000 to 4% in the fourth quarter of 2002. 
But Mr McKelvey reckons that the appro- 
priate saving rate, given the decline in 
households' total net worth as share prices 
have fallen, is somewhere in the 6-10% 
range. 

The main reason why households have 
been able to postpone their adjustment is 
their ability to borrow—and so spend- 
against the rising value of their homes. But 
that extra cash could soon run out: even if 
property prices stay high and mortgage 
rates stay low, the scope for home-equity 
withdrawal will decline. Households will 
then have to tighten their belts. This, in 
turn, implies that America's growth rate 
could remain below potential for some 
time, regardless of what happens in Iraq. 

The required adjustment in household 
saving back to normal levels can be cush- 
ioned (if not prevented) by monetary or 
fiscal easing. In 2002 America's economy 
had a fiscal stimulus worth over 2% of 
GDP. Withoutit the economy might barely 
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have grown. This year's boost is likely to be 
more modest. Defence spending will in- 
crease, but President Bush's proposed tax 
cuts are likely to be watered down by Con- 
gress. On top of this, cuts by state govern- 
ments, which are constitutionally bound 
to balance their budgets, are likely to offset 
as much as half of any easing by the fed- 
eral government this year. 

This increases the pressure on the Fed- 
eral Reserve to cut interest rates soon. In 
testimony to Congress in early February, 
Alan Greenspan, the Fed's chairman, 
hinted that he would wait for a resolution 
on Iraq, to see if the economy then re- 
bounds, and then cut rates if necessary. 
But the recent weakening of the economy 
argues for a rate cut now. 

Another prop to America's economy is 
the cheaper dollar, which will boost net 
exports. The snag is that a weaker dollar 
will hurt the rest of the world. The dollar 
hit a four-year low against the euro of al- 
most $1.11 this week after John Snow, 
America's treasury secretary, said that he 
was "not particularly concerned" about 
the dollar's decline. Europe and Japan, 
however, are much more concerned. 

The correct response by central banks 
in Europe and Japan to an appreciation of 
their currencies is to ease monetary policy. 
The Bank of Japan cannot cut interest rates, 
which are already at zero, but it has been 
intervening to push down the yen. The 
European Central Bank, on the other hand, 
has more room for manoeuvre. It duly 
trimmed rates on March 6th, by a quarter- 
point, to 2.5%. But this was not enough. 

Since the ECB cut interest rates in De- 
cember, the euro's trade-weighted value 
has risen by 6%, equivalent in terms of its 
impact on inflation to a rise in interest rates 
of more than half a point. Policy has, in ef- 
fect, tightened this year, even though the 
economic outlook has deteriorated; and 
the euro area's core inflation rate (exclud- 
ing food, energy and tobacco) has dropped 
below 2%. Fiscal policy has also tightened 
slightly because of the straitjacket im- 
posed by the stability pact, which is forc- 
ing Germany to increase taxes in the midst 
of recession. Tighter fiscal policy increases 
the case for monetary easing. 

If the world economy does stumble, 
policymakers will have to act quickly. 
Starting from a position of ample global 
excess capacity, further sluggish growth, 
let alone a recession, could raise the risk of 
deflation in some countries. There is 
clearly a big chance of further falls in share 
prices: in its latest quarterly review, the 
Bank for International Settlements argued 
that, despite the war premium, America's 
stockmarket still looks overvalued relative 
to historical norms. After previous bub- 
bles share prices have always become sig- 
nificantly undervalued before recovering. 
The economic and financial headlines 
could get worse before they get better. m 
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The iceberg beneath the charity 


Probes uncover submerged links between charities and terrorists 


HREE years ago, an Islamic charity in 

Saudi Arabia gave 10m riyals ($2.7m) to 
an Afghan religious scholar to build a 
mosque, two football-fields and a school 
in a rural area just outside Quetta, a city in 
Pakistan close to the border with Afghani- 
stan. When the charity checked the project 
recently, says Nawaf Obaid, a Saudi ana- 
lyst, it found that nothing had been bought 
except a piece of barren land with rubbish 
on it. Most of the money had disappeared, 
along with the Afghan scholar. The charity 
fears that it found its way to the Taliban 
and to al-Qaeda terrorists. 

People trying to track down al-Qaeda's 
money believe that charities are terrorists' 
biggest source of money. The problem 
arises, says David Aufhauser, general 
counsel of America's Treasury Depart- 
ment, partly because charities have out- 
posts in areas of conflict: their networks 
reach out to what he calls the world's 
“breeding-grounds for terrorists". 

So far, though, America has confined 
most of its actions against charities to its 
own turf. Prosecutors recently charged a 
Yemeni cleric, alleging that he had used 
collections from a mosque in Brooklyn to 
finance al-Qaeda. In February the head of 
Benevolence International Foundation, à 
Chicago-based charity, pleaded guilty to 
diverting money to help Chechens to fight 
Russians and Bosnian Muslims to fight 
Serbs. America has frozen the assets of 
more Islamic charities, including two of 
the biggestin the country, the Global Relief 


Foundation, also in Illinois, and the Holy 
Land Foundation for Relief and Develop- 
ment, in Texas. 

Tackling charities overseas, particularly 
in the Middle East and South-East Asia, is 
far harder. During the cold war, charities 
and private donors in Saudi Arabia and 
elsewhere gave money to the mujahideen 
in Afghanistan to fight Soviet troops. Al- 
Qaeda is thought to have taken over some 
of that financing network. Saudi charities 
are now trying to account for the money 
they have sent abroad in the past few 
years, says Mr Obaid. He reckons that 
some $40m-58m has gone astray. 

Bowing to pressure from America, the 
Saudi government has introduced con- 
trols. Charities must co-ordinate all over- 
seas donations with the foreign ministry, 
and a new oversight body has been estab- 
lished. Such moves are encouraging, Says 
Mr Aufhauser, "but we want further assur- 
ance that there are real plans with real con- 
sequences on the ground." 

The next stage for America and its allies 
is to go and evaluate those consequences 
on the ground-in Saudi Arabia and else- 
where. In October 2001 the Financial Ac- 
tion Task Force (FATF), a global body set up 
to fight money laundering, published 
eight recommendations to combat terro- 
rist financing and said it would start a pro- 
cess in June 2002 to take counter-measures 
against countries that flouted them. The 
FATF and the counter-terrorism commit- 
tee of the UN are poised to send people out 
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to check what countries are doing. Amer 
ica and its allies at the FATF have to decide 
where to visit first. “If we used an alpha 
betical list going backwards from z,” jokes 
one official who is designing the process 
“we could quickly get to Yemen, the Unitec 
Arab Emirates and Saudi Arabia.” 

If charities were to keep a closer eye or 
their money, a crucial source of terrorist fi 
nance could be whittled down. Many o 
the measures needed are quite simple. Thi 
FATF says, for instance, that charitie: 
should make field trips to verify that thei 
money is being used properly. But tht 
FATF and UN will not, officially, check uj 
on charities when they visit countries, be 
cause the FATF's pronouncements on tht 
subject are too vague to be used as a stan 
dard against which countries can usefully 
be judged. 

Members of the FATF cannot agret 
even on what a charity is, and they alst 
tend to think their own regulatory system: 
are best. Britain believes its Charity Com 
mission is superior to anything in Amer 
ica, where charities are overseen chiefly 
for tax purposes. An American officia 
boasts that “we're light years ahead of th: 
rest of the G7." In parts of Europe, she says 
many charities are not even registered. 

More profoundly, America and Europ: 
disagree over which organisations chari 
ties should be allowed to support. The Un 
ited States regards both the military ani 
political branches of Hamas, a Palestiniai 
Islamist movement, and Hizbullah, a Let 
anese-based political and military grou 
as terrorists. Britain and some Europea! 
countries consider only their militar 
arms as terrorists. 

Most of the charities investigated so fa 
have been Islamic, although the FATF’ 
push will apply to all. America's Depar 
ment of Justice has received and may no 
be investigating a report passed on fror 
the State Department that a charity i 





Maryland funds affiliates of Rashtriya 
Swayamsevak Sangh (rss), a militant 
Hindu group linked to the killing of Mus- 
lims in Gujarat last year. Britain's Charity 
Commission recently started investigating 
a charity, Hindu Swayamsevak Sangh, for 
links to extremist groups. 

One financier of terrorism on Amer- 
ica's list, says a British official, began by do- 
nating money strictly for refugees. It was 
only later that he took the step of giving to 
acharity that passed the funds to terrorists. 
A possible consequence of war against 
Iraq, says the official, an action that is un- 
popular in much of the Middle East, is that 
people who are today too fastidious to fi- 
nance terrorism may be readier to do it to- 
morrow. Whether or not that happens, 
says Mr Aufhauser, "there is no excuse for 
giving money to kill people." m 





Derivatives 


Buffetted 


Aninvestor launches an attack on 
market opacity 


D ERIVATIVES are financial weapons of 
mass destruction, opined Warren 
Buffett, chairman of Berkshire Hathaway, 
n his annual letter to shareholders last 
week. Mr Buffett criticised opaque pricing 
ind accounting practices that allow com- 
yanies and dealers to pick numbers to suit 
hem when valuing positions in swaps, 
yptions and other complex products 
whose prices are not listed on exchanges. 
credit derivatives and total return swaps, 
which are agreements to guarantee a coun- 
erparty against a default or bankruptcy, 
nerited special warning: they make a joke 
of margin requirements, he said. 

"Central banks and governments have 
o far found no effective way to control, or 
'ven monitor, the risks posed by these [de- 
ivatives] contracts," Mr Buffett concluded. 
le pointed to the concentration of risk 
imong a handful of top dealers and the 
ong-term nature of many contracts—“time 
'ombs" for the parties that deal in them 
ind for the economic system. 

These words, from a much-admired in- 
'estor, were met with righteous indigna- 
lon from the likes of Sir Brian Williamson, 
hairman of Euronext.liffe, the London- 
ased derivatives exchange, who talked of 

"serious slur". Even Alan Greenspan, the 
ed chairman, praised derivatives as indis- 
'ensable risk management tools. He 
laimed that credit-default swaps had lim- 
ted contagion after Argentina's default in 
iovember 2001. He agreed, though, that 
inlisted contracts could be traded and set- 
led more efficiently. 
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Mr Buffett has a special gripe. Four 
years ago he bought General Re, a reinsur- 
ance company with a subsidiary, General 
Re Securities (GRS), that he did not want. 
Attempts to sell GRs failed, by which time 
the market was happy to trade against its 
known, or suspected, derivatives posi- 
tions. GRS made a pre-tax loss of $173m 
last year and will take years to run off its 
portfolio. No wonder Mr Buffett is no 
friend of derivatives, even though he ad- 
mits his company uses them to hedge 
some positions. 

The history of derivatives is littered 
with disasters born of ignorance, compla- 
cency and lack of imagination at a senior 
level. As Long-Term Capital Management 
showed in 1998, derivatives make possible 
higher leverage, which can hugely amplify 
small errors. Often, investors and share- 
holders have been burnt by these acci- 
dents, while dealers have walked away 
with bonuses intact. 

Some commentators fret that more ac- 
cidents are coming, especially in credit de- 
rivatives. Many financial firms, especially 
insurers in America and regional banks in 
Europe, are taking on extra risk through 
credit-default swaps and collateralised 
debt obligations, whose behaviour has 
been less predictable than they had hoped 
(see next story). Fitch, a rating agency, gave 
warning this week that there is a con- 
centration of counterparty risk among the 
top ten global banks, and a lack of transpa- 
rency elsewhere. 

Fitch calculates that $140 billion of 
credit risk has been transferred from banks 
to insurers. But that still leaves as much as 





Sage in a rage 
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$12 trillion of credit-derivative risk in 
other parts of the system. Some of this is 
with European banks, notably German 
Landesbanks, says Fitch. Disclosure of de- 
rivative positions by some institutions that 
it rates has been poor. If it remains so after 
another three months Fitch may take “cer- 
tain ratings actions”, it says, adding that it 
will also have discussions with regulators. 
After broadsides from both Fitch and Mr 
Buffett in the same week, perhaps credit- 
derivatives users will engage in some 
timely self-criticism. m 


Collateralised debt obligations 


Toxic waste 


Investors, issuers and rating agencies 
wake up to yesterday’s excesses 


D JULY 2001 six Barclays investment 
bankers dined at Petrus, a posh restau- 
rant in London's St James's. They were so 
pleased with their ability to make money— 
for themselves and their bank-that they 
spent £44,000 ($66,000) on expensive 
wine and cigars. Most have since left Bar- 
clays, but the memories of that dinner and 
the deals that made it possible still haunt 
the bank—and its unfortunate clients. 

Alongside Petrus, other Latinesque 
names such as Flavius, Corvus, Nerva and 
Tullas are the cause of the hangover; so are 
Dorset, Taunton and Savannah. These are 
all fancy titles for investments known as 
collateralised debt obligations (cpos). 
cposare a clever way of exploiting anom- 
alies in credit ratings. Anumber of loans or 
debt securities payable by various compa- 
nies are put into a pool, and new securities 
are issued which pay out according to the 
pool's collective performance. The new se- 
curities are divided into three (or more) 
levels of risk. The lowest, equity tranche 
takes the first loss if any companies in the 
pool default. If enough losses eat that up, 
the next, mezzanine level suffers. The 
most-protected level, the senior tranche, 
should still be safe, unless the collective 
pool has severe losses. 

Given the poor performance of compa- 
nies in America and Europe over the past 
three years, and some spectacular defaults 
and frauds at once highly-rated compa- 
nies, itis hardly surprising that many cbo 
debt pools have suffered. It takes only a 
couple of defaults in a pool of 100 compa- 
nies to destroy the equity tranche. Down- 
grades of investmentgrade corporate 
bonds in America were a record 22% last 
year, according to Moody's, a rating 
agency, and it recorded bond defaults of 
$160 billion worldwide. The equity and 
mezzanine tranches of many CDOs have » 








Source: Fitch 


» suffered severe losses; some have been 
wiped out. Even senior tranches, usually 
rated AAA, have been downgraded be- 
cause losses may yet reach them. 

Flavius, Dorset et al are extreme exam- 
ples. Barclays issued over $3.5 billion of 
CDO bonds between 1999 and 2001, of 
which $2.9 billion were rated AAA by 
Fitch, a rating agency. Today, only $128m 
of the bonds survive as AAA. In the mean- 
time the underlying debtors have de- 
faulted on at least $120m, and the value of 
bonds rated below investment grade has 
ballooned from $196m to over $1 billion. 
Last week Fitch put these issues on nega- 
tive credit watch because of further con- 
cerns about deterioration. 

Barclays has done no deals since Au- 
gust 2001. But more recent CDO issues ar- 
ranged by the three most active banks, 
Deutsche Bank, J.P. Morgan Chase and 
BNP Paribas, have seen a similar down- 
ward trend. A report by Moody's released 
this month shows that only a handful of 
recent CDO deals have withstood the slide 
towards lower ratings and a weakening of 
the extra collateral supposed to make the 
senior tranches safer. 

Many insurance companies that in- 
vested in CDOS, or sold guarantees to en- 
hance the rating of the senior tranches, 
have had a rude shock. In America, insur- 
ers have for the first time had to mark-to- 
market paper losses on their CDO portfo- 
lios. Some have lost their appetite for 
CDOS altogether. Others that gobbled up 
early deals are pulling out. One is Abbey 
National, a British retail bank, which built 
up a £3.8 billion ($6.1 billion) cDo portfo- 
lio, and itself issued a cDo that included 
such credits as Enron and WorldCom. 


The Marjorie Deane internship 

Applications are invited for the 2003 Marjorie Deane 
internship. This award, financed by the Marjorie Deane 
Foundation, is designed to provide work experience for 
a would-be or junior journalist under 28, who will 
spend three months of the summer at The Economist, 
writing about finance. Applicants should send a letter 
introducing themselves, with an original article of 
about 1,000 words intended for the finance and 
economics section. Applications must reach us by April 
7th, and should be posted to: The business affairs 
editor (Deane internship), The Economist, 25 St 
James's Street, London SW1A 1HG 
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The investment banks that constructed 
these CDOs, and the rating agencies that 
gave them their initial high ratings, are feel- 
ing defensive. This is now a huge business. 
There may be $1 trillion of CDOs outstand- 
ing. Securitisation of credit is one of the 
few bits of investment banking that con- 
tinues to generate big fees—for arranging 
deals and for managing the pools of assets. 
The top arrangers and managers last year 
may have earned around $1 billion apiece 
in revenues. They do not want to kill the 
goose that lays the golden egg. 

But many investors have been burned. 
Not even the arrangers predicted the storm 
that would hit the credit markets. Nor did 
they foresee that cpos do not behave in 
step with the corporate credit market, es- 
pecially the synthetic CDOs, constructed 
from derivatives rather than underlying 
credits, and the managed cpos, in which 
managers can intervene daily to rebalance 
the portfolio. Often, their interest conflicts 
with that of some classes of investor. 

In the Barclays case the investors have 
become particularly disgruntled. These 
are not retail buyers but supposedly so- 
phisticated investors, some of whom issue 
bonds themselves. Their beef is that the 
deals were not transparent: Barclays did 
not tell investors, or the rating agencies, 
enough about how the assets were being 
managed. Barclays says it has reviewed its 
procedures and did nothing contrary to 
the terms of the deals. It may simply be 
that both Barclays and investors were 
over-optimistic. There was an unfortunate 
concentration of risk in sectors that turned 
bad, such as aircraft leasing, prefabricated 
housing, and even investment in other 
CDOS. 

As this exotic market matures dealers 
see less advantage in keeping it opaque. 
Last month the recently-formed CDO com- 
mittee of the Bond Market Association in 
New York ran a conference on CDO risk 
management. It will set up a sister commit- 
tee in London. Rating agencies are being 
more candid about their mistakes and 
their poor record of predicting CDO be- 
haviour. Some three-quarters of new deals 
may now be performing the useful func- 
tion of credit-risk transfer rather than sim- 
ply ripping out fees, says one risk manager. 

CDOsof cpos, or“cpo-squareds”, are 
becoming a secondary industry. That is 
because some tranches of CDOs, even 
those still rated AAA, are being touted ata 
discounted price as low as 92 cents on the 
dollar. Careful analysis of the assets can re- 
veal that they are steeply underpriced. It is 
possible to construct new CDOS out of the 
debris that can yield around 8% and still 
merit a AA rating from a friendly rating 
agency. Yet if there is more trouble in the 
credit markets, these could end up being 
just as disastrous for investors. In the 
meantime, the reconstruction experts can 
still afford to dine at Petrus. 8 





India and gold 
Foreseeing the 
future 


MUMBAI 
Gold traders have nothing to lose but 
their chains 


ASWANT SINGH, the Indian finance 

minister, declared in his recent budget 
that his country would become the gold- 
trading capital of the world. That met a 
gloomy response in Mumbai, where most 
of India's gold is traded. "The gold trade is 
dead," was one dejected trader's response, 
despite a cut in import duties on gold an 
nounced on February 28th, and the re 
moval a week earlier of a decades-old bar 
on futures trading in over 5o commodities, 
including the yellow metal. 

The Indian passion for buying gold 
mostly for jewellery, has cooled lately as 
prices have risen. Figures from the World 
Gold Council show that Indian consume! 
demand for gold fell by 36% to 363 tonne: 
in the first nine months of 2002, comparec 
with 571 tonnes in the same period a yea! 
earlier. More people are now selling thei: 
jewellery than buying, says the Mumba 
trader. Global manufacturing of gold jew 
ellery fell by 12% last year to an eight-yea 
low, because of a slump in such price-sen 
sitive markets as India and the Middl 
East. But there was a marked rise in globa 
investment demand for bullion, accordin, 
to Gold Fields Mineral Services, a London 
based precious-metals consultancy. 

Even as a weak dollar and fear of wa 
with Iraq have encouraged investors else 
where in the world to buy gold, demand ii 
the metal's biggest market has remainet 
dull. The absence in India of speculativ 
interest in gold is partly explained by th 
government's controls on trading gold fu 
tures, which were imposed in the 1960: 
Most of the gold trade was illegal until th 
late 1990s, when import restrictions wer 
lifted. Even then, jewellers could not hedg 
the price of the gold they bought for prc 
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cessing, and the banks allowed to import 
gold—such as State Bank of India, Bank of 
Nova Scotia, HSBC, and ABN Amro—could 
not trade or lend it. 

There may be around 10,000 tonnes of 
gold in India, mostly in jewellery form, ac- 
cording to some estimates. That would 
constitute the biggest gold hoard in the 
world. So far, attempts to encourage con- 
sumers to make their gold work harder for 
them have met with little success. Four 
years ago the State Bank of India launched 
a gold deposit scheme, promising 1.25% an- 
nually for three- to seven-year gold depos- 
its. It collected only seven tonnes, because 
much of the gold on offer was of uncertain 
quality, and because those who had 
bought gold with black-market money 
feared tax inspection. 

The freeing of gold futures should en- 
courage more European banks to enter the 
Indian market and so help those in the 
jewellery business to manage their risks 
better. To become a global gold hub, India 
needs a bullion exchange, complete with 
market-makers, says Savak Tarapore, a for- 
mer deputy governor of the Reserve Bank 
of India. More important, perhaps, is the 
need to scotch the notion that, in a poor 
country, itis sinful to trade gold. m 


M-commerce 


Phone me the 
money 


\ new attempt to get people shopping 
vy mobile phone 


HATEVER happened to mobile in- 
ternet shopping? Despite the hype 
luring the dotcom boom, people have 
ved reluctant to pay for things by 
'hone. Browsing on a mobile handset can 
ie painful: one survey found that ordering 
| book took 40 minutes. But phones with 
olour screens are spreading fast, network 
peeds are improving, and people seem 
lappy to buy such things as ring-tones, 
ogos and games. Can they be tempted to 
uy cinema tickets, books and cps too? 
Last month, a consortium of Europe's 
ading mobile  operators- Vodafone, 
"range, T-Mobile and Telefónica Mó- 
iles—announced a new initiative, the Mo- 
ile Payment Services Association 
MPSA), to make such shopping easier. 
Previous mobile-payment initiatives 
ave foundered on the mutual suspicions 
f operators and banks. The banks worry 
1at, if mobile phones become a standard 
vay to pay for things, operators may en- 
roach on their territory; the operators 
vant to keep a tight hold on their custom- 
rs and ensure that they get a cut of any 
10bile transactions. But they also want to 


Hedge funds in Germany 
Hans-come-lately 
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Even Germany's finance minister has begun to favour hedge funds 


ANS EICHEL used to be no friend of 

hedge funds. Only last year the Ger- 
man finance minister campaigned for a 
temporary ban on short-selling in times 
of crisis. But now Mr Eichel, prodded by 
a European Union directive and by 
worry about the flagging fortunes of Fi- 
nanzplatz Deutschland, seems at last to 
see the point of allowing these invest- 
ment vehicles to set up shop in Ger- 
many. Last week he proposed an 
overhaul of the country's antiquated in- 
vestment-fund and tax laws. 

"German policymakers have been 
backwoodsmen until now," says Caspar 
von Zitzewitz at TrendConcept, a fund 
manager in Frankfurt. Restrictive invest- 
ment and tax laws followed the pyra- 
mid-selling scandal of Bernie Cornfeld's 
Investors Overseas Services, which went 
bust in 1973, hurting many small inves- 
tors. The tax laws have discouraged Ger- 
mans from buying financial services 
abroad, and also from setting up hedge 
funds 


Those who were determined to set 
up or invest in hedge funds had to de- 
vise elaborate, sometimes semi-legal, 
dodges. Austria's Quadriga, an invest- 
ment firm, for instance, found a way to 
lure German investors into its commod- 
ities and financial-futures fund. Deut- 
sche Bank launched its Xavex series, 
funds of hedge funds, packaged into cer- 
tificates using total-return swaps. 

Will there be demand for hedge 
funds among Germany's traditionally 
risk-averse investors? So far German in- 
vestment in hedge funds is estimated to 
be only $5 billion, less than 1% of the to- 


avoid resembling banks too closely, or 
they will end up being regulated like them. 

Operators are wary of each other too, 
preferring to strike bilateral deals with con- 
tent providers and online merchants. But 
the MPSA signals a new approach. The op- 
erators have realised that mobile pay- 
ments are not a source of competitive ad- 
vantage, and that they will all benefit from 
a single standard, says Duncan Brown of 
Ovum, a consultancy. 

Tim Jones, the Mpsa’s chief executive, 
says the association will launch two pay- 
ment services next year. The first will 
make possible the purchase of low-priced 
items (below €10, ie $11) through operator- 
managed accounts, either prepaid or on 
the monthly bill, just as calls are charged 
today. The second allows users to register 
their credit-card details in advance, and 


tal invested in hedge funds. But defend- 
ers of hedge funds say that they are 
attractive in a prolonged bear market. 
The DAx, the German stockmarket in- 
dex, fell by 44% last year, offering plenty 
of opportunities to short shares. Those 
opportunities have continued this year. 

Benjamin Schliemann, a manager of 
Accumulus, a fund of hedge funds in 
New York, is poised to set up in Ger- 
many. Mr von Zitzewitz wants to launch 
a hedge fund too. They hope the new 
legislation will come into force in Janu- 
ary, but it still needs approval by both 
houses of parliament. It is likely to pass 
the lower house, where the government 
has a majority, but it may be blocked in 
the upper house, where it does not. And 
the necessary conciliation by committee 
could take a long time. 





Sleeping with the enemy 


then pay by tapping their personal identifi- 
cation numbers into their mobile phones. 
Conflict with the banks is avoided, since 
the operators' billing systems are used 
only for small transactions. 

The MPSA aims to encourage more 
credit-card transactions, not to compete 
with them. It will plug operators into exist- 
ing "merchant acquirer" organisations, 
which act as middlemen between finan- 
cial institutions and merchants. Under the 
terms of the EU's e-money rules, the oper- 
ators can avoid being regulated as banks 
provided they do not advance credit or pay 
interest on prepaid balances. 

But do people want to shop by phone? 
Mr Jones is optimistic. Mobile payments 
should appeal to children with no bank ac- 
count, he says. And they are also the best 
way to pay London's congestion charge. 8 
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Economics focus | Revitalising old Europe 


Adverse demographics demand longer working lives and Swedish-style pension reforms 





ONALD RUMSFELD'S scornful dismissal of France and Ger- 

many as “old Europe” was plainly intended to cut the two 
countries down to size. But the American defence secretary’s jibe 
struck a raw nerve across the continent, including the new Eu- 
rope to the east that he seems to prefer. For Europe, new and old, 
is ageing fast. 

Latest projections from the United Nations highlight the scale 
of the demographic changes ahead. The age of the median Ger- 
man today is 40, but by 2050, it will be 47;in France, the median 
age will rise from 38 to 45. Old Europe is getting older. But ageing 
is even more striking in central and eastern Europe. Over the 
same period in Poland, the median age will rise from 35 to 49; in 
Hungary, from 38 to 50. In marked contrast, the typical American 
today is 35; by 2050, he will be only 40. 

Population ageing happens when birth rates fall and people 
ive longer. In developing countries- whose median age is also 
‘ising sharply, albeit from a much lower base—ageing is wel- 
ome because it can give a demographic bonus to growth. The la- 
Jour force increases rapidly because of past high fertility, and 
he number of dependants grows more slowly because of de- 
lining birth rates. Workers save and invest more because they 
yave fewer children to raise and can expect to live longer. This 
lemographic windfall may have accounted for as much as a 

hird of the East Asian economic miracle between 1965 and 1990. 

In developed economies, population ageing is less welcome 
rom an economic and fiscal perspective. Unlike developing 
ountries, which age from the bottom up because of a falling 
virth rate, rich countries age from the middle, adding old people 
vith fewer workers to support them, and even fewer children to 
oin the workforce. So they face both a shortfall in growth and a 
'allooning fiscal burden. The problem is more serious in Europe 

han in America, because birth rates have been lower. 

In the 15 members of the European Union the working-age 
opulation will start to fall after 2010. Unless there is an offset- 
ing rise in productivity or employment rates, GDP growth will 
uffer because there will be fewer workers. The European Com- 
nission forecasts that annual growth will decline from around 
% to 14% by 2040. Growth in GDP per head declines less sharply 
iecause populations start to decline, but living standards will 


still be 20% lower in 2050 than if there had been no ageing. 

At the same time, the fiscal burden on the diminishing num- 
ber of worker-bees will rise as more people turn into pensioner 
drones. Across Europe, the dependency ratio of older people 
(aged 65 and over) to those of working age (15-64) will double 
from one-to-four to one-to-two by 2050. This will push up public 
spending on pensions and health care. According to the commis- 
sion, such spending in the Eu will rise by five-to-eight percentage 
points of GDP by 2040. 

One response is to try to fix the demographics. But this is 
hard. The age structure of the population bears the imprint of de- 
cades of below-replacement fertility: the working-age popula- 
tion in the EU is expected to fall by 40m over the next 50 years. At 
the same time post-war baby boomers are on the eve of retire- 
ment: the number of people aged 65 or over is expected to rise by 
40m. So apparent antidotes to ageing, such as immigration of 
younger workers, would require huge inflows to make a real 
dent on dependency ratios. This remedy is anyway politically 
unfeasible, not least since it might lead to runaway population 
growth, as the UN spelt out three years ago. Trying to raise birth 
rates is difficult because people's fertility does not seem to re- 
spond much to fiscal incentives. 


Europe's politically painful remedies 

The best way forward, therefore, is to find economic and fiscal 
solutions. But they have to be realistic. Higher productivity 
growth could offset the effect of falling numbers of workers. 
However, there is less reason to expect a productivity spurt than 
a decline from an ageing population, because older people tend 
to be less entrepreneurial. Another way to prepare for a future 
fiscal burden is to run down public debt now. But the experience 
of the past few years has shown this strategy to be politically 
flimsy: budget surpluses have been raided to pay for tax cuts or 
higher public spending. 

The top priority in Europe is to raise employment, both by in- 
creasing participation rates among the working-age population 
and by deferring retirement. At present, the overall employment 
rate in the working-age population of the Eu is 64%. This con- 
trasts with 73% in the United States and even higher rates in Den- 
mark, Sweden and the Netherlands. Three years ago, European 
leaders committed themselves at the Lisbon summit to big in- 
creases in employment rates by 2010—especially of older work- 
ers. Next week they will meet to review what progress has been 
made. The answer is: not much. They need to get cracking with 
reforms to pension systems and labour markets, rather than just 
talking about them. 

Achieving this does not require the EU to abandon its cher- 
ished social model for the American one. But European leaders 
may need to look east. Countries such as Poland and Latvia have 
pushed through radical pension reforms based on a Swedish 
template, which will reduce the fiscal pressures from population 
ageing and encourage longer working lives. 

For all their quarrels over Iraq, ageing European countries 
share a vital interest in international security. Investments in the 
developing world—boosted by funds from reformed pensions— 
offer a way to make future prosperity less vulnerable to the ef- 
fects of ageing. The opportunity is the greater because of the de- 
mographic bonus to growth in many developing countries. But 
if money is to flow in earnest, more must be done for investors— 
whether they live in old or new Europe. m 


ical 





Not out of the woods 


IWOKRAMA, GUYANA 


Aid agencies are losing interest in sustainable forest management 


N A hut in an Amerindian village, nine 

hours’ drive from Georgetown, Guyana's 
capital, a young schoolteacher is model- 
ling fish and other animals from ballato, a 
form of solid rubber gathered from sap. He 
sells them in Boa Vista, a nearby town. It 
supplements the meagre income he gets 
for teaching the village's 54 children. That 
is one modest way in which a tropical for- 
est yields income. A few hundred metres 
down the Essequibo river is another: the 
Iwokrama field-station, a base for research 
and for training foresters. It trains some re- 
searchers under contract, and it attracts a 
few eco-tourists. But neither ballato mod- 
elling nor the training of researchers gener- 
ates much revenue. Back up the dirt roadin 
Georgetown is the one activity that can 
really pay in this vast expanse of trees: cut- 
ting them down for timber. 

The world’s tropical forests continue to 
disappear with disheartening speed. In- 
deed, in spite of much talk and many inter- 
national efforts, the pace of deforestation 
appears to have been almost as high in the 
1990s as it was in the 1980s, when the 
world woke up to the issue. The United Na- 
tions’ Food and Agriculture Organisation 
has just published a report on the state of 
the world’s forests which estimates that, 
between 1990 and 2000, Africa’s forest 
cover declined by 0.8% a year and South 


America’s declined by 0.4%. 

Now, international attention and de- 
velopment aid are shifting away from for- 
ests. America’s Agency for International 
Development has put its environment de- 
partment into a bigger Department of Ag- 
riculture, giving forestry a lower profile. 
Canada’s aid agency has got rid of the for- 
estry adviser in its policy branch. The only 
senior forestry adviser in the Swiss De- 
velopment Corporation is retiring, to be re- 
placed by a part-timer. And so on. Most 
new World Bank forestry loans in the 
1990s went to China and India: China no 
longer qualifies for cheap loans, and In- 
dia’s are threatened by squabbles between 
state forestry departments and environ- 
mentalists. Other aid donors are put off by 
the complexity of forest management and 
the difficulty of spending lots of money 
quickly. A World Bank official once fam- 
ously growled, “Forestry—1% of the lend: 
ing and 90% of the headaches.” 


The woods and the trees 

The search for sustainable tropical forestry 
has become bogged down in a welter of 
disagreement about what “sustainability” 
is meant to achieve and who should foot 
the bill. Iwokrama illustrates the problem. 
In 1992, borne on a wave of environmental 
enthusiasm, Desmond Hoyte, Guyana’s 
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president, offered the world 3,700 square 
kilometres (1,400 square miles) of pristine 
rainforest. The United Nations provided 
$3m to back the project, which aimed to 
demonstrate the sustainable use of tropi- 
cal forests. As the funds have been used up, 
Iwokrama's donors have come to hope 
that sustainability might be financial as 
well as environmental, making money 
from tourism, training, and timber and 
other forest products. In fact, says Iwok- 
rama's retiring director-general, Kathryn 
Monk, it is difficult-if not impossible—to 
combine financial self-sufficiency with 
environmental sustainability. 

In most forests, the obvious source of 
income is timber. Logging contributes 3-6% 
of the Gp» of tropical countries, and em- 
ploys 3-8% of the workforce. But it is rarely 
sustainable financially, let alone environ- 
mentally. Few commercial loggers expect 
to cut a particular forest more than once 
Most of the companies practising good for: 
est managementin tropical countries doso 
not in the wild but in plantations, accord 
ing to Steve Bass of the International Insti: 
tute for Environment and Developmen 
(ED), a research group based in London 
"Forestry in natural forests is often run by 
asset- strippers," as he puts it. 

Environmentally sensitive souls in rick 
countries, buying a new garden bench 
may scour the shops for sustainably man 
aged timber. Schemes of forest certifica 
tion have been expanding rapidly, led by 
the Forest Stewardship Council. This body 
set up in 1993 and run from Mexico, certi 
fies forests that are managed according t« 
certain environmental and social stan 
dards. All told, just over 1m square kilc 
metres had been certified by January 200: 
twice as much as a year earlier. But dé 
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veloping countries account for only 8% of 
the total, and their share is falling. 

In temperate forests, most forestry is 
sustainable, in the sense that repeat rota- 
tions of felling and regrowth are possible. 
But temperate forests contain far fewer 
species of trees than tropical ones. A typi- 
cal hectare of tropical forest will contain 
around 300 tree species. So the costs of lo- 
cating and extracting a particularly valu- 
able tree are much lower in temperate than 
in tropical forests. 

Ownership rights, too, tend to be more 
complex in tropical forests than in temper- 
ate ones. Temperate forests are usually 
treated as assets, and have owners with 
clear title. Nobody actually lives in them. 
That allows them to be managed on a long 
timescale, which is the essence of sustain- 
ability. Tropical forests, by contrast, are of- 
ten dwelling places, inhabited by people 
who rely on them for food but whose 
claims to ownership are based on tradi- 
tion, rather than written titles. Such tradi- 
tions are all too often overridden by gov- 
ernments. Conversely, in some tropical 
countries, landless individuals turn up, cut 
down a piece of forest they do not own, 
and squat on it. Who owns what is debat- 
able. That makes conservation hard. 

The political instability of many tropi- 
cal countries also makes management dif- 
ficult, says David Kaimowitz, director of 
the Centre for International Forestry Re- 
search in Indonesia. “Well over 50% of the 
world's tropical forests are in countries 
that have had violent conflict in the past 15 
years," he points out. The world's second- 
largest tropical forest is in war-ravaged 
Congo. "If you can't even manage basic 
governance, how are you going to keep 
people out?” 

That creates a problem for environmen- 
al groups, such as the highly influential 
conservation International, which be- 
ieve that sustainability implies conserv- 
ng forests in their pristine form, in order to 
rotect the existing mix of biodiversity. 
Che only likely way to achieve that goal is 
o acquire tracts of forest-and to protect 
hem successfully from intrusion. Yet Ruth 
Nussbaum of Proforest, a company 
ipecialising in sustainable approaches to 
orestry, argues that the toughest question 
S "not, can we get sustainability, but can 
ve exclude illegals?" 

Besides, many foresters argue that the 
eserved-in-aspic approach is unnec- 
ssarily rigorous-and bound to fail. *We 
arely have the option to leave things 
lone,” says John Hudson, senior forestry 
idviser to Britain's overseas-aid depart- 
nent. Jeff Sayer of wwe International, a 
reen lobby group, argues that any long- 
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“Silver Bullet or Fools’ Gold? A Global Review of 
larkets for Forest Environmental Services and Their 
npact on the Poor.” By Natasha Landel-Mills and Ina 
orras. IIED March 2002. 


term solution for tropical forests has to in- 
volve better livelihoods for those who live 
around and in them. Big, remote, pristine 
parks will not survive population and po- 
litical pressures. That need not be a disas- 
ter for conservation, he says: forests that 
are well managed for timber also afford 
good protection to biodiversity. The range 
of preserved species may be smaller, but 
“there is very little evidence that, if one 
species goes, so will lots of others.” It may 
also be wiser to think in terms of manag- 
ing a landscape, rather than forests alone. 
Some hope that new sources of income 
will make it possible for tropical forests to 
combine financial and environmental sus- 
tainability. A whole range of markets has 
recently emerged, in which agencies such 
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as local governments and international 
donors pay for four kinds of forest envi- 
ronmental services: watershed protection, 
protecting biodiversity, mopping up car- 
bon and preserving landscape beauty. But 
an analysis* of these by the mp recently 
drew attention to their many weaknesses. 
Markets work well only with clear gover- 
nance, something that many developing 
countries lack. Also, they may exclude the 
poor, or may concentrate on protecting 
one commodity at the expense of others. 
As so often with the environment, do- 
ing harm is easy. Knowing how to put 
things right is hard; and actually doing it 
harder still. But if donors give up, forests 
will be left to green extremists and logging 
companies. That would be worse. m 





i j 
svrnoningyv 


Evolutionat 


Pro bor o publico 


The evolution of punishment explained 


UMANS, unlike most other animals, 

often co-operate with individuals to 
whom they are unrelated. That puzzles 
evolutionary biologists. It means they 
have to explain the spread of genes which 
cause an individual to engage in altruistic 
activities that are costly to perform, and yet 
benefit only others. The usual assumption 
is that favours will be repaid. The question 
is how, given the number of cheats and 
freeloaders around, that repayment can be 
relied on. And one of the answers is to 
punish the cheats. 





This will cost me more than it costs you 


However, imposing punishment, too, 
is costly—often, it seems, more costly than 
an individual's own interests could justify. 
So the problem is merely pushed back a 
step. There still needs to be an explanation 
for the evolution of this so-called altruistic 
punishment. 

Robert Boyd, an anthropologist at the 
University of California, Los Angeles, and 
his colleagues, think they have found it. In 
a paper just published in the Proceedings of 
the National Academy of Sciences, they dis- 
cuss a series of computer simulations that ^ 


» show how, once they appear, genes for 
altruistic punishment tend to spread. 

Dr Boyd modelled 128 groups of indi- 
viduals who, together, constituted a "vir- 
tual" society. He then let his model society 
evolve. There were two distinct evolution- 
ary pressures at work. Individuals com- 
peted with one another in a classic Darwi- 
nian manner. But entire groups competed 
as well. In Dr Boyd's model (as in the real 
world), these two pressures tended to 
work in opposite directions. 

Each group comprised individuals who 
adopted one of three behavioural strate- 
gies. "Co-operators" helped the group to 
improve its fitness at the expense of their 
individual rewards. “Defectors” willingly 
accepted the help of others, but did not re- 
ciprocate. “Punishers” behaved like co-op- 
erators, but also punished defectors at à 
cost to themselves. 

At first, the researchers ran their model 
without including punishers in it. In this 
case, when the groups were small (four in- 
dividuals per group), co-operators came to 
dominate. Freeloading off other group 
members is not a great strategy when the 
others are few in number. Co-operation, 
by contrast, helps everybody in the com- 
petition with other groups. When the 
groups were larger, though (up to several 
hundred individuals), defecting came to 
dominate. In this case the benefits con- 
ferred on an individual by defecting out- 
weighed the cost to the group. Which is 
where punishment came in. 

Dr Boyd showed that when punishers 
were introduced to the mix, even if they 
started in only one group, their strategy 
spread rapidly through the population. 
The benefits to a group of having punish- 
ers to keep defectors in check outweigh the 
cost to individual punishers. This is par- 
ticularly true when defection is rare, as the 
cost to punishers is then lower. And be- 
cause defection does not pay when pun- 
ishers are common, it tends to be rare—a 
virtuous circle. 

So much for the theory. But it also 
seems to illuminate reality. Modern 
hunter-gatherer societies, which are as- 
sumed to be similar to those of early man, 
have a maximum size of 150-180 people. 
Without punishment, the computer simu- 
lations suggest that co-operation would 
have died outin groups of this size. 

There is a long way to go, of course, be- 
fore computational anthropologists can 
accurately simulate human societies. Dr 
Boyd hopes to move a bit in that direction 
by making the models of both individual 
behaviour and group structure more com- 
plex. For example, the existing model has 
no geography. All the different groups are 
thus equally likely to encounter each 
other. However, the model can already say 
something interesting about what might 
have happened hundreds of thousands of 
years ago. And thatis no small feat. = 


Early humans 


Footprints in the ash of time 


The oldest human spoor 


HIS footprint was made some time 

between 385,000 and 325,000 years 
ago by an early inhabitant of southern It- 
aly. It is part of three sets of tracks that 
are the oldest human footprints known. 
They were planted in what was then 
fresh volcanic ash in what is now the re- 
gion of Campania. 

At that time, Homo sapiens did not 
exist. The human world had been 
dominated for about 2m years by a spe- 
cies called Homo erectus, which had 
spread across Africa and parts of Eurasia. 
But the reign of erectus was coming to its 
end 400,000 years ago. The various 
populations of the species were evolv- 
ing apart from each other. Europe was 
inhabited by Homo heidelbergensis and 
by early examples of Homo neandertha- 
lensis. Paolo Mietto, of the University of 
Padua, and his colleagues, think the 
Campanian tracks were made by early 
neanderthalensis. Remains of this spe- 
cies have been found in several places in 


Mining and microwaves 


Rock on 


Anew way of extracting valuable 
minerals 
nn a a lump of rock might 
sound a bizarre idea, but if Sam King- 
man of Nottingham University, in Eng- 
land, is right, it could save mining compa- 
nies a lot of money. Dr Kingman claims 
that some 3-5% of the world's electricity is 
used to grind up rocks to release the useful 
minerals they contain. Most of that energy 
is wasted, ending up as heat and noise. 

Dr Kingman has spent the past seven 
years perfecting his recipes for microwav- 
ing rocks. He has found that microwaving 
ore-bearing rocks can disintegrate them as 
effectively as grinding them up, but at half 
the cost in energy. Since that cost accounts 
for over half the operating costs of a typi- 
cal mine, the result could be a big saving. 

The technique works because minerals 
respond differently to microwaves. Some, 
such as copper sulphide, absorb micro- 
waves well and heat up fast when exposed 
to them. Others, such as quartz, are almost 
transparent to microwaves, so hardly heat 
up at all. This differential heating creates 
cracks in a rock, encouraging it to fall apart 
into its constituent grains. 





Early-man Friday 


Italy, including Circe's grotto, a site north — 
of Campania where the legendary witch 
of that name is supposed to have lived. 

Dr Mietto did not actually discover 
the tracks. They are well known locally, 
and are referred to as the devil's trails. 
But his report in the latest issue of Na- 
ture is the first to put a date on them. 


Of course, it is not as simple as that 
Each rock type requires a different micro 
wave recipe, for there are many subtletie: 
involved. The frequency, intensity anc 
timing of the microwaves used is crucial 
Apply too little energy, or the wrong sort 
and the grain boundaries will not crack 
Apply too much, and the properties of the 
minerals may be changed in ways thai 
make them harder to process afterwards. 

To calculate the optimum way to micro 
wave different rock types, Dr Kingman anc 
his team use computer simulations. Thest 
allow them to arrive at what looks like th« 
best combination of frequency, intensity 
and timing, without having to conduc 
costly and time-consuming experiments 
Only when the optimum for a particula 
rock type has been worked out is a lump o 
that rock actually put in the oven (or 
rather, in a high-powered microwave cav 
ity), to find out if the computer was right. 

Most rocks require only a quick blast o 
microwaves—sometimes less than a quai 
ter of a second. This is just enough t 
weaken a rock's structure, so that it fall 
apart easily when thrown into the grinc 
ing mill. An extra benefit is that the wa 
microwaves cause rocks to crumble er 
ables more of the valuable minerals i 
them to be recovered than tradition: 
grinding would. This means that mine 
whose ore is too poor to be worth workin 
when metal prices are low might now b 
worked more often than in the past. An 
thatis a recipe miners can savour. 8 
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Love's orbit 





Siri Hustvedt has long been regarded as something of a cult novelist. Her third 
book should finally win her the wider readership she deserves 


ITH her latest novel of ideas, the 

Minnesota-born writer, Siri Hust- 
vedt, joins a band of brainy contemporar- 
ies which includes Milan Kundera, Um- 
berto Eco and Michel Houellebecq. “What 
I Loved" is a self-consciously clever piece 
of work, brimming with ideas about love 
and memory, perception and change. It 
also tells a moving and, in the end, 
gripping story. 

The narrator is a retired professor of art 
history called Leo Hertzberg. Leo says he 
no longer thinks of himself as an actor in 
hisown story, but as an audience member 
who has chosen to speak up. And speak up 
he does. Tirelessly. His eyes may be failing 
buthe has the memory of an elephant. 

Leo begins his reminiscences in the 
mid-1970s, when he buys a painting by an 
up-and-coming New York artist, Bill Wes- 
chler. Later the two men meet. In time they 
and their wives—Erica, another academic, 
and Lucille, a poet-become good friends. 
They even move into the same apartment 
building on Greene Street. Their sons are 
born within a few weeks of one another. 

Then Bill falls in love with another 
woman, Violet, an artist's model. Where 
Lucille is brittle and highly strung, Violet is 
as passionate and earthy as Bill is, though 
she comes with serious scholarly creden- 
tials, as a budding expert on hysteria and 
eating disorders. Bill tries to hold his family 
together, but ultimately he cannot resist. 


What I Loved. By Siri Hustvedt. Henry Holt; 
370 pages; $25. Sceptre; £14.99 


He abandons Lucille and his son, Mark, to 
live with Violet, whom he later marries. 

Bill's reputation grows steadily through 
the 1980s, and he becomes an artworld ce- 
lebrity. Meanwhile, Violet, Leo and Erica 
churn out books, essays and conference 
papers at an impressive rate. The years 
pass. But everything changes for Leo and 
Erica when their 11-year-old son, Matt, dies 
in a boating accident. The parents are in- 
consolable. Their marriage falls apart. Er- 
ica moves to California, while Leo slowly 
gravitates towards Mark, Violet and Bill. 

As Leo writes all this down, he inter- 
prets his family life and friendships in the 
coolly analytical way he would a painting. 
Past events and conversations serve as 
springboards from which he leaps off 
into long passages of wordy rumination. 
Often these pages are illuminated with 
intriguing perceptions, as when he 
suggests that "love thrives on a certain 
kind of distance...it requires an awed 
separateness to continue." 


However, like many of the other char- 


acters, Leo is a card-carrying New York 
intellectual, temperamentally incapable 
of boiling an egg without pondering its 
existential implications or reflecting on the 
latest Brancusi show at the Met. Such crea- 
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tures do exist, and Ms Hustvedt should 
know how toe-curlingly pretentious they 
can sound: *Why was she telling me this? 
Had she enmired herself in a semantic rid- 
dle—what does love mean?—or was she 
confessing a lack of feeling? Why did she 
describe deeply personal, even humiliat- 
ing stories as if they were puzzling exer- 
cises in a beginning logic textbook?" There 
is a lot of this in the first third of the novel, 
but it is worth keeping faith. As it goes 
along, "What I Loved" only gets better. 

After Matt's death, the tone changes 
and the novel develops in surprising ways. 
Ms Hustvedt manages to wring a great 
deal of pathos from the breakdown of 
Leo’s and Erica’s marriage without ever 
getting mawkish. And the last hundred 
pages or so, which focus on Leo's relation: 
ship with Mark, who has grown up to be: 
come a deceitful and possibly murderous 
teenager, have the turnability of a good 
thriller. 

Much of the best writing in the book is 
about creativity. Ms Hustvedt gives a cleas 
sense of her characters’ inner lives with 
reference not just to the things they say o! 
do, but also to their work. Thisis especially 
important with Bill. There are detailed de 
scriptions of his art, from the quirky early 
portrait that caught Leo's eye to his increas 
ingly conceptual collages, installation 
and video pieces. His work changes as h« 
changes. Ms Hustvedt subtly and convinc 
ingly captures the interplay between Bill' 
artistic life and his everyday life as i 
husband, a parent and a friend. 

Ms Hustvedt's previous two novels 
"The Enchantment of Lily Dahl" (1996 
and, before that, "The Blindfold" (1992. 
were slick and stylish: accomplished if na 
very substantial. "What I Loved" is muc 
richer. It should consolidate her reputatio 
as an ambitious and original talent. m 
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American gamblers 
How they made 
their luck 





Something for Nothing: Luck in America. By 
Jackson Lears. Viking; 392 pages; $27.95 and 
£17.50 


[PENAT gamblers playing the slot 
machines in an American casino are of- 
ten reluctant to take a break lest they miss a 
big pay-off. Some, indeed, are so loath to 
relinquish their place that, when nature 
calls, they urinate on the floor next to the 
slot machine or into the plastic coin cups 
supplied by the casino. Others, more pru- 
dent or more fastidious, wear adult dia- 
pers. Nor is trust in luck in the United 
States confined to such obsessives. Young 
Ralph Ellison, later a famous author, 
bought Sigmund Freud's “The Interpreta- 
tion of Dreams" on the assumption that it 
would help him win the lottery. 

Jackson Lears, a professor of history at 
Rutgers University, New Jersey, presents 
these as examples of a seditious tradition. 
Throughout the country's history, he ar- 
gues, gamblers have always challenged 
"an American creed: the faith that we can 
master chance through force of will, and 
that rewards will match merits in this 
world as well as the next." By putting their 
faith in numbers, horses and playing cards, 
gamblers assert, in effect, that luck matters 
inlife, and that net worth has little or noth- 
ing to do with moral worth. 

In the 18th century, respectable folk 
were shocked by the way people of all 
classes and colours mingled promiscu- 
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ously at cockfights. In the 19th century, 
they shivered excitedly over the big bets 
that John “Bet-a-Million” Gates, a barbed- 
wire magnate, made on which of two rain- 
drops would hit the windowsill first, and 
over the misdeeds of Doc Holliday, who 
spent his short violentlife in the Wild West 
drinking hard, dealing cards and pulling 
knives and guns on anybody who accused 
him, correctly or not, of cheating. 

But gambling was mostly tolerated. It 
was not until the 20th century, from 
roughly 1910 to the 1970s says Mr Lears, 
that anti-gambling laws were fiercely en- 
forced in America, with small gamblers 
suffering more than big ones, who could 
afford to bribe the police to relax their sur- 
veillance. It is, he thinks, not entirely co- 
incidental that this period also saw the 
apogee of the business culture of mass 
production and managerial control. In- 
spired by Frederick Winslow Taylor, the fa- 
ther of scientific management, industri- 
alists then wanted reliable assembly-line 
Workers, loyal settled folk who accepted 
labour discipline and domestic respon- 
sibilities. Employees who were, in fact, 
everything that gamblers are not. 

The laws against gambling loosened 
once the climate began to favour greater 
risk-taking. During and after the Reagan 
era, re-engineering the corporation be- 
came the mantra of executives, who cele- 
brated flexibility (“we eat change for 
breakfast" was a typical advertising slo- 
gan) as well as spontaneity and chance. 
Employees were urged to be dynamic too, 
and to stop worrying about job security. 
Mr Lears doubts that executives were quite 
as intrepid as they claimed-or as they 
urged their workers to be—even in the 
boom years. The most prominent cele- 
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brants of economic uncertainty, he notes 
laconically, are often safely insulated from 
it themselves. 

Such a brief, stark summary of one of 
his explorations of possible cause and ef- 
fect does not do justice to the subtlety, den- 
sity and intelligence of his argument. This 
book has a serious, even a moral, purpose. 
In examining the interplay between gam- 
bling and the wider culture in America, Mr 
Lears, a humane man, seeks to underline 
how fitfully and unpredictably people get 
what they deserve in life. “A recognition 
of the power of luck might,” he hopes, 
“encourage fortunate people to imagine 
their own misfortune and transcend the 
meritocratic myth.” m 





Masturbation 


One and only 





Solitary Sex: A Cultural History of Mastur- 
bation. By Thomas W. Laqueur. Zone Books; 
502 pages; $34 and £22.50 


INCE no subject today seems to be 

wanting for a cultural history, no sub- 
ject is unimaginable. Not even masturba- 
tion, even though it is as close to a sexual 
taboo as you can get in the 21st century. 

Thomas Laqueur, a history professor at 
the University of California, Berkeley, de- 
livers his most penetrating observation in 
his penultimate footnote (and there are 70 
pages of them). "In general, masturbation 
is that rare thing in modern talk about sex- 
uality: something best left unspoken and 
so discomfiting that it can only be 
broached by a joke," he writes. Bill Clinton 
sacked his surgeon-general for saying the 
dread word at a press conference, which is 
a joke, surely. 

Mr Laqueur reports that, in the experi- 
ences of pollsters, only personal income 
provokes as much reticence. Yet masturba- 
tion is a common, if not shared experience, 
in both men and women. The author cov- 
ers everything there is to say about the 
subject, often saying it twice or even three 
times. We learn that to describe it as onan- 
ism is to misread Genesis. Onan spilled his 
seed on the ground, not as an act of soli- 
tary sex, but because he did not wish to im- 
pregnate the wife of his late brother. The 
biblical reference gave his name to a book 
published in 1712 and titled “Onania”, a 
clever concoction of salacious case studies 
of the act, coupled with stern disapproval 
of it. The book went through many edi- 
tions; both author and publisher made a 
decent profit; Mr Laqueur identifies it as a 
landmark in masturbation studies be- 
cause its publication defines the moment 
when solitary sex “moved from the distant »» 


The Economist March 15th 2003 


> moral horizon to the ethical foreground." 
Masturbation was denounced by 
teachers, doctors and churchmen as the 
vice of vices, punished by dreadful physi- 
cal symptoms, from desiccated limbs to 
blindness. To prevent it, specialist manu- 
facturers offered erection alarms, penis 
cases, sleeping mitts and hobbles to stop 
girls from spreading their legs. Freud was 
exercised by it throughout his life. But the 
medical case against masturbation did not 
survive beyond the 1920s, and by the end 
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New films 


Monty's wake 


LOS ANGELES 


of the century it had become, in some 
circles, “a model of self-sufficiency, moral 
autonomy and freedom from the over- 
weening power of patriarchy and hetero- 
sexuality.” It was especially respectable in 
feminist and gay circles. 

At the start of a new millennium mas- 
turbation supports profitable businesses 
selling pornography and vibrators. One 
thing cultural history shows is that there 
really is nothing in the world from which 
ingenious people won't make money. 8 





A spiky American poet sings for his country 


H^ Spike Lee become America's cine- 
matic poet laureate, like John Ford be- 
fore him? Mr Lee can sometimes be re- 
garded as simplistic by critics who believe 
that the characters in his films speak for 
him-the same misunderstanding that 
plagues Mr Ford to this day. But when we 
look back 20 years from now, it is likely 
that we will see in Spike Lee's films the 
cinematic history of our times, made into 
lasting art. 

America is a nation of immigrants, and 
Mr Ford's national epics often showed 
American history through the eyes of Irish 
incomers, although he did make one film 
with a black hero, Sergeant Rutledge. Mr 
Lee, a New Yorker, usually shows America 
through the eyes of its most disadvantaged 
citizens, African-Americans. But his new 
film, *25th Hour", is about Irish immi- 
grants in New York. Due to open in Britain 
and across continental Europe over the 


next few weeks, it is easily one of his finest 
achievements. 

Monty Brogan (Edward Norton) is in 
purgatory, en route to hell. A likeable 
working-class kid who has done well sell- 
ing heroin for the Russian mafia, Monty 
has been "touched", a street word for 
busted, and is waiting to go to prison 
where he has been sentenced to remain for 
the next seven years. 

Because New York state's prisons are 
bursting at the seams with casualties from 
America's war on drugs, offenders who 
are lucky enough to get bail are allowed to 
remain at liberty until their sentences be- 
gin. That is the strange limbo in which 
Monty finds himself during the 25 hours 
before he is due to start serving his time. 

Joining Monty in mourning for his life 
are two childhood friends, Jake (Philip Sey- 
mour Hoffman), a nerdy teacher, and 
Frank (Barry Pepper), a high-octane stock- 
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broker. In one of the film's most talked- 
about scenes, Frank and Jake, before going 
to meet Monty at his favourite club, stand 
by a window in Frank's townhouse look- 
ing out over Ground Zero, where night is 
descending and the earth-moving ma- 
chines are crawling about like beetles. The 
haunted atmosphere of Manhattan is rein- 
forced by Terence Blanchard's score, which 
swells on occasion to include a full- 
throated choir. 

The film is adapted from a novel that 
was published before September 11th. But 
Mr Lee and David Benioff—who wrote 
both the novel and the screenplay—have 
set “25th Hour" in the period immediately 
after the attack, and the cinematographer, 
Rodrigo Prieto, has filmed New York in 
bleached colours to suggest a city covered 
with ashes. Ground Zero is the expression- 
istic backdrop for the conversation be- 
tween the two friends, during which Jake 
is made to face the fact that Monty has 
probably been handed a death sentence. 

If Mr Lee were a propagandist, telling 
Monty's story would be a smart way to get 
white audiences to think about the laws 
that have filled America's dangerous, over- 
crowded prisons with a disproportion- 
ately large number of non-violent drug of- 
fenders who are black. But the film-maker 
lets no one off the hook, least of all 
Monty-in an early scene we see him with 
a strung-out ex-customer who is probably 
another one of his childhood friends. The 
heroin they are trading is likely to end up 
destroying a kid's life if it doesn't kill him 
outright first. During the conversation 
overlooking Ground Zero, Frank shocks 
Jake by angrily proclaiming that Monty 
“had it coming.” These are not the words 
of a propagandist. 

In the morning Monty’s father (Brian 
Cox) drives him to his grim appointment. 
We have seen this character just once be 
fore, when Monty dropped by his bar te 
say goodbye. But during the drive we learn 
that the bar will be seized by the state au: 
thorities if Monty flees, and we realise that 
the father may have insisted on accompa 
nying him to prison to make sure he 
doesn’t. 

Like Monty, we would prefer to believe 
the dream that ends the film, in which hi: 
father drives him instead to some littl 
western town where he can change hi: 
name, grow old and raise a family. Sucl 
are the unstated complexities in the rela 
tionship between father and son tha 
when the last shot returns to reality thi 
viewer finds it hard to slough off thos 
Edenic images of the American heartlant 
as freedom's last refuge. For a momen 
they recall the end of two earlier Spike Le! 
works—“Clockers” and "He Got Game’ 
Those are the two films this dark threnod 
most resembles. Together with “25tl 
Hour", they are also the films that hav 
earned Mr Lee his poetic mantle. 8 
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The Academy Awards 


Screen calculus 


Back-of-an-envelope stuff 


HE smart money in the Oscar race is 

generally on the likeliest winner rather 
than the worthiest. That means disregard- 
ing personal preference and trying to grasp 
the mindset of the Academy of Motion Pic- 
ture Arts and Sciences (AMPAS), which 
confers the awards. AMPAS members are 
old industry hands, not critics, and old is 
the operative word. Their tastes are conser- 
vative and when they vote, they are saying 
'Gosh, I wish I'd done that." 

This year's Oscars, due on March 23rd, 
began with no lead runners, but a consen- 
sus is emerging. The best picture award 
will surely go to "Chicago", not because it 
is the best but because it is the one with 
which amras will feel most comfortable. 
4 Broadway musical adaptation, it is the 
«ind of film Hollywood thinks it does well. 
“My Fair Lady", "The Sound of Music", 
“West Side Story" and “Oliver!” are all past 
winners in this genre. 

Ranged against it are "Gangs of New 
work” (too violent), "The Hours" (too arty), 

he second bit of “The Lord of the Rings" 
part two of an unfinished trilogy) and the 
Iolocaust film, “The Pianist", which will 
»e seen as being too similar to "Schindler's 
Ast", not to mention that its director, Ro- 
nan Polanski, is a convicted felon who 





skipped bail and fled the country. 

In Hollywood's eyes, that must rule 
him out as best director, too. The other 
contestants match the best film nominees 
except for Spain's Pedro Almodóvar- 
pictured left giving thanks—who slips in 
for "Talk to Her". Foreign directors, such as 
Bernardo Bertolucci and Milos Forman, 
have won before, but never for a film not in 
English. Sorry, Pedro. 

Oscars usually go to the director of the 
best picture and Rob Marshall, who made 
"Chicago", has already won the Directors 
Guild of America award. The prize is voted 
for by virtually the same constituency as 
the directors’ branch of AMPAS, and 
divergent views are rare. 

There has been a popular swell behind 
Martin Scorsese for “Gangs of New York” 
because he has never won best director 
and is thought to be overdue. But he has 
done better, less sprawling work and AM- 
PAS voters may prefer to wait for a more 
suitable occasion. Britain's Stephen Dal- 
dry, who made "The Hours", is the out- 
sider for a film that will be seen mainly as a 
thespian triumph. 

It should collect a clutch of acting 
awards, though. Despite the nose job, Ni- 
cole Kidman’s Virginia Woolf does not 
look like the author, but she projects an in- 
terpretation of this evidently difficult 
woman that brings the role memorably to 
life. Ms Kidman might have won last year 
if nominated for “The Others” rather than 
“Moulin Rouge!”; this year she looks un- 
beatable against Renée Zellweger (“Chi- 
cago”), Diane Lane (“Unfaithful”) and 
Salma Hayek (“Frida”). 

There’s an Oscar tradition of the 
awards for best actress and supporting ac- 
tress coming from the same film. Think of 
Vivien Leigh and Kim Hunter in “A Street- 
car Named Desire”, Anne Bancroft and 
Patty Duke in “The Miracle Worker”, and 
Holly Hunter and Anna Paquin in “The Pi- 
ano”. This year may follow suit. Although 
Julianne Moore is nominated as best ac- 
tress for “Far From Heaven”, she is also up 
for best supporting actress for “The 
Hours”. With simultaneous nominations, 
the award generally goes to the supporting 
performance—witness Teresa Wright in 
1943 for “Mrs Miniver” rather than as best 
actress for “The Pride of the Yankees”. 

Ms Moore’s only serious rival as best 
supporting actress is Meryl Streep in “Ad- 
aptation”, but she has won twice before 
and Oscar likes to spread its bounty. A bet- 
ter bet from this film is the popular Chris 
Cooper as best supporting actor. 

Multiple previous wins may also count 
against Jack Nicholson as best actor for 
“About Schmidt”. Nobody disputes the 
quality of his performance, but is he de- 
livering more than an older, seedier ver- 
sion of his winning work in “As Good As It 
Gets"? And that was his third Oscar. 

If Michael Caine wins for "The Quiet 
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China's great Oscar hope 
Best foot forward 


BEIJING 
My emperor, right or wrong 


AO ZEDONG tried to promote 

Emperor Qin Shihuang as a hero 
who was quite right to bury alive dis- 
senting intellectuals. A new film pro- 
motes the current official view of the 
builder of the Great Wall: a harsh but 
principled ruler with the best interests 
of his subjects at heart. 

For toeing the party line, Zhang Yi- 
mou's "Hero"—a kung fu extravaganza— 
has had access to $31m, a bigger budget 
than any film previously made in 
China. With additional support from 
Miramax, which was one of the origi- 
nal investors and is now in charge of its 
distribution in America, "Hero" has 
been nominated for an Oscar as best 
foreign language film. 

Mr Zhang is known for "Raise the 
Red Lantern" (1991), "The Story of Qiu 
Ju" (1992) and "To Live" (1994), all films 
that told of personal suffering in China. 
In recent years, though, he has also 
made films promoting the govern- 
ment's bids to stage the 2008 Olympics 
in Beijing and the World Expo in Shang- 
hai in 2010. If he was once a critic, he is 
now a loyalist. One of the main themes 
in "Hero" echoes the slogan repeated so 
often by the Communist Party to justify 
its clampdown on dissent: wending ya- 
dao yigie—stability is of paramount im- 
portance. Mr Zhang was appointed a 
government adviser in 1998. 

Amid official praise for "Hero", there 
have been a few dissenting views in the 
state-controlled media. The English-lan- 
guage Shanghai Star reported a poll in 
which nearly half those asked said they 
were disappointed by the film. The em- 
peror “known for persecuting intellec- 
tuals and free thought and engaging his 
kingdom in long and wide wars" prom- 
ises to usher in a reign of peace, the 
newspaper observed, concluding: “No 
wonder the audience laughed." 


American", he would also become a three- 
times winner, while Nicolas Cage (for *Ad- 
aptation") would be a doubleton-or is it a 
tripleton, since he plays twins? The dou- 
bleton likely to win is Daniel Day-Lewis 
for "Gangs of New York". His 19th-century 
proto-gangster is one of those perfor- 
mances that hit AMPAS voters in the solar 
plexus. Charles Laughton as Henry VIII, 
Lee Marvin and Peter Finch have done so 
before. And it cannot hurt that when he 
last won an Oscar, Mr Day-Lewis looked 
so very different as the palsied paraplegic, 
Christy Brown, in “My Left Foot". m 


Robert Merton 





Robert King Merton, inventor of the focus group, died on February 23rd, aged 92 


B! THE 1940s almost every home in the 
United States had a radio; sometimes 
there were several. The industry was get- 
ting rich from advertising linked to popu- 
lar programmes. What it sought was a reli- 
able way of measuring popularity to 
ensure that advertisers were paying 
enough. In 1941 Paul Lazarsfeld, a statisti- 
cian at Columbia University in New York, 
got together a group of people represent- 
ing a typical radio audience and gave them 
some buttons to press as they listened to 
various programmes. He was then able to 
work out which programmes had the most 
appeal. Helping him at these sessions was 
Robert Merton, who had recently joined 
Columbia. At the end of each session Mr 
Merton asked any in the group who did 
not need to dash away to stay behind and 
discuss the radio shows in some detail: 
they should focus on why they had liked 
this bit of the show, and not that. 
Although it is risky to claim that any- 
one invented anything, it is generally ac- 
cepted by sociologists that Mr Merton's 
were the world's first focus groups, a re- 
search tool now used widely in commerce 
and increasingly in politics. Nor have fo- 
cus groups changed much since the Mer- 
ton model. A typical group will have six to 
nine people, enough to keep the discus- 
sion flowing over a period of perhaps two 


hours, but not unwieldy. It will be man- 
aged by an expert who will encourage flex- 
ibility but keep in mind the information 
that the group has been set up to provide. 
Mr Merton said wryly he wished he 
could have collected royalties on focus 
groups, but he never saw them as the high- 
light of his life's work. His great achieve- 
ment in a career of some 70 years was to 
help to establish sociology as a major sci- 
entific discipline. By posing the question, 
“How does this come to be so?" he sought 
to examine human behaviour without 
prejudice. The benefit he offered to the 
world was new thinking on criminality, 
racism, the mass media, social cohesion, 
power, fame, rewards, class, bureaucra- 
cy...it is a long list. He also wrote well and 
composed a number of memorable 
phrases. Every time you speak of “role 
models” you are quoting Mr Merton. 


Culture of the streets 

He was the son of immigrant parents from 
Eastern Europe who had settled in a run- 
down district of Philadelphia. In a lecture 
in 1994 he recalled how “that seemingly 
deprived south Philadelphia slum” pro- 
vided him with a good start in life. He had 
friendships in a youth gang, and access to 
culture in the local libraries, schools and 
orchestras, “every sort of capital” except 


money. This problem he met by perform- 
ing conjuring tricks at parties, calling him- 
self Robert Merlin after King Arthur’s ma- 
gician. But he had his own sort of magic 
that lifted the lad from the slums through 
the American educational system to even- 
tually a scholarship to Harvard, where he 
gained a doctorate. In the 1930s he taught 
at a number of colleges before coming to 
Columbia, where he stayed for 44 years, 
much of the time working on ways to ap- 
ply sociology commercially with Paul La- 
zarsfeld, who died in 1976. 

Several of Mr Merton's students who 
later made important careers in sociology 
have written about his presence in the lec- 
ture room. Asked to estimate his height, 
students would guess up to 6ft 4in. In fact 
Mr Merton was tall, 6ft 1in, but not a giant, 
except in the minds of his awed students. 
He certainly disciplined himself, usually 
starting work shortly after four in the 
morning, surrounded by those of his nu: 
merous cats that had woken up. But al- 
though it helped a teacher to have an easy 
command over his pupils, Mr Merton was 
suspicious of authority; and indeed of the 
nature of fame. 

He wrote that many scientists, such a: 
Newton and Galileo, were famous partly 
because they had been portrayed as re 
bels, but in fact their genius had beer 
adapted to the needs of their time. He ap 
proved of the aphorism that progress i: 
made by standing “on the shoulders of gi 
ants" (which became the title of one of M 
Merton's 20 or so books) but said the au 
thor was a 12th-century theologian, Ber 
nard of Chartres, not Isaac Newton, whi 
usually gets the credit. 

Mr Merton noted that lots of peopl 
miss out on credit or other socially-ap 
proved prizes such as wealth, power anc 
status. In writing about what he calle 
“strain theory" he examined the problem 
of an unequal society, particularly the ris: 
of the “innovators”, those who turned t 
crime to achieve “social goals" denier 
them by legitimate means. The solutio! 
Mr Merton offered was a programme t 
help the “disadvantaged”, which had a rui 
of popularity in American and some Eurc 
pean countries in the 1960s onwards, buti 
less fashionable now. 

In Mr Merton's own academic worl 
he favoured the idea of a "41st chair" t 
symbolise talented scientists who shoul 
have been awarded a Nobel prize (the Ac: 
démie Francaise, Mr Merton noted, limi! 
the number of its “immortals” to 40). Bi 
he rejected the idea that he should occup 
the chair, although had there been a Nob: 
for sociology, Mr Merton would probabl 
have added it to his many honours. H 
was a modest man. His son, also calle 
Robert, won the Nobel for economics i 
1997. Merton senior sometimes signed h 
letters “father of the economist". s 
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THE BUSINESS OF NEW YORK 


You'll find the world in New York, and you'll find New York in our Executive Programs. High-potential 
professionals, who prove themselves daily in the business capital of the world, hone their skills in our 
programs to reach new heights. Our students are razor sharp. Our faculty are the luminaries of finance 
and management. And the knowledge exchange and once-in-a-lifetime experience create energy as 
electric as our city. Options include: Executive MBA Program, TRIUM Global Executive MBA Program, 
The Langone Program: A Part-Time MBA For Working Professionals, Corporate Degree Programs, EXECUTIVI 


Custom Non-Degree Programs and Open Enrollment Programs PROGRAMS 


Working professionals’ first step to enter our Executive Programs: visit http://executive.stern.nyu.edu/e or call (212) 998-0789 
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School of Management 


» Transform 


» Survive 
For those with a 


determination to lead 


) Surpass 


Nominations 
now being accepted 
for May 2003 


LIFE-LONG LEARNING 


Wharton Fellows is a high-level global network 

of senior executives, Wharton faculty, and leading 
experts. Its focus is to provide life-long learning, 
decision support, and opportunities for personal 
and business transformation through an exclusive 
business peer network and research-based 
thought leadership. 


<fellows.wharton.upenn.edu/3117.cfm> 
+1 800.255.3932 ext. 3117 (US/Canada 
+1 215.898.1776 ext. 3117 (worldwide 


The Wharton School 
University of Pennsylvania 
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The Oxford 


Advanced 
Management 
Programme 













EXECUTIVE EDUCATION 


15 June - 12 July 2003 
5 October - 1 November 2003 


Crafting success from uncertainty 


20 June — 17 July 2004 

10 October - 6 November 2004 
A senior manager must prepare to rethink business from the inside 
as well as the outside, and lead from today to tomorrow. The 
Oxford Advanced Management Programme changes mindsets. 


For more information, visit www.execed.oxford.edu, or contact 


Dorothy Cooke, tel +44 (0)1865 422776, fax +44 (0)1865 422501, 
email info@execed.oxford.edu 


Templeton College 
www.execed.oxford.edu 
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Where to go for a Masters is a tricky decision. Internationally renowned SDA Bocconi in Milan. Italy, offers some international masters. Among these: 
the Master of Business Administration (MBA) and the Master of International Economics and Management (MIEM). Only araduates 
with work experience who seek intensive training need apply. Our MBA is completed in just 13 months and the MIEM is also on a fast track 
Use our Help Centre to get advice and receive an orientation specific to your needs and expectations. The Help Centre assists with personal 
meetings, school visits, and get-togethers with faculty and students. Email: HC@sdbocconi.it 


Take charge and experience the art of management. WWW. sdabocconi .it 


Leo Baer nett italia 
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Instituto 
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= Start here. 


Based in Madrid, our programmes are 
taught in a truly international environment 
with a student body comprising over 60 
nationalities. 


Consistently ranked among the world's best 
business schools (The Economist, Financial 
Times, Wall Street Journal, America 
Economiia...), Instituto de Empresa is 
renowned for its commitment to 
entrepreneurship and markedly innovative 
character. 


International MBA 
Full-time bilingual* programme (thirteen months) 
82% International students 

November 2003- December 2004 


‘The first six months of the programme are conducted entirely in English. 
An intensive Spanish course is available from September. 


International Executive MBA 
Part-time programme (English, thirteen months) 
Three intensive two-week periods (Madrid & Miami) 
and two online periods of six months each. 

90% International Students 

November 2003- December 2004 


Open Day at IE: EXPLORING THE WORLD OF BUSINESS 


28 April 2003 IE - Instituto de Empresa Maria de Molina, 13 
28006 Madrid. Spain 
p" i Tel. +34 91 568 96 10 
MBA Fairs in Europe: Fax. +34 91 568 97 10 
Frankfurt, Paris, Amsterdam, admissions@ie.edu 


London , Rome and Lisbon www.ie.edu 
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BIST depth or 
business breadth? 


Our interdisciplinary Masters 
degrees give you both 


UNIVERSITY OF 
CAMBRIDGE 








The University of Cambridge offers a range of 
interdisciplinary Masters degrees, bridging the 
worlds of science, engineering, high technology 
and management. 


The degrees are: 


‘Our thanks to Palm, inc. ope 


* BioScience Enterprise. Aimed at bio-entrepreneurs, 
this programme offers the latest advances in biomedical 
science, business management, and the ethical, legal 
and regulatory issues associated with bringing scientific 
advances to market. 
www.biot.cam.ac.uk/bioenterprise 
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* Technology Policy. This programme is offered for engineers | 
and scientists seeking understanding of the complex | 
economic, socio-political, environmental and regulatory | 
issues governing the deployment of new technology. | 
www.jims.cam.ac.uk/programmes/ | 
* Engineering for Sustainable Development. | 
This programme is for future engineering leaders who | 
will be required to deliver solutions to society's complex | 
needs and to address global challenges within a | 
sustainability framework. | 
www-g.eng.cam.ac.uk/sustdev/mphil.html | 
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* Chemical Engineering Practice * This programme is 
for chemical engineers seeking the advanced and 
durable skills required by companies in which rapid 
change and the ability to work with developments in 
other disciplines is the norm. 
www.cheng.cam.ac.uk/CEP.html 





These one-year degree programmes are unique. Developed 
with the support of the Cambridge-MIT Institute (CMI) - a 
partnership between the University of Cambridge and the 
Massachusetts Institute of Technology (MIT) - they draw 
on the MIT model of combining cutting-edge knowledge 
of science and technology with advanced thinking in 
management and policy. While the degrees are awarded 
by the University of Cambridge, classes are taught by 
Faculty members from both institutions. 


Local Roots, Global Reach. 





.; Cambridge-MIT | 
AMA. SCHOOL Institute 
MANAGEMENT 
C C | PARIS 





pansu ata rennet 


For more information, please visit the websites detailed above. 
Or call the Cambridge-MIT Institute on «44 (0) 1223 448762, quoting 
reference number EC3083, Email: masters@cmi.cam.ac.uk Or visit 


the Cambridge-MIT Institute website: www.cambridge-mit.org 


* Subject to final approval by the University of Cambridge. 
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Hedge Funds - Inside The Black Box 





This is an intensive two-day course that will provide you with the knowledge and frameworks needed to address the 


key issues concerning hedge funds. Drawing on real-life cases, the course will equip you with the practical tools and insights 
needed to avoid common pitfalls. Besides learning from experts, you will also gain from interaction with, and the experience 


of, fellow participants. 


The analysis will be compelling, thought provoking and indispensable. Your enhanced understanding of the ‘what, 
why and how" of hedge funds and the economic intuition underlying various market practices will transform the way you 


deal with or manage hedge funds. 


The two-day course will run at London Business School on Thursday 3 and Friday 4 April, 
2003. For further details consult www.london.edu/finance/ or contact our Information Officer in the 


Finance Programmes Office at: 


Sussex Place, Regent's Park 


London NW1 ASA 


neon | email: mifinfo@london.edu 


s tk (ah VIA Lon www.london.edu/finance/ 


London Business School exists to advance learning and research in business and management 


London 


Business 
School 


EC14/03/03 
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Executive M.B.A. Program 
Europe Campus, Barcelona, Spain 
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The University of Chicago Graduate School of Business 








Courses 


—— international 


— full-time, part-time, executive 
— personalised programme in English 
— management and new technologies 
— in the heart of Paris, 
with an international network 
| and sister campuses worldwide 





École nationale des ponts et chaussées 
founded in 1747 


www.enpc.fr/mba 
admissions 


ENPC School of international 
Management 
| 28, rue des Saints-Péres 
75343 Paris cedex 07-France 
tél. 331 44 58 28 52 
fax 33140 15 93 47 
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INSTITUT D'ETUDES 
| POLITIQUES DE PARIS 


oes 


Extend your global reach 


MBA 





SCIENCES PO 





€ A MBA Accredited Degree. 
€ An intensive nine-month bilingual program (French/English). 


€ The leading school in Political Science and Economics, 
founded in 1872. 


€ A distinguished international faculty. 
€ An urban campus in the heart of Paris. 


Next information session in our premises: 
Thursday, March 27" 2003 at 6.30 p.m. 


174, Bd Saint-Germain 75006 PARIS - FRANCE - Tél 
Website : http : //mba.s 


+33 1 45 44 87 43 - Fax 
ciences-po.fr - E-Mail : mbag 


+33 1 45 44 88 92 


sciences-po.fr 





(CZ 4 Amsterdam Institute of Finance 





| 


a 





Upcoming Courses 


Taught by leading experts from the world's top business 
schools, such as Columbia, Wharton and INSEAD 


Advanced Risk Management May 12 - 16 
Hedge Funds May 19 - 20 
Socially Responsible Investments May 23 


Financial Statement Analysis June 4-6 





Foundations of Finance June 25 - Jul. 18 

Finance for Lawyers? — Parti Sept. 25 - 27 
Part Il Oct 6-7 

Privatization and Finance Sept. 25 - 27 

Management Buy-outs Oct. 13 - 15 

Strategic M&A Analysis Nov. 3-5 

* Accredited by Dutch Bar Association 





For information, please visit our website or contact us directly 
Tel: +31 20 520 0160 


www.aif.nl 


Fax: +31 20 520 0161 info@aif.nl 








MASSACHUSETTS INSTITUTE 
OF TECHNOLOGY 


Join us this summer for in-depth weeklong programs 
designed for professionals and executives, including: 







2.65s Fuel Cells and Batteries Electrochemical Energy 
Conversion and Storage 
Ernst G. Cravalho, Yang Shao-Horn 
August 4 - 







August 8 





2.85s New Developments in Manufacturing Processes 
and Systems 
Gutowski and LMP faculty 

lune 16 - 






Timothy ( 





lune 20 






15.10s Strategic Planning and Risk 
Management of Supply Chains 
Alan ] 






King, Jeremy F. Shapiro 
June 23 - 






lune 27 






17.60s Combating Bioterrorism: The 
Organizational Response 
Guillemin, Hoyt, Koblentz, Robbins, Sapolsky, Weiner 
july 21 - July 23 








20.02s Advances in controlled Release Technology 
Robert S. Langer 
June 23 - 






lune 27 
FOR A COMPLETE LIST, VISIT: 
HTTP://WEB.MIT.EDU/PROFESSIONAL 
MIT Professional Institute 
77 Massachusetts Ave., Room 9-435, 
Cambridge, MA 02139 
Phone 617-253-2101 * Fax 617-253-8042 


Email: professional-institute@mit.edu 











Interested in extending your study at MIT to a semester or a vear? 
Develop a custom program: 
HTTP://WEB.MIT.EDU/ADVANCEDSTUDY 
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Adv anced Executive 


Programme 


















Enhance your vision, 
leadership skills and corporate performance. 


Bath's challenging, intensive 12-day programme is designed for 
senior managers and functional specialists. 

Refresh and update your knowledge with the latest research, 
management tools and techniques in: strategy, leadership, marketing, 
supply chain, HR and international business management from one 
of the top 5 UK business schools. 

Concluding dinner at Bath's historic Pump Rooms with guest speaker 
John Simpson CBE. 


For further information or to book on-line, please visit: 
ww w.bath.ac.uk/ management/ aep 


16th June - 27th June 2003 


Te +44 (0) 1225 483043 UNIVERSETY OF 


E: 
"1 


W: www.bath.ac.uk / management 


University of Straiikciyde Graduate Sct 
Universite iade 
ietanóe Graduate Sci 3 


Realising your business 


SOHLE GF MANAGEMENT 


ambitions requires some 

forward thinking. Some people 

:xstake.a year out and travel, 

others decide to do an MBA. DDR. intercultural 

Now you cari do both at the ede T — 

same time. | ENTUM 
international 


interMBA gives you the ace to study E TIR 


youd study and eenei hfe in three 
very different European cultures over a 


{2 manth period. 


A European adventure that will change your future... 
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Mesearch ! Hc stitute 
international Man et 


University of St.Gallen 


Global Account Management Executive Program (GAMERS) 
july 14 - 18,2003 Horn (Switzerland) 
in cooperation with: Account Management Center (AMC), Zurich 


Strategic Account Management Association { SAMA}, Chicago 


"An excellent forum for learning, knowledge sharing and 
identifying best practice in GAM from the industry leaders 
in these strategies." 


4 CITAAR 
S Tun Buzza, ; Heo xí of AA, 


f. "Nn feo mate o wie P frat X n^ FN 
Vodafone Globo! Products and Senvices, Ursted KR "gom 


3rd Annual Event 





A highly interactive one-week program for senior level 
sales executives with an interest in preparing and 
implementing the next step towards global sales excellence 
Speakers from: Adicas-Salomon B! Canon @ Coca-Cola 
@ Columbia Business School BE Degussa @ baee Bank ®@ Henkel 
EB Hewlett-Packard B Hiti @ London Business Schoo! 

8 Procter&Gamble W SAP (i Siemens 8B University of St.Galien 

E Wacker J 
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please contact: Dc Ch "toph Senn. FIM-LHSG 
) St.Gallen, Phone +41 (071 224 24 71, 
chnstophisennQunis seth, veww firm Unise.ch 


For further informatio 
Boda nstrasse 6, CHLO 


A E 
24 24 


MS 
RA 
E OO 
Fax +41 (Qi 4/ 





PP D 


Courses 





T 





NISE | LER "i EARNED MY 
| ll DEGREE IN JUST 


ONE YEAR... AT 


Totally: Flexible 
em DBA/PHD 


y WISIANCe Learning. You de sgn 
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ze il, 15. 28009 Madrid (Spain) Adults only-Bachelor, Master, Ph.D. in most 
E12 839 | Fax: «34 914 315 054 fields. Credit for work experience 
Internet library. American Instructors will 
guide your studies. Students in 112 countries. 
[ For a no cost catalog: PO. Box 61707, King 
| www.aiiseda com Of Prussia, PA. 19406 USA - Fax: 610 205 0960 
e-mail: admissions@washint.edu 





know or do not need. No exams. you leam tt rougn 










research & wrting. No Bachelors or GMAT required 












Faculty are successful business leaders/authors E-mail: info 8 aliseda.com 
r 









Facu ty wanted Rushmore Lir versity 1-815-425- 
8577, infot@rustimore edu www.rushmore.edu 
















UNIVERS 





MBA & DBA Programmes 2002-2005 
-JIDurham 


makers of business leaders 






5 | 
9 Faculty of Medicine 


The University of Hong Kong 


Master of Medical Sciences (vesc) 


Department of Community Medicine 


ion in 
Postgraduate Learnin 


sed trainin g for Physi cions. Dentists. N iurses, Allied Health Professiona 


Choose an MBA with a competitive edge. Learn in a 
truly multi-cultural environment 


[v] the 10-month MonacoMBA 
the Global MBA, the perfect combination 


| semester in Monaco, | semester at Fairleigh 
Dickinson University in NJ, USA and | semester 
Professional internship in the USA 






Health Care Mana gers and Policy Analysts 


B Public Health 


EARN YOUR BACHELOR'S. 





MASTER'S OR DOCTORATE DEGREE 
CREDIT FOR WORK EXPERIENCT 
“LASSROOM ATTENDANCI 

SEND/PAX YOUR RESUME FOR 






A FREE EVALUATION. 


University of Northern Washington 


1420 Fifth Ave., Suite 2200 
Seattle, WA 98101, USA 


Tel: (206) 903-6688 Fax: (206) 903.6655 


E-mail: registrar @ unw.edu 
Web: http:/www.unw.edu 


ITY OF NORTHERN WASHINGTON 


www.monaco. m 
tel: + 377.97 986 986 


A unique, personalized, top-quality, 10-month, 


E Administrative Medicine learn to identify 0/ i i i 
PRT OA and gim porary 100 % international educational experience. 









and manager of todays bealtb 
care organisations 


li Medical Stati 
acquire tbe 
and interpret comple. x 


265s5800n Noad 


» ‘Quotable and internationally recognized degree 





One of the most unique and 
n safest locations in the world 


| Meet Admissions 
Bbooucsncotod : MBA ^ — Directors of the world's 
improve psycho-social | = c? top MBA schools 


care of cancer patients 
health information and their families World MBA Tour - European Fairs 


| 6 - 31 March 


orina plus ExecMBA Village 


> Full-time & Part-time Programmes University of Hong Kong for managers and HR specialists 
Pokfulam. Hono K ing 
* Individual modules are accredited for CME points Tel: (852) 2819 9873 


eL E register at: topmba.com 


www.hku hk/cmd 


7070 7775 —  —O——J"e)——(-— 070 08 0 9 0 110 
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Courses 





i * * 
| The Birmingham 
Business School 
years of excellence... 
| ^ 100 a vision of the future 
| The Executive MBA 
| e Educates managers from all over the world 











* Taught in eight intensive modules each lasting 
for seven days or by evening study 


e Flexible, a minimum of two modules a year 
e Birmingham Faculty teach in the UK, Singapore 
and Hong Kong 
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| Readers are Recommended 


| to make appropriate enquiries and take appropriate advice before 
sending money, incurring any expense or entering into a binding 
commitment in relation to an advertisement. The Economist Newspaper 
Limited shall not be liable to any person for loss or damage incurred or 
suffered as a result of his / her accepting or offering to accept an 
invitation contained in any advertisement published in The Economist. 
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Appointments 








Social Development Advisers 
£36,411 - £48,783 


proportion of people in extreme poverty by 2015 — through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 


understanding and patience to even the most complex development activities. 


loining a team of around 60 social development experts, you'll offer 
professional social analysis in support of DFID's work on policy and 


programmes in poorer countries — or to promote effective action to support 


poverty reduction in international arenas concerned with development, 
environment, conflict reduction or trade. This is a job that could take you 
anywhere — usually on a series of three to five year assignments in DFID 
offices around the world or in the UK. 


More specifically, your remit will include contributing a social perspective 
to the analysis of the causes, characteristics and consequences of poverty. 


You'll also manage and mentor junior colleagues and participate in strategic 
planning and monitoring for country, sector or project initiatives with experts 


in other departments or specialties. Moreover, we need someone who 


can effectively network and work in collaboration with a range of partners 


in Britain, across Whitehall, within civil society and the business sector, 
and in poorer countries and who can provide information and analysis 
i response to parliamentary and public enquiries, 


With a first degree in a social science ~ possibly Social Anthropology, Sociology, 
Political Science, Area Studies or Human Geography and a relevant 
higher degree, you'll bring well-developed people management skills. 
Some of our opportunities will require particular strengths like special 
language capabilities and regional or issues-based knowledge, But wherever 


you join, you'll certainly need substantial field experience in developing 
or transitional countries, gained either as a part of your higher degree or 









from time spent in a similar role. And with at least three years' overseas 


^. 
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z 


Ym PRE 


INVESTOR 


The Economist March 15th 2003 


e Entry Points In January, April, June and September 


MM 


At DEID, our central focus is on an international commitment to halving the 


experience, you'll offer skills in social analysis, critical thinking, judgement, 
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THE UNIVERSITY 
GF BIRMINGHAM 
Developing global competence 
for a changing world 
Full time MBA programmes: 
MBA International Business 
MBA International Banking and Finance 
The European MBA with ESC Montpellier 4, 
or FUNDESEM, Alicante 


Tel: +44 (0)121-414 6693 Fax: +44 (0)121-414 3553 
Email: MBA@bham.ac.uk 


mba.bham.ac.uk 





canon P 


CERAN LINGUA 
IN TERNATIONAL 
INTENSIVE RESIDENTIAL LANGUAGE COURSES 
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creativity and innovation. It's also important you're socially aware and 
committed with the right mix of abilities for facilitation, consultation, 
negotiation, influencing and achieving results, 

This role is both permanent and pensionable and subject to a 10 month 
probationary period. joining us in London means you may receive a relocation 
grant up to £5,000, and for overseas postings, there are additional benefits, - 
including variable tax free allowances and fare paid leave passages. For some” 
of these opportunities, you'll undertake travel up to a maximum of 90 days- 
per year and we'll provide reasonable support for the care of dependants 
when on official travel. : 


The Civil Service offers a choice of final salary and stakeholder pensions, 
allowing you to choose the pension that suits you best. : 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community and we actively encourage interest from women, 
ethnic minority groups and those with a disability. Selection is on merit. - 
Candidates must be nationals of member states of the European Economic i: 
Area (EEA), Swiss Nationals or citizens of the British Commonwealth with 

the right to work in the UK, E 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, call 01355 84 3109 ore-mail — (c 
HROD4a1 @dfid.gov.uk to request an application pack — quoting Ref. P 
AH375/4/LM/ECON. 


Closing date: 4 April 2003. 


Working to eliminate global poverty and promote 
sustainable development 


CIiIVILSERVICE 





“ & Ra Y Department for 
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(QUE ge Development 
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Working at the frontiers of knowledge 


Working at the University of Groningen (RUG) means working at the frontiers of knowledge. The RUG offers researchers 
and students the opportunity to expand those frontiers, to develop their talents and together with others realise top 
quality achievements. The RUG therefore deliberately opts for an interdisciplinary approach to knowledge. Discoveries are 
born and innovation realised at the interfaces between the various scientific fields. Researchers and students in Groningen 
benefit from the rich assortment of disciplines that the RUG has built up since its founding nearly four hundred years ago. 
Knowledge is universal and transcends boundaries. The RUG has deliberately chosen to make a priority of intensive and 






RuG 


The closing date for applications is 
April 2, 2003 

Please send your written application 
with CV, list of publications and a 
relevant publication to: The University 
of Groningen, Personnel & 
Organisation Department 

P.O. Box 72, 9700 AB Groningen, 
The Netherlands. 

Please state the vacancy number on 
the envelope and at the top of your 
letter 


Additional information about 
vacancies at the RUG is available on 


the university web site: 


(www.rug.nl ) 


The RUG has a special careers 
advisory service for the partners of 
new staff who move to the area. 


The RUG is an equal opportunities 
employer. Because women are still 
underrepresented in a number of 
fields, they are particularly 
encouraged to apply. 


Faculty of Economics 


Assistant Professor in 
International Business 


VACATURENUMMER 203056 


The Department of International Economics 
and Business (IE&B) of the Faculty of 
Economics of the University of Groningen, 
The Netherlands, is recruiting an assistant 
professor in the area of international 
business, The department is responsible for 
the research and teaching activities in the 
field of International Economics and Business. 
The research and teaching programs of the 
department centre around the interconnec- 
tions between the increased globalisation of 
the world economy, in terms of capital flows 
and greater openness of markets, and the 
implications for corporate strategy, organisa- 
tion and performance. The teaching program 
of the department currently attracts around 
150 students a year. Most courses are 
characterized by small scale and intensive 
teaching methods. On the part of research 
and teaching on International Business, the 
focus is on strategy and organisation, 
including topics such as the role of trust in 
business relationships, organisation ecology, 
(comparative) corporate governance and 
strategic alliances. 


Job description The assistant professor 
specializes in the area of International 
Business, preferably in one of the aforemen- 
tioned research fields of the department. 


worldwide cooperation with other leading universities and organisations. As well as being outward looking, the RUG is 
also closely involved with its own region where it is one of the largest employers. The university's 20,000 students and 5,000 
staff have a distinct academic identity, firmly rooted in the wider social context. They are a vital element of the vibrant city 
of Groningen - a great place for students and staff. 


His or her track record underscores the 
expertise and interest in these fields. 

The assistant professor actively contributes to 
the development and operation of the 
teaching and research programmes of the 
department. Research time is allocated 
according to standardized Faculty procedures. 
In principle, 5096 of this full time position is 
available for research activities. 


Requirements 


Ph.D. in Economics and/or Sociology 
international publications in the aforemen- 
tioned fields 

proven affinity with academic research and 
teaching 

ability to address topics of organisation and 
strategy from an interdisciplinary perspective 
team player. 


Conditions of employment The position 


is offered for a two-year period, with the 
possibility of a tenure-track (permanent 
position). Salary is according to university 
standards, depending on qualifications and 
workexperience, up to the maximum of 

€ 4490 gross per month, for a fulltime job. 
(12 monthly payments), and 896 holiday 
allowance. We expect the candidate to move 
to Groningen. 


Information can be obtained by Prof. 


Dr. H. van Ees, phone «31 50 3633705, 
e-mail < h.van.ees@eco.rug.nl > or 

Dr. G. Peli, phone +31 50 3637326, 
e-mail « g.peli&eco.rug.nl > 


Rujksuniversiteit Groningen 
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Ofgem is the economic regulator of the gas and electricity 
industries in Great Britain, which contribute £13 billion to 
UK GDP. 


You will be working in Ofgem's Regulation and Financial 
Affairs Division, which will be undertaking the next price 
control review of the electricity distribution businesses and 
taking forward Ofgem's policy on quality of service for the 
gas and electricity distribution businesses. All posts are 
based in London, SW1. 


Senior Price Control Review Manager 
c£45k + bonus + benefits 


You will be a senior member of the team undertaking the next 

price contro! review of the electricity distribution business, which 

is a key priority of Ofgem's work over the next two years. This 

challenging and exciting role wil provide you with the 

responsibility for the delivery of key aspects of the price contro! 

review such as the design of the price control framework and 

financial issues. You will also have responsibility for managing 

internal staff and external consultants. 

Key requirements 

e You should have a degree in economics or similar and 
knowledge of utility regulation. 

« Experience of the electricity and/or gas industry is desirable but 
not essential. 

* You should have excellent management and communication 
skills. 


Ref: OFG/83. 


Senior Quality of Supply Manager 
c£36k + bonus + benefits 


You will be a key senior part of the team taking forward Ofgem's 
policy on the quality of service of the gas and electricity 
distribution businesses, which is one of Ofgem's main priorities for 
the next three years. Your main responsibility will be the ongoing 
work on the quality of service delivered by gas distribution 
businesses. However, you will also be expected to make an 
important contribution to the ongoing management of quality of 
supply standards and incentives for the electricity distribution 
businesses and work on quality of service as part of the price 
control review. 


Key requirements 

e You should have degree level education or equivalent 
experience. 

Experience of the gas and/or electricity industry or other utilities 
would be desirable. 

Economic or gas or electrical engineering backgrounds would 
also be desirable. 

You should have excellent management and communication 
skills. 

Ref: OFG/84. 


+ 


Switch on to these opportunities 





Distribution Policy Analyst 
c£22k + bonus + benefits 


You will be a key part of the team taking forward Ofgem’s policy 
on the quality of service of the gas and electricity distribution 
businesses, which is one of Ofgem's main priorities for the next 
three years. Your main responsibilities will be to provide general 
support on the electricity distribution price control review and 
assist in developing Ofgem's policy for the quality of service 
provided by gas and electricity distribution businesses, both as 
part of the review and in monitoring existing arrangements for 
quality of service. 


Key requirements | 

* You should have degree level education or equivalent. experience 

*« Economic or gas or electrical engineering backgrounds would. 
also be desirable. 

« You should have good analytical and communication skills, . 


Ref: OFG/85. 


Price Control Analyst 

c£30k + bonus + benefits 

You will be a key part of the team undertaking the next price — 
control review of the electricity distribution businesses, which is a 
key priority of Ofgem's work over the next two years. This 
challenging and exciting role will provide you with the E 
responsibility for the delivery of a key aspect of theproject- |... Sse 
assessing the efficiency of the companies primarily using statistical 
approaches, such as econometrics. " 


Key requirements | 

* You should have a degree in economics or similar subject wi h 
significant economic/econometric/statistical content, 

* You should have good understanding and experience of the 
practical application of econometrics and other statistical ; 
techniques to small sample sizes. 

* Experience of the gas and/or electricity industry or other u 
would be desirable, 

* Good analytical and communication skills. 


Ref: OFG/86. 
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What we offer you 

* competitive salary 

30 days annual leave, after two years 

excellent training and development opportunities 
flexible working hours and family friendly policies 
subsidised gym and restaurant 

interest free season ticket loan, and 

an excellent working environment. 


For an application pack, please contact our response handling line on 
01206 246013 or email infoGpeterlockyer.co.uk quoting the appropriate 
reference. The closing date for despatch of applications is 21 March 2003. 
CVs will not be accepted or read. Further information can be found on 
our website at www.ofgem.gov.uk 


t © e y 9 è 


Ofgem is the Office of Gas and Electricity Markets, regulating Britain's gas and electricity industries which have a turnover of £36 billion. 


Ofgem is an equal opportunities employer 





Promoting choice and value for all gas and electricity customers 
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hly qualified and experienced economist. 
frying out research into relevant monetary 
Of general equilibrium models with a view to 

ty for publication in scientific journals. 
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The NFHP Chief of Party/Child Survival Technical Advisor 
i (position is located in Nepal} will serve as the primary technical and management officer, 
providing leadership and coordination in strategic planning, program development and 
management, and overseeing the implementation and evaluation of all activities supported by 
the Program. S/he will provide specific technical guidance and direction in the area of child 
survival, S/he will directly supervise the work of the two Deputy Chiefs of Party. Finance and 
Administration and Programs. S/he will serve as the primary focal point for communication 
with USATD's Office of Health and Family Planning's Cognizant Technical Officer. 


Applying cutting-edge economics 
The Chief of Party/Child Survival Technical Advisor will report to JSI R&T^s. Senior 
Technical Advisor in Boston. to real world problems 


RESPONSIBILITIES 


Guide, encourage and oversee all aspects of NFHP management, both technical and financial, The Network Economics Consulting Group (NECG) IS 
Serve as leader/member of NFHP Senior Management Team. a n A u st ralian consultan Cy WI th international 
Provide technical and programmatic leadership and guidance in the area of child survival. affiliations. The company undertakes work on a 
Ensure compliance with USAID and JSI R&T rules and regulations. range of economic, regulatory, competition, trade 
Provide technical oversight and support to all NFHP Tearns. practices and related ISSUES, for private sector and 
Serve as NFHP's primary liaison with the MOH, USAID, IS] HQ. other donors, and government clients, n regulated and unregulated 
multilateral and INGO partners. industries. 
Support NFHP Teams to meet Program indicators as outlined in the Monitoring and : ; i 
aaar Plan. They are seeking to recruit the following: 
Monitor NFHP Annual Workplans and Monitoring and Évaluation Plan to ensure that NFHP "ee . š " . 
is meeting goals, and analyze reasons for any difficulties. Principal Economist - industrial Organisation Y 
Ensure regular reporting is made to USAID as required under the CA. Principal Economist 
Encourage the conduct of innovative studies and activities as appropriate to complement : 
NFHP activities and goals, Senior Consultant x 2 
EATEN? Canberra - Sydney - Brisbane 
The Chief of Party/Child Survival Technical Advisor would ideally hold an advanced degree 
l deje licut in Vias sata E gem technical approach : ies To enquire in strict confidence ple ase contact 
| NP objectives. S/he would also have at least 10 years of development experience, including . : 
|o practical experience implementing child survival programs. Ability to work as a leader and Kerrie McKenzie on 61 2 8226 6900. 
member of a large. multiculiural, diverse development team is essential. as are excellent 
| communication skills. Commitment to community-based approaches and a proven track WWW.necg com.au a 
| record in successful program implementation at the grassroots level are preferred. Experience E É t 
| in Asia and familiarity with the culture and language of Nepal are desired assets. a 
| Rickard Stanhope Consulting Gr 
Interested candidates should send cover letters and resume to: is seal: ! And ae i. a X 
NepalCOPG jsi.com NT i hic 2 U 
! oe St ae phe, eat plea hs Sean Jae MER www.rickardstanhope.com.au 3 - 
| JSE-R & T is an Equal Opportunity, Affirmative Action Employer committed to workplace d : 
j diversity, Women and minority candidates are encouraged to apply. M/F/H/V/D i: t 
Ya EI 
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Internews in Indonesia & Pakistan 





Internews Network, an int'l nonprofit supporting independent media around the 
world, seeks candidates for three positions: Country Director and Program Associate, 
both in Jakarta, Indonesia: and Resident Advisor based in Islamabad, Pakistan. 






















Country Director, Indonesia 
The Country Director's responsibilities include management of a successful multi- 
faceted media development program working with over 150 local media partners; 
coordination of management of Internews Indonesia staff with local managers; 
liaising with funders and int'| media organizations, ensuring compliance with 
funders’ terms; assisting with development of new funding; preparation of regular 
reports for funders; and oversight of development, production and distribution of in- 
house productions. This position requires extensive regional experience; 7+ years in 
broadcast media; grant funded program administration experience; strong MS Office 
skills and fluency in Bahasa Indonesia. 


Program Associate, Indonesia 

The Jakarta-based Program Associate supports the Asia Programs Regional 
Director by tracking budgets and spending; assisting with the preparation of financial 
and narrative reports; coordinating day-to-day operations, internet research and 
reporting and other duties as assigned, Requirements for this position include project 
finance experience, computer proficiency; regional experience, media project or 
journalism experience to this role. Bahasa Indonesia or another South Asian 
language is desirable for this role. 


Pakistan 
The Resident Advisor based in Islamabad brings extensive radio broadcasting and 
mentoring experience to manage the training program in Pakistan. This role requires 
experience with grant funded program administration, regional language skills, 
experience working in a developing world country and a relevant university degree. 
Responsibilities include developing and coordinating seminar curricula, scheduling 
training programs, oversight for participant selection and hiring the trainers; and 
development of a training seminar review. In addition, the Resident Advisor will 
assist with the development, production and distribution of radio features and 
programming. 














Internews offers competitive compensation packages including housing and security, 
as well as excellent benefits. Please email your resume to jnjobs@intermews.org. 
Visit www, internews.org. EOE. No calls please. 





The rote of MRC is to co-ordinate and promote co-operation in all fields of sustainable development, 
utilization, management and conservation of the water and related resources of the Mekong Basin 


MRC is looking for an international personne! to fill the vacancy in our organization 


Component and Country Field Office Coordinator, Fisheries Programme 


Job summary: The Component and Country Field Office Coordinator, Fisnenes Programme will work 
under the guidance of the Director of the Operations Division and under the direct supervision of the 
Programme Manager. Fishenes Programme. to implement the work of the Fisheries Programme with 
particular responsibility for the implementation of activites related to Assessment of Mekong Capture 
Fisheries and for coordination of the administratve work at the field office in Cambodia and Vietnam. 
including the imprest accounts 


Requirement: A university degree in a subject related to Fisheries sector. management, planning, 
development and information Experience with the Logical Framework Approach and management 
related to developing work. Ability to work in an international environment, manage all aspects of 
project/component formulation and operations, and trave! regularly to riparian counties 

At least 10 years professional experience related to the above including work in developing countries 
Knowledge of Fisheries in the Mekong Basin i$ an advantage Fluency in both written and spoken 
English is essential Knowledge of any of the riparian languages is an advantage 


The position is based in Phnom Penh with travel in the region required Detailed job description or more 
information can be obtained at MRCS address below, or MRC website www mromekong.org or at email 
address mrcs@mrcmekong org Women are encouraged to apply Only short-listed candidates will be 
notified 


Closing date for application: 28 March 2003 
Application, including full details of qualifications, expenence, and references, 
together with a passport-size photo and contact email address should be forwarded to: 


Mekong River Commission Secretariat 
PO. Box 1112. 364 M.V. Preah Monivong, Sangkat Phsar Doerm Thkov, 
Khan Chamkar Mon, Phnom Penh, Cambodia 





BuREAU OF ECONOMIC MANAGEMENT & LEGAL STUDIES 
The division of BCEOM Group, a leading French Consulting Company, specialised in high level Management Consulting & Policy and Legal Advice 
CURRENTLY SEEKING TO STRENGTHEN ITS EXPERTS NETWORK WITH | 


For Eastern and Central Europe & other regions: 
e Policy Makers: former Ministers and high-ranking officials; 
e Economists: Economic Policy, Macro-Economy and Statistics; international trade and World Trade Organisation Issues; 
è Economic policy of countries in transition experts; 


Consultants 


* Financial Experts; 


e Sectoral policy experts: energy; transport; agriculture; industry; social and health care policies; education; 


e Lawyers: European Law and Approximation of Law; public law; international trade; intellectual property 
e Experts in European Affairs and Accession to the European Union; 

e Enterprise Restructuring and Privatisation Experts; 

* Experts in Human Resources Development; 


e Experts in Public Health. 


Without restriction of citizenship, the candidates should have a graduate or postgraduate degree either in economics, finance, law, or engineering from a top college 
or university. The selected consultants will have above average communication and presentation skills. Fluency in English is a minimum requirement. Mastering 
Central and Eastern languages will be a definite benefit. You will be proposed to join our teams for short and long term challenging assignments. Interested persons 
should send their detailed CV to: 





By E-mail, the electronic version to : bemls@bceom.fr Or register on our web site at : www.bceom.com 





Under our reference : 03/14 

Bureau of Economic Management and Legal Studies, 

BCEOM Recrutement - Place des Fréres Montgolfier - 78286 GUYANCOURT cedex France. 
Fax: + 33 1 30 12 10 95 


SOCETE FRANCAISE D'INGENERE 


EEEE OP 
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"Appointments | 


JOB HUNTING INTERNATIONALLY? | 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
o Fax: Email: 
USA/Canada +1 202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280  cpeurope(Zicareerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia@bkk. loxinfo.co.th 


Development Alternatives, Inc. 
eS adi a iet id d NE SWENSON HO n E MERA M GUI S ARASEN ei Id 
Development Alternatives, Inc. (DAD, a leading intermational development consulting firm, is 
seeking local government budget advisors for two long-term positions based in Lviv and 
Poltava, Ukraine, on an USATD-funded. project aimed at strengthening local government 
finance. 





NORUNT POA EEA ANARA DERRIEN NASSEN GE NEN SENERA ANGE REAS, 


Responsibilities: 

The advisors will assist with improving the financial position of local governments, 
strengthening local government autonomy amd accountability, promoting fiscal 
decentralization and equitable allocation of resources, and increasing expertise of local 
officials in budgeting and financial management. 


Requirements: 

* Extensive experience in municipal finance, especially program and performance based 
budgeting: 
Hands-on experience in working for a municipal government; 
Several years of experience providing technical assistance in technical areas listed above 
to focal governments in developing countries or transition economies: 
Regional experience in Eastern and Central Europe; and 
Relevant university degree 


interested and qualified candidates should send their resume and cover letter via 
e-mail to: ukrainelg  dai.com by no later than March 21, 2003. 








For major water management projects, 
BCEOM, French Engineering Consultants, 
is looking for experts for the following 
positions : 





SENIOR WATER 
RESOURCES ENGINEERS met 03/093) 


Applicants should have a minimum of 10 years overseas experience 
(worldwide) in integrated water resources management projects. Proven and 
confirmed experience is required at team leader level and candidates should 
be qualified engineers. Experience of managing multi-disciplinary technical 
assistance teams is essential, 


SENIOR PLANNERS (Ref: o3/09b) 


Senior Planner Specialists in macro-economic approach, natural resource 
economics, development strategies and scenarios, regional socio-economy, 
land use planning and physical planning ünfrastructures), economic and 
financial analysis of projects and programs, implementation conditions, 
institutional aspects. The applicants should be graduates in Economics and 
have at least 10 years overseas experience (worldwide). Knowledge of the 
water Sector is essential. 


FLOOD CONTROL 
ENGINEERS eet: 03/090 


Minimum of 10 years overseas experience in flood control, flood forecasting 
and warning, flood preparedness. Proven expertise in design of flood 
protection works. Experience in river training and modeling. Experience at 
team leader ievel would be an advantage and candidates should be qualified 
engineers. Applicants should have worldwide experience. 


- Applicants should send their candidacy specifying the hereabove 

reference to BCEOM, Human Resources. Departm 
Recruitment - Place des Fréres Montgolfier - 78286 
Guyancourt Cedex - France - E-mail: drh@bceom.fr 
Fax: 331 30 12 10 95 






— 


WI une société du groupe egjs 








Aston Business School © - 


Lecturer/ 
Senior Lecturer/ 
Reader in Economics 


£22,191 - £39,958 (exceptionally £43,067) pa 


Applicants should have a good first degree and a doctorate in economics, 
a strong commitment to high-quality teaching and research, and 


a demonstrated ability or potential to publish in leading journals. 
Candidates must be willing to teach and research in a multi-disciplinary 
environment within the Strategic Management Group. 


Further particulars and application forms may be obtained electronically 
on http;//www.aston.ac.uk/hr/recruitment.htm or from the Personnel 
Office on Tel: +44 (0) 121 359 0870; email: b.a.power@aston.ac.uk: 
Quoting reference no: A03/54 


Closing date f licati is 4 April 2003 9 

osing date tor applications is 4 Apri | 
ASTON 

UNIVERSITY 


JDn'2D'U0JSD'MMM 


‘Quality and Equality’ 





Research Fellows (3 posts - 1 
general and 2 European) 
Ref: 03/F923B 


institute of Governance 


These posts are available from 1 September 2003 for 1 year in the 
first instance with the potential for extension for a further 1 year. 
Applicants must have a PhD or equivalent in a discipline relevant to 
the remit of the Institute. The successful applicants will be required 
to undertake original self-generated research within one of the 
programmes of the institute. Two appointees to the positions will 
have particular interests in the European themes covered by the 
institute and will have a high profile in comparative research on the 
European themes covered by the Institute. All appointees will have 
research publications of international quality. Further criteria will be 
contained in the further particulars for this post. Information about 
the Institute is available at www.qub.ac.uk/gov 


















informal enquiries for all posts may be directed to Dr Graham 
Walker, School of Politics (tel. 028 90273200). 


Salary: £18,267 - £20,312 per annum 
Closing Date: 5.00pm, Friday 28 March 2003 


Please visit our website to download the application pack - 
www.qub.ac.uk/jobs or alternatively contact the address below. 









The University is committed to equal opportunities and to 
selection on merit. It therefore welcomes applications from all 
sections of society. 







Fixed term contract posts are available for the stated period in the 
first instance but in particular circumstances may be renewed or 
made permanent subject to availability of funding. 
















Queen's University Belfast 
Personnel Department 


Belfast, BT7 1NN. 

Tel (028) 90273044 or 
(028) 90273854 
(answering machine) or 

Fax (028) 90324944 or 

e-mail on personnel@qub.ac.uk 







Queens University 
Belfast 
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BR Cartre for Economic Policy Researan 


EC Research Training Networks 
Pre- and Post-doctoral Fellowships 


The Centre for Economic Policy Research coordinates a 
number of Research Training Networks, funded by the 
European Commission. These Networks offer opportunities 
for pre- and post-doctoral research fellowships, based at 
various universities throughout Europe. 


We have recently launched four new networks on 
monetary policy design, trade and development, 
pension reform, and competition policy, and are 
recruiting young researchers to fill fellowship vacancies in 
these and our other networks. 


The terms of the funding contract specify that applicants 
must be a national of an EU Member or an EU-Associated 
State. 


Further details of the fellowships, the eligibility criteria and 
how to apply can be found at 
http://www.cepr.org/vacancy/network vacancies.htm 


CEPR's networks operate an equal opportunities policy 
and we encourage female researchers to apply for these 
positions. 


Associate / Assistant Professorships (4 posts) 
Business Administration and Management / Permanent positions 


"E 






SCHOOL OF MANAGEMENT 4 


In the context of its international development, IESEG School of Management 
at the Catholic University of Lille, invites applications for four new full-time 
positions (starting in September 2003) at the Associate Professor level or 
Assistant Professor level. IESEG, member of the "Conférence des Grandes 
> Écoles", is one of France's leading business schools. 

Salary (gross) : Euros 35 000-50 000 per annum 

Applications would be welcome. from those with expertise in one of the 
following areas : 


Marketing, Business Strategy , Finance, MIS 


Candidates should hold a Doctoral degree (or be in the process of completing 
one very soon). Candidates are also expected to have a knowledge of business 
practices in Western Europe. The successful candidates will join a dedicated and 
enthusiastic team committed to furthering the School's European reputation. 
Fluency in English is required. Proficiency in French would be an asset. Courses 
will be taught in English. 

The successful candidates will be expected to design and teach courses at all 
levels, conduct academic research and possibly be active as consultants. 


Applications (Letter of Application and Curriculum Vitae) should be sent to : 
Dr. |P AMMEUX, Director - jp.ammeux@ieseg fr 


IESEG, 3 rue de la Digue - F-59800 LILLE - FRANCE 
Website : www.ieseg.fr - Tel: +33/320.545.892 
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M TOM. Xu WORK IN USA »or 
PCG ST o 5 s VU 
it 95, 060 Employment visas Availat um 
IT PROFESAENIONALS, EhUINEERS. ARCHITERGTS. 
AGUGUNTANRTS, DIAYSIQIANEL. OOEAGHERA, RT 
TOP Positions, Salaries & Benefits 
Visit us Online for Job Opportunities! 
Affiliates (Recruiters) Needed! 


TO ADVERTISE WITHIN THE CLASSIFIED 
SECTION, CONTACT: 


Mona Von Rahden, Frankfurt 
Te: (4960) 976 87217 Fax (A909) 878 B7221 
Emai motiavonrahden & economist. cam 
Nathalie Henault, Paris 
Tei 981) 5393 6864 Fax: C331) 5393 68605 


Email: nathatiehenault Q economist.com www GroenCardGpecialists cum 





EUROPE'S LEADING INTERNATIONAL 


TOURISM CONSULTING FIRM 
URGENTLY SEEKS 
CONSULTANTS AND PROJECT TEAM LEADERS 


for both. short and long term projects in Asia, the Middle East, Latin America and 
the Caribbean. 

Candidates. must be proficient in English and ideally in at least one other language. 
Experience in projects funded by the EU., W.B, ADB. UN., LDB. or the 
WTO. is required. 


Candidates are sought in the following tourism areas: 


* Cultural Tourism * Quality Control Systems and 
* Ecotourism and Conservation Certification 
* Community Development and Rural * Marketing 
Tourism * Tourism Development Planning 
* HR Development and Awareness * Legislation 
Programmes B 


Candidates are invited to send their CV (with photograph) to: lithé?thr.es, 





Riera Taourkum Ciesisltaunis: 


Please visit our website for more information: wwwibres — Tel 434 9320638 50. 





Travel 







more e thai n bod 55, y 
to know yourself. Fami 
health, joy and vit. 
equally important to yor 
overall success, 
Reach your full potential 
as a leader and optimize your | 
well-being in an intensive: 
program, co-sponsored by 
CDR International, experts in 
strategic leadership develops 
ment and programming, and _ 
Canyon Ranch Health Resorts, 
the authority on corporate 
health & wellness. 
Learn strategies to meet 
the demands and challenges 
of the ever-changing business 
world. Energize your options. 


PROGRAM INFORMATION: 
call CDR international, 
(563) 223-5678 
cdr-intl.com 


RESERVATIONS: 
Canyon Ranch, 
800-975-8880, 
Ext. 4200 
canyonranch.com 





"Tacson, Arkona 


lenders 
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ISLAMIC REPUBLIC OF PAKISTAN 
REQUEST FOR EXPRESSIONS OF INTEREST 


(EO!) FROM CONSULTING FIRMS PAKISTAN | Expression of Interest 
Technical Assistance for verni! Soper dai (TABS) 
Consultant Services for further Development of 
National Credit information Systems 


Gah No. Cr. 3688-PAK | Internal Oversight / Change Consultant 


This request for expressions of interest follows the genera! procurement notice for this " , 1 

rolati that appeared in UN.Development Business No. 580 of 16th April 2002. OHR seeks Expressions of Interest from suitably 
The Islamic Republic of Pakistan has received a credit (8688 PAK) from the international experienced consultants with the demonstrable ca paci ty to 
Development Association (IDA) as Technical Assistance for Banking Sector (TABS) and t as follows: 

intends to apply part of the proceed of the credit to make payments to consulting firm for act aS IOLOWS: 

further developing existing national credit Pipes diris so that cual sai 

are provided to the participants consistent w st international practices. The State Ban : : V : 5 +s . 

of Pakistan (SBP) recognizes that national credit information systems need to be strengthened Primarily as Inter nal Oversight in determining compliance 
by affording private credit bureaus opportunities to satisfy the growing needs of borrowers (or non-compliance) with existing Financia! Regulations 
specially the small and medium size and lenders. The Consulting firm shall be, interalia, and Operating Procedures 

required to advise SBP in the matter af establishment of credit bureaus in the private sector P 8 NT 

specifying the parameters E their ipei viz-a-viz legal requirements and develop 

a Cost-cum-time based implementation plans, etc, : T : on P 

The State Bank of Pakistan now invites eligible consulting firms having relevant § But, in addition, 9 identify when such procedures BE 
experience/dealing with central banks, to indicate their interest in providing the above methods are inappropriate in an organisation undergoing a 
services. interested Consultants must provide information indicating that they are qualified period of substantial ch ange AND to recommend accurate 
to perform the services (brochures, description of simlar assignments, experience in similar . | 

conditions, availability of appropriate skills among staff, etc.). Consultants may associate amendments/ improvements to both procedures and 
to enhance their qualifications. ssociat € t ions. 

A Consulting firm will be selected in accordance with the procedures set out in the World associated ni at functions 

Bank's Guidelines: Selection and Employment of Consultants by World Bank Borrower 

(January 1997 revised May 2002). OHR is the lead civilian peace implementation agency in 
Interested Consulting firms may obtain further information during business hours [0900- Bosrni dH : 

1700 Hrs (PST) through Monday to Friday and from 0900-0130 Hrs (PST) Saturday] from osma and Herzegovina. 


the following address: For further information please visit our website at 

Banking up rvision Department www.ohrint 
di State Bank of Baksan a Full text of this advertisement can be found on the Tenders 
H || Chundrigar Road, Karachi-74000, Pakistan. of the above site. 

- Tel: 92-21-9212507, 9212400-409 Ext. 3500 Page uia 

Fax: 92-21-9212505, 9217221. ` | Mv) 
]| E-mait: jameel ahmed@sbp.org.pk, sbp-cib@cyber-net.pk Please note responses are required no later than 28 March 
M Expressions of interest must be delivered to ‘he above address by the close 9003. 
AN 9f business hours on or before 31 March 2003. | 


AE E RE Rr PETERE 


| Can change be effectively managed? 


This big change topic and findings of extensive new 
RFLC quantitative and qualitative research will be 


x 
discussed at the first Is Change Changing?’ Ta : 
t 4^ La M à vad A Ü + 
symposium on March 27 2003 in central London. : | Symposium 
Conducted over the past year with Barclays, Dell, the ——— 


NHS, PwC & Shell, the research reveals hard evidence 


ae . RA ri - / 
that different change contexts require different | Ch g Ch g g ? 
change approaches and leadership strategies. 5 an C an In j 





2 The discussion leaders include: š 
Who Shou Id Attend " Bob Johansen - President & CEO of California based Institute for the Future 
Senior management 


à ; i; Professor Malcolm Higgs - Academic Dean of Henley Management College and Chair, RFLC 
involved in pl anning Pavita Walker - Director of Talent Management for the Barclays Group ' 


and implementing À Pat O'Driscoll - Vice President Retail, Shell Europe Oil Products 
organisational change. Jackie Gittins - Human Capital Director, PricewaterhouseCoopers 
| | Deborah Rowland, Angus Fisher, Nancy Clay - RFLC 


“Thought provoking... advanced, original research” 


Ken DiPietro, Corporate VP Human Resources, Microsoft, Worldwide 










DELEGATE RATES 

£495.00 [plus VAT at 17.5%) private sector 
£395.00 (plus VAT at 17.5%} public sector 
£148,00 (plus VAT at 17.8%) symposium papers 


RFLC background 
Rowland Fisher Lexon Consulting is a leader in shaping the conditions that allow change 
to emerge and is actively involved in developing some of the latest change thinking. 


For further information and to reserve your place call Garry Lockwood on +44 (0)20 7546 8686 or e-mail garrylockwood @rflc.co.uk now! 
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Business & Personal 








The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


LONDON: 
80-100 Sydney 5t., Chelsea, 
London SW3 BNJ. 
Tet +44 (0) 20 7352 2274 
Fax +44 (0) 20 7795 0016 


For immediate, friendly advice, please contact: 
Helen Harper LL, B (Hons), Dip. Law, AQI — Janson Lotery B.Sc (Hens) 
E-mail: helendesctgroup com E-mail: janson@scigroup.com 
Charles Baker M.A, (Hons! 
E-mail charles@scigroup.com 


[| EST. 1989 


Ames Leber emen 


1 LICENSED CO. 
& TRUST MANACETENE: 


vww.scfgroup.com 





GLASER DESIGNS 


TRAVEL GOODS MAKERS 
Please call for our free catalog. 
PHONE 415-552-3188; 800-234-1075; FAX 415-431-3999 
ECON@GLASERDESIGNS.COM WWW.GLASERDESIGNS.COM 
SAN FRANCISCO, CA 94103 





Expert & professional advice pum 
at affordable prices | 


| ISLE of MAR: 
Panui Sreanack 
BNCUEET EIUS 


(UNITED KINGDOM; (S.A 
i Simon Denton | Wi iam H. Byrnes 
T, ahh 10120 J39 OSES | T. et [308] 579 $346 


HONG KONG: 
: Michael Fogas 


GIBRALTAR: 
Stuart Stobis 
T9350 26973 


IARE bn ata a rir et erem WEP NA AA a ABA M 











1 1435 POLSOM ST. 









——  — a eS RAPIER TORTI AERIS ePi 








Zetland Financial Group 
Hong Keng Geneva 
;[* Company Formation & Administration 
"be Trusts & Asset Protection 
* Bank/Brokerage Introductions 
J e Nominee Directors, Shareholders & 
|. Company Secretary 
:» Efficient & Discreet Since 1987 
www .zetland.biz 






e- incorporat à 


] * incorporate in Delawat 

3. * US, bank accounts: opened 

- * Legal Delaware U.S. address 

` Delaware Business Incorporators, inc. 
Taf: 1 800 425 2993 (toil free) 
or «302 996 5819 Fax: 1 800 423 0423 
email: inc info @delbusinc.cam 
or Fax: +302 996 5818 


|| 
i 
| 
PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript io 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TWI 4EG. UR. 
E-mail: athenabook@aci.com 






SITIZENSHIP 
Idop Henley & 


OFFICIAL PROGRAMS LEADING TO 
FULL CITIZENSHIP AND PASSPORT 
i 
| 





Partners 


TEL +1 - 242 ~ 356 51 88 
Fax +1 — 242 -- 356 51 89 
WWW. HENLEYGLOBAL,COM/ EC 


BY GOVERNMENT APPOINTMENT 










SED —————  —— ERE TN 


: International 
Property 


| Beg Canadian Laurentians: 


Private sanctuary Cá SOacre/175ha 
Custom-sized ‘ature estates: water, forest dc 
mountain lots. From SI0k US ($1-2-3 m^ 
83.7 acres (15, 000m^ & up. 

Play 3e golf next door indulge vour pleasure in 
Montreal & Orawa Explore Mt Tremblant. 


450-660-9140 
wew.countryestatecanada.com 
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Offshore Corporations 
Banks, Trusts, Foundations 
Bank ube EG imental 


WW. 
Stee anine consaleiion, 24 beurs per duy, 7. days per werd 
Abrams & Krochak 
Carelen immigran Lawyers 


258 hienon Surect, Srnie 402, Toro Eirin, MAS 14 
Fei ce (1i 816 48:2 3407 Fax, oo CO RIG SRI AT 


Proven to cat vemm COSS p up to 4066. | 


Manufacturer seeks UK and overseas 
distributors for this top quality high tech 
product with amazing customer demand. 

Tel: +44 (0) 1872 223000 
Fax: +44 (021872 264325 
For information 1 pack 





www. swiss-bank-accounts. com 





‘OFFSHORE COMPANIES 


* Ready made companies 
full corporate administration 
Trade services (LAC, shipping} 
* Banking/Accounting services 
China business development services 
Contact Stella Ho for immediate services 
& company brochure 


NACS LTD 


Suite 1505-6, Albion Plaza, 
2-6 Granville Road, T.S.T., 
Kowloon, Hong Kong 
E-mail: nacs@nacs.com hk 
Website: wiWw.nacs.com.hk 
Tet: (852) 2724 1223 Fax: (852) 2722 4373 










F, 356 70158 £466 1626 699801 Feah (0120-7930 HIEI F, 11 1308] 979 5248 





With over 25 years experience in 
facilitating offshore and international 


business, we deliver workable and cost 
effective solutions. 








d solutions for repay ates 
. Trading or r investing i inter ernationally 
. Protect ng your wealth 


* Setting up a business overseas 


a-consulting.com. f 





Contact David Stevenson 
for further information: 


T: +44 (1624) 818899 
F: +44 (1624) 811081 
| E : business@ocra.com 


TELE Sh 


M 


ocravvorid wide 


www.ocra.com 


= The | 
Economist 


TO ADVERTISE WITHIN THE CLASSIFIED SECTION CONTACT: 


New York: Beth Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber 9 economist.com 


London: Ruth Fox 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 

ruthfox @ economist.com 


fl Economic and financial indicators 


Overview 


Stockmarkets around the world fell sharply, 
asinvestors qrew more nervous not only 
about a war with Iraq, but also about signs 
thatthe American economy is stalling. The 
biggest declines came in Europe: Amsterdam 
fell by 14% over the week, Frankfurt by 12% 
and London by 8%. All fell to their lowest lev- 
els sincethe stockmarket bubble burst. Ger- 
many's DAX is now 73% off its peak. Japan's 
Nikkei fell by 6% to a new 20-year low. By 
comparison, Wall Street's losses were rela- 
tively modest: the S&P 500 fell by 3% over 
the week, leaving it 47% below its March 
2000 peak. 


America published one of the most worrying 
of recent economic statistics. Total payroll 
employment slumped by 308,000 in Febru- 
ary. Some ofthat was caused by bad weather 
and the call-up of army reservists, but it also 
suggests that cash-strapped firms are laying 
off workers again. The jobless rate edged up 
to 5.8% ofthe labour force. Thatis only a tit- 
tle higher than the 5.6% rate of a year ago, 
but that is partly because many of those 
without jobs have left the labour force rather 
; than register as unemployed. 







apan' S GDP growth was revised up to 2.8% in 
year to the fourth quarter, only a whisker 
- behind the United States (2. 9%), and 
leagues ahead of the euro area's miserable 
-growth rate of 1.3%. However, allis not rosy: 
Japan's nominal GDP rose by a paltry 0.3% 
over the same period. Japanese retail sales 
fell by 2.4% in the 12 months to January. 


Germany’s industrial production rose bya 
stronger-than-expected 1.6% in January, 
but the monthly figures are volatile: produc- 
tion slumped by 3.5% in December, so output 
is still 0.2% lower than a year earlier. British 
industrial production fell by 0.7% over the 
same period. 


America’s merchandise-trade deficit nar- 
rowed to $44.8 billion in January, thanks 
largely to a fallin imports. It was still the 
second-biggest deficit on record. Japan’s 
trade surplus shrank in January te its small- 
est for more than a year, as a stronger yen 
started to bite. 


Switzerland's unemployment neared a five- 
year high of 3.9% in February. Last week the 
Swiss National Bank surprised financial mar- 
kets by cutting its key interest rate by half a 
point, to 0.2596. Asharp risein the Swiss 
franc has been hurting exporters. 





Data on more ecourines, as sell ai as ERU tools, 
tables and charts for shares and indices worldwide 
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Output, demand and jobs 


% change on year ago 
The Economist poll Industrial Retail sales Unemployment 
BPP _ODP forecasts production — (volume) — Arte — 
TE lgt — lyear — 2003 — 2004 — ^ latest — latest latest — yearac 
Australia — — « 16 +30 Q« +31 +34 * 16 03 +54 04 60 Feb 6.6 
Austria 403 +12 Q0 +12  *20 -15 De +09 Dec 4lJmn 39 
Belgium — £08 +16 0 +13 423 = 0.8 Dec —— - 49 Dec 118 feb! 10.8 
Britain — — «13 *21 04 422 27  -0J hn +42 An ^ 5.1 del? 52 
Canada *16 +39 Q4 +30 +33 «5.6 Dec +14 Dec 74 fe 79 
Denmark -0.1 709 04 +18 +24 -17 Dc +24 Dc 5.40e« 5.1 
France +09 +17 06 —*14 24 -01 Dc — -19 Dec 91 Jn 88 
Germany — — -0.1 +05 04 +05 +19 - -02 Jn ^ * 13 hn 105 Febi 9.6 
Italy - t17 *10 04 +12 22 421 Dc — «19 Nw! 89 0i 93 
Japan — — Fee + 2.8 Q4 + 0.5 + 0.6 +15 Jan — - 2.4 Jen 95.9 Jan 5.3 
Netherlands — « 0.4 «0.3 06 «0.8 — «22 -6.8 Dec —— - 2.5 De ^^ 43 Jmw* 34 
Spain — —  *14 +21 0 422 +29 *25 Dec — 48 Noi 12.1 Jan 10.9 
Sweden — «16 +20 € +19 +25 -20 Dc  *43 dan 5,1 dan? 44 
Switzerland — « 14 +08 04 +09 +19  -35 Q  -28 De 3.9 Fef 26 
puted States + 14 - + E 9 Ad xod 2.5 o + uot. Aue CP 2. O dano IN. £43 Jan. n (5. 8 Feb 5 n5 
Euro area — — «07 «13 04 *11 *22 - 0.5 Dec 7 19 De 8.6 Jan T Bl 


* change ata an annual rate, fuot: seasonally adiusted. thew series, toa. Dec; claimant count rate 3, 1% in Jan. Bey harmonised rate 
8. Tein Feb. **Nov-Jan, new series 
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Prices and wages 
% change on year ago 
The Economist poll 






, Consumerprices consumer ulas forecast Producer prices Wages/earnings 
neea A AGO 7003 — 2004 latest — yearago — latest year ag 
Australia — — * 16 Q4 ~ 0,7 +3.9 Q4 + 4.9 


Mitt mrs tee ned enon asemn wnecencnnnurtctredbomers aen tte emda eian Samama tni reper iA Rte itc Out a Nds mtr sik aa e ER SAN TAS Reset te PUER dt AM nena NAN amen mati at e amie A MA RP RANA Rte ara ge 


MM EQ 1SQoóé OLIM 


tiere ttt rr m nr tem amm 


AAAA E InI ae V NIAE III MA Mn T AREA AN sme mms P VIE D ck TT tenere ee NE AI ah vie emm ennemis i isto Pe qe mA ta vie ita E I M mane a ca i I E EE 


Tr net Penates mente ime seiten meg nennt nn VN She nh amiee Aene i A T MIR EAA AM m e E IUE NEA HIR MA d Ais rs A A nan ss 


nM CMM M E M CM MOM a E i A A i ma aa AA A R a ia 


ADITU nennt umen oreet nn n sent tete e the emerit nannten ns IEAA ALIA eeen t MANAN AAAA MAA m e N A m E MEER A I aa ettet nee nante tees monem een hia e s s eaten Ratan mm rti PHI Mas AA y SERAIS APR oi 


LEAR Mentem nem eni me tenen ner ana etm rmn ms nane todos eese is PE II IARE m AENEAN AP HANS IM digo t AM AI I Ret cs mA qt REN aveo rM tno yarn feared 


Se ee NN eee Ae iea ra ets tae neta nal oh D S SME Sete ga ee Foc ui dm nara iA b prt irae nm i in anie a ai a roe ua AER be p PR INIT Nehme nion at mene n SP s hme imet viens ho Matin qom a io tiem sim e AN t mak e RA NATA RARI ares 


vue nun tenant tnm v me —€—— M — — —Pt PR niet inmate et Red 






United [x Els, ON ORE 
Euro area — ES Feb v 2.5 id ns 


* Revised series. 
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Money and interest rates The Economist commodity price index 
19952100 
Money supply* Interest rates % p.a. (Mar 12th 2003) 
* change on year ago 3-mth money market 2-year 10-yeargov'tbonds ^ corporate 


NE narrow broad latest — yearago — gov'tbonds latest — yearago — bonds ^— polsrindex ^ ^ ^ ^ ^ ^ 


Australia —-9. 410.4 Jan 4.76 4.36 4.32 5.07 6.40 6.12 M 
Australia — - 9.7 — 104 m A78 A E E ez] c ggg Allitems 0 785 775  -28 108 
Britain — «51 64 hn — 363 — 408 — OO oc-- food — 796. 787 — -41 3120. 


s % change ort 
Mar4th Mar 1ith* one qet 











d +91 X Mi ues ^L HEB. Seed Milan [11 HM Ab 77.0 75.9 -11 £94 
= ; s 5 n ; 3 0.02 0.07 0.04 0.70 1.45 0.84 oy Aon Ros IS enh a aaa etn aig nir rtu ir A ane kee ans bas ot fan itum er sevwa iet ipu my cower ri ee ptr AL nearer 
pan + 3 + e Nfal - 79.4 


Switzerland + Cum RC EE T EE a Cox ae Mt E UN S 
UnitedStates + 29 +62 n 114 188 143 359 ! 526 sgg _sterting index 


aml (68 2101000 7390€ sar 7990990 ea, LLL UELLE 


nnn snnm Euro in x 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. Germany for bonds. Benchmarks: US 30-year 4.74%, Japan uro inde 


No.247 0.71%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.50%, BOJ overnight cali 0.001%, BOE repo 3.75%, Sources: Allitems — 94. co AE ce BG ERS, 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, Global Insight, Westpac, Thomson Yen index I 
Datastream.. Rates cannot be construed as banks’ offers. All items 98.4 96.4 -6.5 1b 


Stockmarkets $peroz: — 353.50 — 35075 — - $4 418.6 


Market indices West Texas Intermediate Se 
% change on $ per barrel — 36.89 36.704 3 43 
2003 one record . Dec 31st 2002 * Provisional. | Non-food agriculturals. 
Mar 12th high low week high inlocal — in$ 














Australia (All Ordinaries) 2,687.1 3,049.6 2,687.1 - 2.3 -21.9 -97 -47 


Austa(ATX) — —  — 11202 11878 11202 = 34  -355 — - 26 +23. 


C— M M— a ARENA EE e aea anann amama anane RM a 


aaa n A A a Ea a an e ee A EANO ATAR La AANA n qt bl lik aana MEE A p aannam de dea aaan nA aaa c mananan Od dM UMEN 





France(SBF250) 1,630.1 2,144.8 1,630.1 - 86 -62.9 -206 -16.6 - 
“(CKO —— 2,4030 32103 240310 = 9.55 -6533 ^. -216 -17.6 d 
X) — — 220310 31573 22010 ^ -118 — -727 -238  -200 - 

Kd) —— 09594  l1424 9594 - 81 -560 -121 - 77 - 
225) — 7,943.0 8790.9 7,8624 ^ - 63 ^ -796 &— -74 -63. 
NES 782.4 865.4 — 760.1 — - 49 ^ -729 — - 72 - 961 

o ZIBA 337.3. 2184 —— -13.8 —  -68.9 — —-32.33  -289 
ladridSE) — 5768  —— 08318 ^ 5768 ^ - 67 -49.7 ^ - 90 - 4&4. 





MEE EEUU m ER ER Re DR 
Switzerland (Swiss Market 3,675.4 4,965.3 3,675.4 - 7.3 -56.3 -20.6 ~17.6 
s 1 ra * n b 4 * * * - . 
————— Aaronen yaapa ranan annan nAi e a a a n i ia IEEE E e IT E ER CE ee ehe REM iR 
re mammann i niente ar fi a oy re sn aaan ann n a a n a A A hE AAAA renee — ih aaa anar rann ear Ai aaan anai iaaa napana ana nn n ae aaa aae aana 
amaaa a ties mran me menie tetas hea mena avram y etme deee a Aaa aa AAAA AE A A AAA an E E minare eeen 


re PS re en i A aae ana eR et are Aa AA AAAA a a aa tt a rere de rete! AAA AAAA An A A a aaa tasti is tata sra nn mamn men e Mee n a a a ene SP Ne PH anuman ntm mem innt emanan E 


NAMUR IU EE a r A aiai a iaaa E A n A AA oh nl e aaa amanna aera ern e e ree ei toy hen anaana eu hnne aana aay annaa ananman ina amaaan ER e ER MM 


Euro area (FTSE Ebloc 100)" 565.7 757.2 565.7 - 9.9 -63.5 -21.3  -17.3 


————————— (a naga corper dre n t m PIRA ARA AAA e i a il aka sg rima ima errans m heme rr eae MPa ai viia a Parit e M bd AN MR a aat Ras v yr rare er rer eer VIE n itae rrr reir ri i ha a a raaa mane 


*In euro terms. {Morgan Stantey Capital International index includes individual markets listed above plus eight others, in dollar terms. 
$Salomon Smith Barney World Government Bond Index, total return, in $ terms. 





: Trade, exchange rates and budgets 


Trade balance*, $bn Current account Exchange rate LL LL Wmrenunis —  — 


latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast 1990=100 $ £ euro  ¥100 % of GDF 
2003 2004 = Mari2th yearago  Marizth year ago E .  .?2002* 








Austratia - 60 Jn  - 1j] à  -43  -38 7155 7143 168 192 271 185 144 01. 
Austria + 04 De —  * 08 Dc — -07 — -14 10173 1003 ^ 091 —114 . 146 &— - 077 ^). -16. 
Belgium +17.5 De + 128 Sep — «49 — «5.0 — 10149 990 — à 091 114 &— 146 &—à- À 077 àà1à ml. 
Britain - 536 Jan - 205 Q5 —-19 -18 1009 1058 ^ 062 071 ^. - 068 053 ^ 4. 4 
Canada * 347 Jam. 100 Q0 +19 — «20 79.5 — 760 ^ 148 ^ 159 ^ 2.38 163 126 &— 06 - 
Denmark + 80 De — * 50 Dec — *20 — «17 ^ ^). $1056 1019 &— 6.74  — 8.49 ^à^ 109 22 

France + 9.0 Jan + 28.3 Dec » 1 4 1.5 104.58 101.6 0.91 1.146 1.46 27 








3 cman eer — 20.0 um ee MEET oe eve 10188 — 985 ^ ^o91 114 146 ce aaa S pom 


italy + 89 ùe - 64 De ~- 0.2 zi 74.5 72.5 0.9] | 114 — 146. (2007 —— 23 


Japan — * 93.6 Jun *113.4 Jan — v 27 + 2.9 1320 — 1312. n; — $9 — 19 209  - 0 79. 
Netherlands * 29.0 Dec + 9.41 04 +31 + 32 100.78 — 97.9 0.91 114 1.46 = 0.77 -0.8 











Euro area + 97.7 Dec + 60.2 De +09 +08 87.6 78.2 0.9] 114 1.46 ~ O77 22 


amin e eee reaa AAS A E AAAA ey A pana EAA NM MM VN RE M AN Ht DN Cc Lam moms ein anit ery edet MU eA Me RR A PEELE AREER ETE TREE Pas An Pati es Is Sgt tu gite metes deeem Peto nenem rotat emere rtv 


* *Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of England except SIMF January average. tOECD estimate. 


M Emerging-market indicators 


Overview 


Asian economies are proving resilient de- 
spite worries about global prospects. In 
China, industrial production leapt by 19.896 
inthe 12 months to February. Industrial out- 
put rose by 6.4% in India in the 12 months to 
January. In Hong Kong, GDP grew by 5% in 
the yeartothe fourth quarter of 2002. 


Fears that Argentina might relapse into hy- 
perinflation are receding. Consumer-price 
inflation slackened to 36.196 in the 12 
months to February. 


Turkey's recovery continues. Industrial out- 
put rose by 13.2% in the year to January. 
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Economy 
% change on year ago Latest 12 months, $bn - Foreign 
GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, lates 
China +81 Qe 119,8 feb — — € 0.2 feb — 123.9 Feb — +17.4 2001 269.9 Oct 
Hong Kong 629,06. Te @ 058 Jn 569 Jm +16.5 03 113.7 feb 
India 0 #58 0 +64 Jn +34 Xm — — - 7.9 n +45 Q3 69.9 Jan 
Indonesia — — » 38 Q& — — * 7.1 Det — * 7.3 Feb — — 425.7 Jan — * 7.5 (Q3 — 31.1 Jan 
Malaysia —  — «56 a +10. ILIUM nL t139 Jan +66 0 34.5 Feb 
Philippines — — « 5.8. a -5.0 De — «3.1 feb — 16 Dec +62 Se 13.1 Feb 
Singapore —— - *27 a: — «135 Jan — *09 Xn — 958 Xn +187 o 83.6 Feb 
South Korea + 5.8. Q2 —— «36 3n — +39 feb +93 Hb +56 he 122.8 Jan 
Taiwan — — *42  —— *85 X — - 15 fe «162 Rb +25.8 o 166.3 Feb 
Thailand «60 0 413.0 Jan + L9 Feb +46 jan +80 Jon 38.9 Jan 
Argentina 710.1 03 *13.2 Jan $36.1 Feb — — «15.9 Jan +70 @ 9.5 Jan 
Brazil — — +34 06 —— *55 De — 145 Jm — — «15.0 Feb — - 6.3 Jan — — 38.6 Jan 
Chile — 0 0 * 18 0G +28 Jn * 38 fe — — * 25 Jm — - 0.6 a — 16.4 Jon 
Colombia + 20 06 — 506 Noy * 72 nb — — ni Nw — -15 d» — 109 feb 
Mexico — — — * 19 a —— -*17 De +55 fb —  - 7.6 Jn -14.5 a ^ 515 Jan 
Peru + $3 Dec 3117 Dec o. * 2B feb + 0.3 Dec  - 11 04 — 9.3 Jan 
Venezuela ~16.7 (Q4 -10.5 Oct +38.7 feb +13.9 Q4 +76 04 8.6 Dee 
Egypt —  , 02 3.1 zo} * 42 z002} * 30 De - 7.8 Nov — «0.1 03 — 13.2 De 
Israel +13 0 0 *13 Dc —— +56 Xn — — - 5.5 Fe — -2.1 Q4 —— 234 feb 
South Africa — —« 3.0 Q4 —  * 15 Jm — — *137 Jm — — f39 n nmi o» —— 56 Jm 
Turkey +7.9 03 413.2 Jan +27.0 Feb -15.7 Dec + 0.1 Nov 29.2 Jan 
Czech Republic — * 15 03 — « 6.4 Ja LO fb 7 23 Jn ——-42 03 264 Fb 
Hungary — Á — 1d e LUPA M. LL eo REL 199 Die. 24 eb. le n 
Poland — — | *16 0 — *42 ðn — +00.4 Jm — 7103 Jan — - 6.5 Xm — 29.3 Jan 
Russia +43 0 * 4 Jan 414.8 Feb +48.2 Jan +30.3 03 49,3 Feb 


*Excluding gold, except Singapore: IMF definition. TYear ending June. tNew series. 








Financial markets 
Currency units Interest rates — Stockmarkets uu *b change iN 
per $ per£ short-term Mar 12th Dec 31st 2002 
Mari?2th yearago Mar12th % p.a. one in local in $ 
week currency term: 
China — — 0 9.28 828 à. 1323 à à na  — à 15421 ^. -28 - EGAL E 
HongKong — — 7.80 —— 7.80 & 126 — 131 ^ 8875.0 &——-26  - SO oe 
India nl NIE tA S NEC BEC E E NEUE 
Indonesia — 8,893 — 9,975 — 14,336 — 12.34 —— 387.2 1-10  - 89  Á- 83 
Malaysia — — : 3.80 3.806133 629 Dee NC T Seon <3 
Philippines 55.1 50.9 88.8 813 1000.4 70.90 18  - 48 
Singapore — — 175 1.83 — 2.82 ^ 0.09 1233.3 725 — | uu ue m 
South Korea — 1,244 à— 1,316 — 2,000 —— 470 ^ ^ 5318 ^^ -5.1 ^ - 1533 - 192 
Taiwan — 347 — 349 — 559 140 43982 ^  -20 - 28  - 25 
Thailand 42.7 43.3 . 68.8 1.71 352.4 -2.1 - LI ~ 0.2 
Argentina — — 3.11 — 233 5,01 7.00 ^ 5548 -68 * 57 +145 
Brazil — 0 0 348 — 234 5.60 26.25 ^ ^ 105380 ^ *21 = 65  - 48 
Chile — — 753 — 658 — 1214 — ^ 2.64 ^ ^ 5,0683 -01 + 10  - 34 
Colombia — — 2,963 — 2268 — 477] ^^ 777 ^ 16102 ^ -05 ^ « 01  - 32 
Mexico — — 1091 ^ 9.12 ^ 176 ^ 970  $ 5,810.0 -18 — - 52  - 94 
Peru —  —— 348 — 345 — 561 — 371 15036  —— -25 » 80 + 92 
Venezuela 1,598 901 2,576 31.23 8,177.4 $0.3 + 2.0 ~ 11.5 
Egypt — à— 576 — 463 ^ 928 ^^ 930 ^ ^ 57997] -38 * 80 -131 
Israel — 4.82 4.68 7.77 (6.03 ^ 3242 -02 ^ - 25  - 39 





EMBI+ | 1.00 100 161 na 245.0 +1.0 na +71 
coru DR Ete en miis BET NEN id Ser Ne Eia ERE ecc REI IERI o o EORR RI Re REND AREA Sec 
"Emerging Mkts Free. 1J.P. Morgan Chase's Emerging Mkts Bond Index Plus, tin $ terms, 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream: Economist Intelligence Unit; Reuters; J.P. Mor 
gan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israet: Standard Bani 
Group: Akbank; Deutsche Bank. 





Track and chart global stocks and indices, download tables, currency tools and more 


INSEAD 


Executive Education 


29 June - 25 July 2003 
in Fontainebleau 


28 September - “tea 


in Fontainebleau 


"Investing four weeks of one’s 
time is a heavy commitment for 
Oe 
MÀ NSEA j Ms 
already provided substantial 
returns on the investment. The 
course is pitched at exactly the 
right level to put all the things 
one has learned from personal 






experience into d eae | 


of others for their own use." 


CEO, Royal London Asset Management 


To apply for the AMP or to receive 
information please contact 
susana.domingo@insead.edu — 
NITE = 
. wwwinsead.edu/ / 







ADVANCED MANAGEMENT 
PROGRAMME 


INSEAD 's flagship programme has won international recognition, 
offering an unrivalled forum for learning, reflection and exchange for 
senior executives and business leaders. 


An exclusive group 


Our rigorous selection process brings together accomplished executives from a wide 
variety of cultural and corporate backgrounds. Programme participants are General 
Managers who typically have at least 15 years’ business experience and have their sights 
set for the top. This distillation of quality makes the Advanced Management Programme 
an exclusive meeting-place for those who contribute to shaping the world's economy. 


Learning 

. confront the challenges of change and globalisation 
. debate strategies for innovation and growth 

. develop your leadership qualities. 


Reflection 

. take time out for self-assessment, analysis and taking stock of your 
professional and personal life 

« challenge conventional routines and fads. 


Exchange 
. experience different cultural beliefs and systems 
« network and debate with your peers. 


A unique microcosm, a unique environment 


INSEAD's Fontainebleau campus, in surroundings of great natural beauty, provides 

a privileged and intimate setting for the Advanced Management Programme. 

This prestigious four-week programme is directed by an international business faculty, 
all acknowledged leaders in their field. Programme participants represent the highest 
standards of business performance and come from typically more than 30 countries around 
the world. This is a unique opportunity to build on what you have already learned and 
done, and plan how to turn your ideas into actions. 


The INSEAD Advanced Management Programme: 
make a difference in your company, 
make a difference in your life. 


AMPO3ECO2 / =f 






Cathay Pacific Airways Runs 
Oracle Procurement 


The most admired companies run 
Oracle Procurement—a part 
. of the E-Business Suite. 
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